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l. General Part



Dear Sirs and Madams,

The Czech Republic and Slovakia have seen economic growth which includes an increase in gross
domestic product and average wages, with the unemployment rate achieving a record minimum. In this
context, the banking sector has also experience positive results. The success of Fio banka (the
“Company”) is largely dependent on its employees and clients. In 2017, the Company’s unique offer
of current account with zero fees attracted more than 120 thousand clients.

During 2017, the Company was developing a new product — credit cards — which have been offered to
clients since the beginning of 2018. Credit cards completed the Company’s credit product offering for
individuals. Entrepreneurs and legal entities were offered a new business overdraft account. In the prior
and current periods, the Company has worked on a long-term project which relates to the development
of own card processing. We have already launched the issuance of own cards and transaction
processing. The following phases will include, for example, ATM machines interconnection, including
the contactless withdrawal function, and own payment terminal processing.

Therefore, | consider 2017 to be a successful year in which the Company achieved many good results.

No matter if you read the annual report as the Company’s client, potential client or for a different reason,
let me wish you a pleasant reading.
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Name of the Company: Fio banka, a.s. (hereinafter the “Company” or “Fio banka”)
Registered office: V Celnici 1028/10, 117 21 Prague 1
Corporate ID: 618 58 374

The Company's registered capital amounting to CZK 760,000 thousand is divided into 760,000
of ordinary book-entry registered shares (ISIN: CZ0008034246) with a nominal value
of CZK 1,000.

Transferability of the shares is not restricted; the shares may be transferred based on share
transfer agreements.

The shares entail rights as provided for in legislation and the statutes; no other rights or
preferential rights are attached to the shares.

The shares are not listed on any regulated market.

As of 31 December 2017, the Company had a sole shareholder — Fio holding, a.s., corporate
ID: 60192763, Prague 1, V Celnici 1028/10, Postal Code: 117 21.

No dividends were paid in the past eight years.

The Company or any entity in which the Company has a direct or indirect equity interest
exceeding 50% of the share capital or voting rights own no shares of the Company.

As of 31 December 2017, the Company had the following subsidiaries: Druzstevni zalozna PSD,
Corporate 1D: 64946835, Prague 1, V Celnici 1028/10, Postal Code 117 21, Czech Republic,
RM-SYSTEM, &eska burza cennych papir(l a.s., Corporate ID: 47116404, V Celnici 1028/10,
Postal Code: 11721, Czech Republic, RM-S FINANCE, s.r.o., Corporate ID: 62915240,
V Celnici 1028/10, Postal Code: 11721, Czech Republic, Fio Slovakia, a.s., Corporate ID:
35828137, Nam. SNP 21, Bratislava 811 01, Slovakia and Fio forexova, s.r.o., Corporate ID:
27589587, V Celnici 1028/10, Postal Code: 11721, Czech Republic.

Business authorisation:

The Ministry of Finance of the Czech Republic dated 15 August 1994, ref. no. 102/38 536/94;
Decision of the Czech Securities Commission dated 18 June 1999, ref. no. 521/1388-k/99, whereby
the authorisation granted by the Ministry of Finance of the Czech Republic on 15 August 1994, ref.
no. 102/38 536/94, continued to be fully effective;

Certification concerning the scope of the securities trading authorisation issued on 25 January 2001,
ref. no. 43/2/19/2001, by the Czech Securities Commission under Article Il Transitory Provisions,
Subparagraph 9 of Act No. 362/2000 Coll ;

Decision of the Czech Securities Commission of 10 February 2004, ref. no.: 43/N/226/2003/1 —
extension of the business authorisation;

Decision of the Czech National Bank of 31 August 2006, ref. no.: 43/N/158/2005/6, 2006/7096/540
— extending the business authorisation to include derivatives trading; and

Decision of the Czech National Bank of 5 May 2010, ref. no. 2010/4201/570 — granting a banking
licence.

Commencement of operation: 31 August 1994

Information on the Company’s Formation, its Participation and Principal Business Activity:

Fio banka, a.s. was formed by a single Memorandum of Association on 20 June 1994 (under the former
name Fio, burzovni spolecnost, a.s.) and was incorporated following its registration in the Register
of Companies in Prague on 31 August 1994. Since 15 March 1995, the Company has been
a shareholder of Burza cennych papirll Prague, a.s. As of 31 December 2016, the Bank owned 100
registered shares of Burza cennych papirl Prague, a.s. in the certificate form with a nominal value
of CZK 1,000. On 20 February 1995, the Company obtained membership in Burza cennych papirti
Prague, a.s., starting its trading activity there in April 1995.



In line with a decision of the Czech Securities Commission of 10 February 2004, ref. no.:
43/N/226/2003/1, and with regard to the decision of the Czech Securities Commission, ref. no.:
512/1388-k/99 of 18 June 1999, the extent of the authorisation to perform securities trading granted to
Fio, burzovni spolecnost, a.s. (Fio banka, a.s. at present) was as follows since 11 March 2004:

- Provision of principal investment services under Section 4 (2) (a), (b), (c), (d), (e) of Act No.
256/2004 Coll., the Capital Market Undertaking Act (hereinafter the “Act”), in respect of investment
instruments as defined in Section 3 (1) (a), (b) of the Act; and

- Provision of additional investment services under Section 4 (3) (a), (b), (c), (e) of the Act, in respect
of investment instruments as defined in Section 3 (1) (a), (b) of the Act, and additional investment
services under Section 4 (3) (d), (f) of the Act, in respect of investment instruments as defined in
Section 3 (1) (a), (b), (c), (d) of the Act.

In line with a decision of the Czech National Bank of 31 August 2006, ref.no. 43/N/158/2005/6,
2006/7096/540, the extent of the authorisation to perform securities trading granted to Fio, burzovni
spole¢nost, a.s. (Fio banka, a.s. at present) was as follows since 12 September 2006:

l. Principal investment activities under Section 4 (2) of the Act:

a) Receipt and provision of instructions relating to investment instruments (Section 4 (2) (a)
of the Act);

b) Performance of instructions relating to investment instruments to a customer’s account
(Section 4 (2) (b) of the Act);

c) Proprietary trading with investment instruments (Section 4 (2) (c) of the Act);

d) Discretionary management of individual portfolios under a contractual arrangement with
the client if this portfolio includes defined investment instruments (Section 4 (2) (d) of the
Act);

e) Investment advisory concerning investment tools (Section 4 (2) (e) of the Act);

f)  Underwriting of investment instruments or their placement with the subscription obligation
(Section 4 (2) (g) of the Act); and

g) Placement of investment instruments without the subscription obligation (Section 4 (2)
(h) of the Act).

Il. Additional investment activities under Section 4 (3) of the Act:

a) Custody and administration of investment tools including related services (Section 4 (3)
(a) of the Act);

b) Provision of loans or borrowings to clients so as to facilitate trading with the investment
tool in which the loan or borrowing provider participates (Section 4 (3) (b) of the Act);

c) Provision of advisory services related to the capital structure, industrial strategies and
related issues, as well as provision of advisory services and services related to the
transformation or transfers of companies (Section 4 (3) (c) of the Act);

d) Provision of investment recommendation and analyses of investment opportunities or
similar general recommendation related to investment tool trading (Section 4 (3) (d)
of the Act); and

e) Execution of foreign exchange operations related to the provision of investment services
(Section 4 (3) (e) of the Act).

The provision of investment services under art. 1., a) through d) relates to investment instruments in line
with Section 3 (1) (a), (b), (d) through (k) of the Capital Market Undertaking Act, ie investment securities,
collective investment securities and derivatives. The provision of investment services under art. I., d), g)
and h) relates to investment instruments in line with Section 3 (1) (a), (b) of the Capital Market
Undertaking Act, ie investment securities and collective investment securities.

The provision of investment services under art. Il., b) relates to investment instruments in line with
Section 3 (1) (a) and (b) of the Capital Market Undertaking Act, ie investment securities and collective
investment securities. The provision of investment services under art. Il., a) and d) relates to investment
instruments in line with Section 3 (1) (a), (b), (d) through (k) of the Capital Market Undertaking Act, ie
investment securities, collective investment securities and derivatives.



In line with a decision of the Czech National Bank of 5 May 2010, ref.no. 2010/4201/570, the extent
of the authorisation to perform securities trading granted to Fio banka, a.s. has been as follows since
5 May 2010:

- Undertaking the activities listed in Section 1 (1) of the Banking Act as follows:

a) Acceptance of deposits from the general public;
b) Extension of credit;

- Undertaking the activities listed in Section 1 (3) of the Banking Act as follows:

a) Investing in securities on the Company’s own account;

b) Finance lease;

c) Payments and clearing;

d) Issuance and administration of payment facilities, eg credit cards and traveller’s cheques;
e) Issuance of guarantees;

f) Opening of letters of credit;

g) Collection services; and

h) Provision of investment services within the scope of principal investment services

Within the scope of principal investment services including:

— Under Section 4 (2) (a) of the Capital Market Undertaking Act No. 256/2004 Coll., as amended
(hereinafter referred to as the “Capital Market Undertaking Act’), receipt and provision
of instructions relating to investment instruments, in respect of investment instruments as defined in
Section 3 (1) (a), (b) and (d) through (k) of the Capital Market Undertaking Act;

— Under Section 4 (2) (b) of the Capital Market Undertaking Act, performance of instructions relating
to investment instruments to a customer’s account, in respect of investment instruments as defined in
Section 3 (1) (a), (b) and (d) through (k) of the Capital Market Undertaking Act;

— Under Section 4 (2) (c) of the Capital Market Undertaking Act, proprietary trading with investment
instruments, in respect of investment instruments as defined in Section 3 (1) (a), (b) and (d) through (k)
of the Capital Market Undertaking Act;

— Under Section 4 (2) (d) of the Capital Market Undertaking Act, discretionary management
of individual portfolios under a contractual arrangement with the client if this portfolio includes defined
investment instruments, in respect of investment instruments as defined in Section 3 (1) (a), (b) of the
Capital Market Undertaking Act;

— Under Section 4 (2) (e) of the Capital Market Undertaking Act, investment advisory concerning
investment tools, in respect of investment instruments as defined in Section 3 (1) (a), (b) and (d) through
(k) of the Capital Market Undertaking Act;

— Under Section 4 (2) (g) of the Capital Market Undertaking Act, underwriting of investment
instruments or their placement with the subscription obligation, in respect of investment instruments as
defined in Section 3 (1) (a), (b) of the Capital Market Undertaking Act;

— Under Section 4 (2) (h) of the Capital Market Undertaking Act, placement of investment
instruments without the subscription obligation, in respect of investment instruments as defined in Section
3 (1) (a), (b) of the Capital Market Undertaking Act;

and within the scope of additional investment services

— Under Section 4 (3) (a) of the Capital Market Undertaking Act, custody and administration
of investment tools including related services, in respect of investment instruments as defined in Section
3 (1) (a), (b) and (d) through (k) of the Capital Market Undertaking Act;



- Under Section 4 (3) (b) of the Capital Market Undertaking Act, provision of loans or borrowings
to clients so as to facilitate trading with the investment tool in which the loan or borrowing provider
participates, in respect of investment instruments as defined in Section 3 (1) (a), (b)
of the Capital Market Undertaking Act;

— Under Section 4 (3) (c) of the Capital Market Undertaking Act, provision of advisory services
related to the capital structure, industrial strategies and related issues, as well as provision
of advisory services and services related to the transformation or transfers of companies;

— Under Section 4 (3) (d) of the Capital Market Undertaking Act, provision of investment
recommendation and analyses of investment opportunities or similar general recommendation related to
investment tool trading, in respect of investment instruments as defined in Section 3 (1) (a), (b) and (d)
through (k) of the Capital Market Undertaking Act;

— Under Section 4 (3) (e) of the Capital Market Undertaking Act, execution of foreign exchange
operations related to the provision of investment services;

i) Financial brokerage;

j) Foreign exchange services;

k) Provision of banking information;

I) Proprietary trading or trading on a client's account with foreign currencies and gold;
m) Rental of safe-deposit boxes; and

n) Activities that directly relate to the activities in the banking licence.
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Assessment of retail banking:

2017 was by far the most successful year in the Company’s history with respect to profit which amounted
to CZK 408 million after tax. The Company acquired 119 thousand new clients (a year-on-year increase),
reaching a total of 785 thousand clients. The Company also recorded positive results in Slovakia where
the number of new clients grew by 24% year-on-year.

The Company’s aggregate assets saw a year-on-year increase of 34%, amounting to CZK 108 billion
as of 31 December 2017. The volume of payables to clients increased from CZK 77.9 billion to
CZK 103.7 billion during 2017. Interest income amounted to CZK 625 million in aggregate which is
a 24% increase, predominantly resulting from normalisation of interest rates following the
discontinuation of the Czech National Bank’s currency interventions. Net interest income grew from CZK
431 million to CZK 559 million. The amount of provisions and reserves grew from CZK 379 million to
CZK 408 million. Despite the policy of zero fees for regular banking services, the Company achieved
a profit before tax in the amount of CZK 408 million.

The Bank was successful in acquiring new clients among individuals. The current account with zero
maintenance fees continues to be the Company’s core product which is offered to both individuals
conducting business and corporate entities.

The Company operates based on the model of a low-cost bank and intends to continue such operation
in the future to acquire new clients.

Throughout 2017, the Company expanded and optimised the network of its branches reflecting the
wishes and needs of clients. In early 2017, the Company’s network expanded with the opening of
a branch in Vysocany as the 13" branch in Prague (and the 79t branch in the Czech Republic). The
branch offers the complete product portfolio of the Company, including an opportunity to obtain
a mortgage loan with the assistance of a mortgage specialist. The growing interest in housing loans
resulted in the opening of the first branch specialising solely on clients interested in this product; this
branch was opened in the vicinity of the Company’s headquarters in Prague 1 in spring 2017. Outside
the Capital of Prague, the branches in Bfeclav, Svitavy and Zdar nad Sazavou were relocated to more
spacious, discrete and representative premises during 2017, while the latter two aforementioned



branches also received a new ATM machine as part of this move. New ATM machines were also
installed at the branches in Jablonec nad Nisou and Vsetin and together with five new ATM machines,
the aggregate number of the Company’s ATMs was 168 as of 31 December 2017.

As in 2016, the Company expanded its network in Slovakia by opening new branches in two other towns
in 2017: a new branch was opened in Michalovce in the first half of 2017 and in Liptovsky Mikula$ in the
autumn. The Company intends to continue expanding its network in Slovakia at a similar pace also in
2018 whereby expansion including new branches and ATM machines is also anticipated in the Czech
Repubilic.

Assessment of investment banking:

In 2017, the liquidity of the stock exchanges in the Czech Republic (RM-SYSTEM and Prague Stock
Exchange) unfortunately reported a 17% decrease. The Company’s clients gave increased attention to
markets in the USA and Germany where 63% of the total volume of mediated transactions was realised.
With a 58% share, stock exchanges in the USA were the most preferred market, followed by Czech
markets (37%). The Company acquired 9,000 new clients utilising its investment services.

As in previous years, promotion of investment services was based on educational courses organised in
cooperation with RM-SYSTEM, &eska burza cennych papirti a.s. In 2017, the Company realised
70 courses in the Czech Republic and Slovakia as part of the “Investment Academy” which is intended
for both the general public and experts. The courses were attended by 5,000 participants willing to obtain
new information on capital markets who could choose between three topics intended for complete
beginners and experienced investors.

In 2017, the Company discontinued to offer its clients trading on the Warsaw stock exchange.

In cooperation with the Czech stock exchange RM-SYSTEM, the Company participates in educating
university students in the Czech Republic and Slovakia. Within the Studentbroker projects, the Company
explains the operation of capital markets in reality. Students have an opportunity to trade with fictitious
investment funds in the amount of CZK 1,000,000 which they invest, during the semester, in shares in
the Czech Republic, USA, Germany and Poland and investment funds of USD 50,000 which are traded
in derivatives (futures contracts) with underlying assets including gold, silver, oil, sweetcorn, wheat,
stock indices etc. In 2017, a total of 13 higher educational institutions and universities and 525 students
participated in the Studentbroker project, together concluding 16,000 transactions. This project
facilitates the link between the theoretical knowledge of students and the real environment on stock
exchange markets.

The most important events in 2017

Own payment card processing

During 2017, the Company gradually launched the first part of the project of transfer to own payment
card processing. The Company will newly process payment card transactions on its own, from payment
authorisation to recognition, maintain own payment card records (card management system) and
generate chip data for the issuance of new payment cards to holders.

New overdraft account for entrepreneurs

The Company prepared a new business overdraft account intended specifically for entrepreneurs. The
new business overdraft account has zero fees for opening and maintenance, offering an advantageous
segmented interest rate. Loans exceeding CZK 300,000 bear interest at 9.9% and any excess amount
bears interest at 7.9%. Aside from that, all client will receive a 1% discount from the interest rate for
each year of incident-free loan utilisation. As a result, the basic interest rate may decrease up to 4.9%.

The first mortgage centre

In Prague, the Company opened the first branch specialising solely in housing loans. The Company has
responded to the increased interest in mortgage loans which became evident especially in the past two
years.




Taking out insurance online

The Company has introduced another simplification of its services. Clients may newly take out or modify
insurance online in Internetbanking. This applies to all cards, both new and those already issued, and
all types of insurance, such as travel insurance, insurance of card loss and theft as well as legal
protection of drivers.

Payments without authorisation

Faster and simpler money transfers without the need for authorisation. The Company’s Internetbanking
newly includes an option to make payments between the client's multiple accounts, to selected known
accounts as well as low-value payments without the authorisation code sent via a text message.

Business cards for entrepreneurs free of charge

The Company has introduced a new product for entrepreneurs — Mastercard Business payment card
with zero fees offered to all business accounts. A free payment card is offered not only to the account
holder but also to another authorised individual. The new product is offered to both new and existing
clients.

Acceleration of standard domestic payments

The Company’s clients make domestic payments in CZK being aware that the payment will be executed
on the same business day. The payment just needs to be made until noon via Internetbanking,
Smartbanking or in person at the Company’s branch. The acceleration is with no extra fee and payments
are still with zero fees.

Major Awards

The Company took first place in the survey entitled “User-friendly bank”, following
second place from last year and a series of first places in previous years. The survey is
organised by bankovnipoplatky.com.

AL The Company obtained seven awards (of which four were first place), such as for the
- best personal and business account. A professional jury also awarded the Company’s
Internetbanking, business loan and the e-broker investment application
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Structure of the branch network

Name of the company: Fio banka, a.s.
Corporate ID: 61858374
Registered office: V Celnici 1028/10, 117 21, Prague 1

Branches (as of 31 December 2017) — town, street, postal code, (country), telephone number:
Czech Republic

Beroun, nam. M. Postové 854, 266 01, 224 346 417-418
Blansko, nam. Svobody 5, 678 01, 224 346 750-1

Brno, GajdoSova 4489/26, 615 00, 224 346 411-3

Brno, Jostova 4, 602 00, 224 346 815 - 819

Brno, Nové Sady 988/2, 602 00, 224 346 463 - 465
Brno, Veveri 2581/102, 616 00, 224 346 865, 867, 869
Bruntal, K.Capka 80/1, 792 01, 224 346 478-9

Breclav, J. Palacha 3152, 690 02, 224 346 941-2

Ceska Lipa, Barviiska 737, 470 01, 224 346 854-5
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Ceské Budéjovice, Nam. Pfemysla Otakara Il. 117/32, 370 01, 224 346 858-9-
Cesky Té&sin, Namésti CSA 182/7, 737 01, 224 346 764-5

Dé&cin, Lazeriska 58/1, 405 02, 224 346 973-4

Frydek-Mistek, Zamecké nam. 42, 738 01, 224 346 936-937, 888
Havifov, Hlavni tfida 64, 736 01, 224 346 963 - 964

Havli¢kv Brod, Dolni 1, 580 01, 224 346 958-9

Hodonin, Narodni tfida 79, 695 01, 224 346 913 — 914, 443
Hradec Kralové, Masarykovo namésti 511, 500 02, 224 346 835-9
Cheb, Svobody 31, 350 02, 224 346 971-2

Chomutov, ndmésti 1. maje 91, 430 01, 224 346 984-6

Chrudim, Resselovo namésti 61, 537 01, 224 346 954-5
Jablonec nad Nisou, Dolni namésti 716/3, 466 01, 224 346 975-6
Jihlava, Masarykovo namésti 20, 586 01, 224 346 870 — 71, 410
Jindfichtiv Hradec, Rlizova 41, 377 01, 224 346 770-1

Karlovy Vary, T.G.Masaryka 38, 360 01, 224 346 872-874
Karvina- Frystat, Frystatska 73/3, 733 01, 224 346 892-3

Kladno, Suchardova 515, 272 01, 224 346 924-925

Klatovy, Videriska 181, 339 01, 224 346 875-6

Kolin, Karlovo namésti 7, 280 02, 224 346 932-3, 409

Kromeéfiz, Dobrovského 170/5, 767 01, 224 346 877-8

Liberec, PraZzska 12/15, 460 07, 224 346 879-880

Louny, Ceskéa 158, 440 01, 224 346 773-4

Mlada Boleslav, tf. T.G.Masaryka 1455, 293 01, 224 346 926-7
Most, Moskevska 3336, 434 01, 224 346 966

Nachod, TyrSova 64, 547 01, 224 346 882-3

Novy Ji¢in, Dobrovského 1292/4, 741 01, 224 346 969 - 970
Nymburk, Namésti Pfemyslovcl 129, 288 02, 224 346 458-9
Olomouc, Dolni namésti 20, 779 00, 224 346 920-22

Olomouc, Masarykova tfida 736/19, 779 00, 224 346 434-5
Ostrava, Hlavni tiida 682/110, 708 00, 224 346 445,447-8
Ostrava, Nadrazni 39, 702 00, 224 346 846-8, 224 346 885-6
Opava, Ostrozna 262/9, 746 01, 224 346 930-31, 444

Pardubice, Masarykovo nameésti 1544, 530 02, 224 346 841.843-5
Pelhfimov, Dr. TyrSe 58, 393 01, 224 346 956-957

Pisek, Nerudova 88, 397 01, 224 346 767-8

Plzen, PreSovska 13, 301 00, 224 346 977-9

Plzen, Namésti Generala Piky 2703/27, 326 00, 224 346 830-32
Prague 1, Rybna 14, 110 00, 224 346 808-10

Prague 1, Senovazné nam. 24, 116 47, 224 346 801-805

Prague 1, V Celnici 1028/10, 117 21, 224 346 938-40; 989; 224 346 987-8 (Hypotecni centrum)
Prague 2, Jecna 37, 120 00, 224 346 895-897

Prague 4, Budéjovicka 1523/9a, 140 00, 224 346 863-4, 890, 993-4
Prague 5, Archeologicka 2256/1, 155 00, 224 346 430-3

Prague 5, Stefanikova 75/48, 150 00, 224 346 946-7, 476-7
Prague 6, Cs. armady 785/22, 160 00, 224 346 759-761

Prague 6, Kfenova 438/3, 162 00, 224 346 471, 473-4

Prague 8, Klapkova 124/10, 182 00, 224 346 437-9

Prague 9, Sokolovska 352/215, 190 00, 224 346 402-7

Prague 10, Moskevské 268/53, 101 00, 224 346 754-6

Prague 11, Opatovska 964/18, 149 00, 224 346 421-3

Prostéjov, Kostelni 6, 796 01, 224 346 420, 948-9

Prerov, Palackého 2820/27, 750 02, 224 346 950, 951

Pfibram, Prazska 126, 261 02, 224 346 952-3

Sokolov, 5. kvétna 163, 356 01, 224 346 460-1

Strakonice, Palackého nam. 102, 386 01, 224 346 401, 928-9
Svitavy, Erbenova 205/1, 568 02, 224 346 934-5

Sumperk, Bulharska 229/1, 787 01, 224 346 915, 916

Tabor, Palackého 359/1, 390 01, 224 346 898-9

Teplice, U radnice 6/2, 415 01, 224 346 960 - 961

Trutnov, Krakono$ovo nameésti 17, 541 01, 224 346 900-1
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Trebié, Jihlavska brana 5/4, 674 01, 224 346 943 - 944

Tfinec, Nam. Svobody 527, 739 61, 224 346 990-1

Uherské Hradisté, Havlickova 160, 686 01, 224 346 —453-5

Usti nad Labem, Dlouha 3458/2A, 400 01, 224 346 902-3

Usti nad Orlici, 17. listopadu 1394, 562 01, 224 346 917-8, 442
Valasské Mezifici, Kfizkovského 117/1, 757 01, 224 346 456-457
Vsetin, Smetanova 810, 755 01, 224 346 968, 408

Zlin, Dlouha 489, 760 01, 224 346 906-908

Znojmo, Prazska 1539/7, 669 02, 224 346 909 - 910

Zd3ar nad Sazavou, Nadrazni 1, 591 01, 224 346 911 - 912

Organisational branch:

Fio banka, a.s., poboc¢ka zahrani¢nej banky (Slovensko)
Corporate ID No.: 36 869 376, sidlo Nam. SNP 21, Bratislava 811 01

Offices:

Banska Bystrica, Narodna 6, 974 01
Bratislava, Nam. SNP 21, 811 01

Bratislava, Zahradnicka 74, 821 08

Kosice, Hlavna 8, 040 01

Liptovsky Mikulas, Namestie Osloboditelov 7, 031 01
Lucenec, T. G. Masaryka 12, 984 01
Michalovce, Sama Chalupku 2, 071 01

Nitra, Stefanikova trieda 27, 949 01

Nové Zamky, Komarfianska 1/B, 940 02
Poprad, Namestie svatého Egidia 50, 058 01
PresSov, Hlavna 45, 080 01

Prievidza, S. Moyzesa 10, 971 01

Trencin, Sladkovi¢ova 8, 911 01

Trnava, Hlavna 25, 917 01

Zilina, Na priekope 37, 010 01

Trading on the markets in the Czech Republic

The Prague Stock Exchange experienced growth in 2017. The PX index grew by +16.99% and the
PTXR index, the performance of which also includes dividend income, by 23.60%. A 6% dividend
income makes the domestic market truly unique. Nevertheless, it is less optimistic for investors that the
issue with the best last year's performance (Fortuna, Unipetrol) is likely to leave the Prague Stock
Exchange in 2018.

In 2017, titles with appreciation exceeding 100% included the shares of Fortuna (107%) and Unipetrol
(104.6%). Unipetrol was positively impacted by persisent above-average refinery and petrochemical
margins, almost full utilisation of production capacities for both refineries as well as received insurance
premium relating to the accidents in Kralupy nad Vitavou and Litvinov. In line with its commitment to
systematic dividend increase, Unipetrol paid out the 2016 dividend in the amount of CZK 8.3 per share.
In late 2017, the majority shareholder, PKN Orlen, made a proposal for the voluntary purchase of
Unipetrol's shares at approximately CZK 380 per share which was accepted by two largest minority
shareholders associated with the J&T financial group. However, it is less optimistic for investors that
Unipetrol is highly likely to leave the Prague Stock Exchange in 2018. The same will also apply to
Fortuna’s shares as its majority shareholder declares its intent to delist Fortuna’s shares from the stock
exchanges in Prague and Warsaw. Following improving results and a substantial increase in received
bets, its majority shareholder filed three proposals for a voluntary purchase of share whereby the third
proposal made in early 2018 in the amount of CZK 182.5 per share was higher by approximately 85%
than the original proposal made in March 2017. With the proceeds of 51% (in the CZK equivalent), the
shares of the media company CETV placed third with respect to capital appreciation.

Of the banking issues present on the Prague Stock Exchange, the best results in 2017 were reported
by Erste Group. The shares of the Austrian banking group increased by 22% in 2017 and their
performance significantly exceeded the development of the European banking index STOXX EUR 600
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Banks (+10.9% r/r). With the results reported for 1-3Q/17, Komeréni banka regularly outperformed in
2017 the estimated level determined by analysts due to risk expenses being at record minimum level.
The shares of Komercni banka increased by 3.4% in 2017. By including the dividend paid in the amount
of CZK 40 per share, the aggregate proceeds for investors from Komeréni banka’s shares amounted to
7.7%. Although Moneta managed to meet the goals set by its management in 2017, its shares
experienced stagnation on an annual basis. Phillip Morris CR, which is known for regular dividend
payments, found its investors also in the environment of proceeds from alternative investments (other
than in shares). By including the dividend paid in the amount of CZK 1,000 per share, the aggregate
proceeds for the investor amounted to 36%.

The most traded issue on the Prague Stock Exchange in 2017 traditionally included the shares of the
energy company CEZ which benefited from a persistent growth in electricity prices on the market,
following the increasing prices of coal and emission allowances. With the reinvestments of the dividend
paid in the amount of CZK 33 per share, the aggregate proceeds for investors amounted to 25%. The
shares of Pegas Nonwovens, a manufacturer of non-woven textile, saw substantial fluctuations in 2017.
Changes in the shareholders’ structure were completed in 3Q/17 when R2G Rohan Czech became the
company’s majority shareholder as part of a proposal for the purchase of shares at CZK 1010 per share.
Only slightly more than 11% of Pegas Nonwovens’s shares are held by an entity other than the majority
shareholder. The liqueur company Stock Spirits must have pleased its shareholders in 2017. A 38%
share increase reflects a substantial year-on-year growth of the company’s operating profit in the first
half of 2017. The shares of the telecom company 02 CR saw a capital appreciation of 6.4% in 2017.
The Austrian insurance group VIG reported a 16.4% growth in the share value, following a partial
recovery of revenues on the bond market and a year-on-year increase in all of the key indicators of the
Company’s performance.

Trading on foreign markets

Last year brought positive results for the global economy and for this reason, exchange markets saw
extraordinarily favourable developments in 2017. The global MSCI ACWI index, which includes both
developed and developing countries, reported a growth of almost 22%, achieving the best performance
since 2009. The values of leading global indices repeatedly improved their historical maximum profits.
The typical features of US indices predominantly included very low volatility, the absence of more
significant drops and continuous growth throughout the entire 2017. This seemingly calm development
was, however, rather surprising, considering the large number of risks arising from measures taken by
the new administration of President Trump.

Favourable developments were also recorded by other classes of assets, with an almost 13% growth
reported for oil. Despite slower growth in the first half of 2017, interventions taken by OPEC to decrease
the mining volume resulted in the WTI exchange rate gradually achieving USD 60/barrel, which was the
local maximum value in summer 2015. The best performance in the past seven years was reported by
gold which increased by 13%. The currency market showed the continuous depreciation of the US dollar
which lost almost 15% towards the euro, hitting the level of 1.2. This development was contrary to the
policies of central banks when ECB continued its relaxed monetary policy while the FED gradually
increased its rates. The basic interest rate increased three times in the USA, achieving the range from
1.25% - 1.50%.

The wider US index S&P reported a growth of almost 20% and, during the course of 2017, repeatedly
improved its historical maximum values. Extremely low volatility stems from the fact that the index
recoded no correction movements of at least 5% during the growth phase, with the most significant
partial drop being at less than 3%. The growth was fuelled by favourable economic environment, GDP
growth at a decent rate and continuous improvements on the labour market. Positive factors affected
the profitability of businesses which increased by approximately 10% during the year. In terms of
individual sectors, the best results were seen in the technology segment: with a 37% increase, this
sector became an unambiguous driver of the entire growth. Appreciation of over 20% was also reported
by the segment of basic materials or the financial sector. A loss was recorded by telecommunication (-
6%) and energy (-4%) sectors. Distribution of performance corresponds to the growth phase of the
economic cycle with cyclical industries booming and more-defensive sectors falling behind.

In terms of regional development, 2017 saw stronger development in the USA than in Europe, with the
pan-European index STOKKE Europe 600 increasing by less than 8%. Weaker performance of
European markets emphasised the substantial appreciation of EUR in consideration of monetary
developments.
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The entire year was marked with expectations of specific steps by President Trump and their impacts
on stock markets. President Trump was rather unsuccessful at realising his pre-election commitments
(migration measures, cancellation of the Obama care reform), giving rise to concerns as to his ability to
implement the most significant reform of taxes. FBI's investigation of the presidential election being
influenced by Russia or a quarrel with North Korea due to weapons testing did not result in more-
substantial drops on the market. In the end, the tax reform was implemented and was one of the reasons
why indices even escalated their already favourable developments so far. Lower taxes will also
significantly contribute to the economic results of US companies in 2018.

Proprietary trading

In 2017, the Company managed to retain or even further strengthen its position on financial markets
which was gained in previous years. The Company continued to operate as a market creator at the
Xetra business platform of the Prague Stock Exchange. As in previous years, all issues which are part
of the PX index and, concurrently, are placed on the Prime or Standard regulated markets were listed
at the Xetra business platform. Based on the statistical data on transactions made by Prague Stock
Exchange members, the Company increased the aggregate annual volume realised in shares by 2%,
despite a 17% year-on-year decrease in the aggregate volume of shares traded at Prague Stock
Exchange.

The market with Czech government bonds started to normalise in 2017. This followed the termination
of the Czech National Bank’s interventions as regards the CZK/EUR exchange rate as of
6 April 2017 and a double two-week increase in the repo rate to 0.5% in the latter half of 2017. The short
end of the yield curve thus broke out from negative proceeds. Nevertheless, due to anticipated future
developments of debt instruments, ie continuous normalisation and increase on market interest rates,
the Company did not realise reinvestments in maturing bonds or new investments and the entire volume
of bonds in the Company’s portfolio decreased, as of 31 December 2017, by 11% year-on-year in the
CZK equivalent. The portfolio is predominantly composed of Czech government bonds (96.5%) and
along with Slovak state bonds (2%), government bonds account for 98.5% of the entire portfolio.

After the discontinuation of the Czech National Bank’s exchange rate commitment, exchange rates
became once again the main instrument of monetary policy. Following an increase in the repo rate in
August 2017, a growth to 0.5% was also seen on 2 November. The situation on the monetary market
significantly improved, enabling the Company to generate higher proceeds from deposited liquid funds.
Realised volumes also saw a considerable increase, with the overwhelming majority of transactions
being concluded with the Czech National Bank within two-week repo transactions and the deposit
facility.

Information on the Company’s assets and financial situation

The Company’s total assets amounted to CZK 107,573,557 thousand as of 31 December 2017,
principally comprising cash in hand and balances with central banks of CZK 86,779,607 thousand,
balances with banks and cooperative credit unions of CZK 2,063,513 thousand, receivables from clients
of CZK 13,146,914 thousand, from debt securities of CZK 4,405,540 thousand, from shares, share
certificates and other investments of CZK 20,236 thousand, from participation interests
of CZK 154,778 thousand and from other assets of CZK 963,553 thousand.

In 2017, the Company recorded net fee and commission income of CZK 356,857 thousand, net interest
income of CZK 561,124 thousand and income from financial transactions of CZK
613,232 thousand. The Company’s operating profit before tax was CZK 480,897 thousand.

The Company’s situation has been stable in the long-term. The Company has permanently a sufficient
amount of liquid financial assets to settle its liabilities; it makes allocations, on a regular basis and in full,
to the Stock Exchange’s guarantee funds, to the Deposit Insurance Fund and the Securities Dealers
Guarantee Fund. The Company has never been insolvent throughout its existence.
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Successful expansion of the Company’s credit portfolio as well as an increase in other indicators
resulted in the larger volume of risk exposures. As of 31 December 2017, the Company’s capital ratio
was 12.505% (of which 11.782% constitutes Tier 1 capital ratio), which is above the level of regulatory
requirements, constituting a secure level for risk coverage.

Board of Directors:

Jan Sochor, Chairman of the Board of Directors

Mr Sochor graduated from the Faculty of Mathematics and Physics of Charles University and has
been active on the capital market for more than 20 years. He has been Chairman of the Board since
22 May 2002. From 30 April 2001 to 23 April 2002, he worked as a statutory executive
of the securities trading company Fio brokerska, spol. s r.o. Prior to holding this post, he had been
already employed in Fio brokerska, spol. s.r.o., predominantly focusing on creating an electronic
trading system. Jan Sochor also held the post of director and sole statutory executive in Fio, burzovni
spolecnost, a.s.

Josef Valter, Member of the Board of Directors

Mr Valter graduated from the Faculty of Law of Charles University in Prague. He has been employed
in the Fio Financial Group since 2002 when he obtained the position of Head of the Legal Division
(later becoming Director of the Legal and Compliance Division). Josef Valter was a member of the
Board of Directors of Fio, druzstevni zaloZzna from 2002 to 2006 and Chairman of the Board
of Directors of Fio, druzstevni zalozna from 2006 to 2010. He has been a member of the Board of
Directors of Fio banka since 5 May 2010.

Jan Blaha, Member of the Board of Directors

Mr Blaha graduated from the Faculty of Economics of VSB - Technical University of Ostrava and has been
employed in the Fio Financial Group since 2000. At present, he is Director of the Sales Division. He has
been a member of the Company’s Board of Directors since 25 March 2015.

Marek Polka, Member of the Board of Directors

Mr Polka graduated from the Faculty of Finance and Accounting of the University of Economics, Prague
(VSE) and has worked for the Fio Financial Group since May 2001 when he took up the position
of a client assistant in the Prague branch. Mr Polka gradually held the positions of the acting head of the
Plzen branch, head of the Group’s largest branch in Prague as well as the head of the entire Client Service
Department. Since Aprii 2006, he has been the head the Group’s Client Division.
On 1 April 2006 he became a member of the Board of Directors of Fio, druzstevni zaloZna and
on 3 May 2010 Chairman of the Board of Directors of Fio, druzstevni zalozna. His key responsibilities as
the head of the Client Service Department predominantly involved ensuring proper operation
of branches, managing customer relations and product range administration. Since
24 September 2014, Mr Polka has been Director of the Company’s Credit Division. He has been
a member of the Board of Directors of the Company since 25 March 2015.

Under Section 8 (1) of Act No. 21/1992 Coll. on Banks, as amended, the Company’s Board
of Directors has four members as of 31 December 2017.

Supervisory Board:

Petr Marsa, Chairman of the Supervisory Board

Mr Marsa graduated from the Faculty of Mathematics and Physics of Charles University. He has been
active on the financial market for more than 20 years. He has held various positions in the bodies of several
entities within the Fio Financial Group.
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Romuald Kopuin, Member of the Supervisory Board

Mr Kopun graduated from the Faculty of Mathematics and Physics of Charles University. He has been
a member of the Supervisory Board since 1994. By holding this position, he has gained the necessary
experience in the capital market sector.

Jan Franek, Member of the Supervisory Board

Mr Franek graduated from the Faculty of Nuclear Sciences and Physical Engineering of the Czech
Technical University in Prague. He has been working for the Fio Financial Group since 1995. Since 2001,
he has been the head of the Development Division, being responsible for development projects aimed at
expanding and improving the quality of client services.

Audit Committee:

Jan Kotisek, Chairman of the Audit Committee

Mr Kotisek graduated from the faculty of International Relations of the University of Economics, Prague
(VSE) and completed the Executive MBA in Finance at the University of New York in Prague. Mr Kotiek
has worked on the financial market for more than 20 years, holding posts at Vojensky otevieny penzijni
fond, a.s., Foresbank, a.s., Spofitelni a Uvérové druzstvo Unibon, Zalozna CREDITAS, spofitelni druzstvo
as well as at the Supervisory Office for Credit Unions.

Petr Marsa, Vice-chairman of the Audit Committee

Mr Marsa graduated from the Faculty of Mathematics and Physics of Charles University. He has been
active on the financial market for more than 20 years. He has held various positions in the bodies of several
entities within the Fio Financial Group.

Vaclav Svoboda, Member of the Audit Committee

Mr Svoboda graduated at the Faculty of Economics of the University of Economics, Prague. He has
worked as a statutory auditor for over 20 years.

Members of the Board of Directors, Supervisory Board, Audit Committee or the Company’s
management hold no treasury shares of the Company.

The Company’s employees do not have an opportunity to have equity interests in the Company.

The statement of changes in equity for the last two reporting periods is included in the financial
statements which form part of this annual report.

The number of average recalculated headcount and changes thereof are disclosed in the notes to the
financial statements for the year ended 31 December 2017 which are part of this annual report.
Increasing the number of the Company’s staff corresponds to the Company’s strategy aimed at the
continuous increase of the quality of provided services.

The Company incurred no costs on research, development and environmental protection in 2017. The
costs of labour relations incurred in 2017 are disclosed in the notes to the financial statements for the
year ended 31 December 2017 which are part of this annual report.

Based on a decision of the Board of Directors of 5 May 2010, an organisational branch of the Company
was established in Slovakia: Fio banka, a. s., pobotka zahrani¢nej banky, corporate ID:
36 869 376, Nam. SNP 21, Bratislava 811 01, Slovakia.

The Company will continue to operate as a going concern.

No events occurred subsequent to the balance sheet date that would have a significant impact on
meeting the purpose of this annual report.
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Head of the organisational branch:

Marek Polka

Mr Polka graduated from the Faculty of Finance and Accounting of the University of Economics, Prague
(VSE) and has worked for the Fio Financial Group since May 2001 when he took up the position
of a client assistant in the Prague branch. Mr Polka gradually held the positions of the acting head
of the Plzen branch, head of the Group's largest branch in Prague as well as the head of the entire Client
Service Department. Since Aprii 2006, he has been head of the Group’s Client Division.
On 1 April 2006 he became a member of the Board of Directors of Fio, druZstevni zaloZzna and
on 3 May 2010 Chairman of the Board of Directors of Fio, druzstevni zalozna. His key responsibilities as
head of the Client Service Department predominantly involved ensuring proper operation
of branches, managing customer relations and product range administration. Since
24 September 2014, Mr Polka has been Director of the Company’'s Credit Division. He has been
a member of the Board of Directors of the Company since 25 March 2015.

PDarcnne Raoacnnancihl o

Jan Sochor, birth certificate no. 690222/0050, residing at Prague 1, Opletalova 30, Postal Code 110 00,
Chairman of the Board of Directors of Fio banka, a.s., holds responsibility for the annual report.

The financial statements were audited by:

Deloitte Audit s.r.o., corporate ID: 49620592, Karolinska 654/2, Prague 8.

/Jan Sochor

Chairman of the Boayd of Directors Member jof the Board of Directors
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Deloitte Audit s.r.o.
Nile House

Karolinska 654/2

186 00 Prague 8 - Karlin
Czech Republic

Deloitte.

Tel: +420 246 042 500

Fax: +420 246 042 555
DeloitteCZ@deloitteCE.com
www.deloitte.cz

Registered by the Municipal Court
in Prague, Section C, File 24349
ID. No.: 49620592

Tax ID. No.: CZ49620592

INDEPENDENT AUDITOR'’S REPORT
To the Shareholders of Fio banka, a.s.

Having its registered office at: Praha 1, V Celnici 1028/10, 11721

Report on the Audit of the Financial Statements
Opinion

We have audited the accompanying financial statements of Fio banka, a.s. (hereinafter also the *Company”)
prepared on the basis of accounting regulations applicable in the Czech Republic, which comprise the balance
sheet as of 31 December 2017, and the profit and loss account, statement of changes in equity for the year
then ended, and notes to the financial statements, including a summary of significant accounting policies
and other explanatory information.

In our opinion, the accompanying financial statements give a true and fair view of the financial position
of Fio banka, a.s. as of 31 December 2017, and of its financial performance for the year then ended in
accordance with accounting regulations applicable in the Czech Republic.

Basis for Opinion

We conducted our audit in accordance with the Act on Auditors, Regulation (EU) No. 537/2014 of the
European Parliament and the Council and Auditing Standards of the Chamber of Auditors of the Czech
Republic, which are International Standards on Auditing (ISAs), as amended by the related application
guidelines. Our responsibilities under this law and regulation are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are independent of the
Company in accordance with the Act on Auditors and the Code of Ethics adopted by the Chamber of Auditors
of the Czech Republic 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 professional judgment, were of most significance in our
audit of the Financial Statements of the current period. These matters were addressed in the context of our
audit of the Financial Statements as a whole, and in forming our opinion thereon, and we do not provide
a separate opinion on these matters.

Key audit matter Related audit procedures

Provisions for amounts due from clients

We evaluated whether internal policies for
recognising provisions for loans are set.

(Notes 3.5 and 4.4. to the Financial Statements)

As of 31 December 2017, gross amounts due from

clients (hereinafter “loans”) were CZK 13,674,364
thousand against which provisions for loans
(hereinafter “provisions”) of CZK 527,450
thousand were recorded. The directors exercise
significant judgment when determining both when
and how much to record as provisions.

Loans are assessed in terms of recovery. Based
on this assessment, individual loans are provided
for.

The Company categorises its loans in line with the
CNB’s Regulation No. 163/2014 Coll., as
amended. In determining the loan impairment
loss, the Company uses coefficients, ie it

Testing of internal controls

We tested the design and operating effectiveness
of the key internal controls to determine which
loans are impaired and provisions for those
assets. Our procedures included testing:

e System-based and manual controls over the
timely recognition of provisions for loans;

e Controls over the provision calculation and
recording;

e Controls over collateral valuation estimate;

e The governance process of management
validation of provision calculations; and

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL"), its network of member firms,
and their related entities. DTTL and each of its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte Global")
does not provide services to clients. Please see www.deloitte.com/cz/about for a more detailed description of DTTL and its member firms



Key audit matter

Related audit procedures

multiplies the difference between the Iloan
principal increased by accrued interest and fees
and underlying collateral by the coefficient. The
Company recognises a provision for each loan
impairment loss. The Company determines the
impairment loss on the same basis for compliance
with prudential business rules and for accounting
and financial reporting purposes.

The Company always assesses loans individually,
no portfolio provisions are recorded.

Because of the significance of these judgements
and the size of loans, the audit of provisions is a
key audit matter.

e IT controls relating to access rights and change
management of relevant IT applications with
the assistance of our IT specialists.

Identification of impaired loans

We tested a sample of loans (including loans that
had not been identified by management as
potentially impaired) to form our own assessment
as to whether impairment events had occurred
and to assess whether a provision had been
identified in a timely manner.

Provisions for loans

The Company assesses all loans on an individual
basis, no portfolio provisions are recorded.

We selected a sample of loans and, where we
deemed them to be impaired, tested the amount
of provisions recorded by the Company in terms
of loan categorisation, expected recovery and
collateral held. In some cases, we used our own
industry experts, particularly in respect of
commercial real estate, to assess the
appropriateness of valuations and estimates used
by the Company. 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 evaluate management estimate.

procedures and

We performed analytical

benchmarking.

Interest and fee income recognition

(Notes 3.11, 4.17 and 4.18 to the Financial
Statements)

For the year ended 31 December 2017 the interest
income and similar income amounted to CZK
627,744 thousand. Total fee and commission
income for the same period amounted to CZK
549,917 thousand. With the main source being
provided loans, client deposits and client
transactions, these are the main contributors to
the income of the Company affecting the
profitability.

Interest income and fee income are recognised in
the profit and loss account in the period to which
they relate on an accrual basis. Loan interest is
accrued on a daily basis. Fees for services
provided are recognised when the service is
provided and are presented as fee and
commission income. Fees for the execution of an
act are recognised when the act has been
completed and are presented as fee and
commission income.

Revenue recognition specifics, a high volume
of individually small transactions which depends
on data quality of interest and fee inputs and on
IT solutions for their recording resulted in this
matter being identified as a key audit matter.

We tested the design and operating effectiveness
of the key internal controls and focused on:

e Assessment of interest/fees recognition;

o Interest/fee inputs on client loans and
deposits, including authorisation of the
changes in the interest and fee price list and
authorisation of non-standard interest/fees;

e IT controls relating to access rights and
change management of relevant IT
applications with the assistance of our IT
specialists; and

e We evaluated the accounting treatment
performed by the Company in respect of fees
charged to clients to determine whether the
methodology complies with the requirement of
the relevant accounting standard.

We focused our testing on challenging the correct
classification of interest income and fee income.

On a sample basis, we checked the correctness of
the calculation of interest income for the main
types of provided loans to assess the
completeness and accuracy of data used for the
calculation. We also reviewed the correctness of
accounting for the main types of fees.

procedures and

We performed analytical

benchmarking.




Other Information in the Annual Report

In compliance with Section 2(b) of the Act on Auditors, the other information comprises the information
included in the Annual Report other than the Financial Statements and auditor’s report thereon. The Board
of Directors is responsible for the other information.

Our opinion on the Financial Statements does not cover the other information. In connection with our audit
of the Financial Statements, our responsibility is to read the other information and, in doing so, consider
whether the other information is materially inconsistent with the Financial Statements or our knowledge
obtained in the audit or otherwise appears to be materially misstated. In addition, we assess whether
the other information has been prepared, in all material respects, in accordance with applicable law or
regulation, in particular, whether the other information complies with law or regulation in terms of formal
requirements and procedure for preparing the other information in the context of materiality, i.e. whether
any non-compliance with these requirements could influence judgments made on the basis of the other
information.

Based on the procedures performed, to the extent we are able to assess it, we report that:

e The other information describing the facts that are also presented in the Financial Statements is, in all
material respects, consistent with the Financial Statements; and
e The other information is prepared in compliance with applicable law or regulation.

In addition, our responsibility is to report, based on the knowledge and understanding of the Company
obtained in the audit, on whether the other information contains any material misstatement
of fact. Based on the procedures we have performed on the other information obtained, we have not
identified any material misstatement of fact.

Responsibilities of the Company’s Board of Directors, Supervisory Board and Audit Committee for the

Financial Statements

The Board of Directors is responsible for the preparation and fair presentation of the Financial Statements
in accordance with International Financial Reporting Standards as adopted by the EU and for such internal
control as the Board of Directors 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, the Board of Directors is responsible for assessing the Company’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 the Board of Directors either intends to liquidate the Company
or to cease operations, or has no realistic alternative but to do so.

The Supervisory Board and the Audit Committee are responsible for overseeing the Company’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 ISAs 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 the above law or regulation, we exercise professional judgment and
maintain professional scepticism throughout the audit. We also:

o 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.

e 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 Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Board of Directors.



e Conclude on the appropriateness of the Board of Directors’ 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 Company’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 Company to cease to
continue as a going concern.

e 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 the Board of Directors, the Supervisory Board and the Audit Committee 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.

We also provide the Audit Committee 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 the Board of Directors, the Supervisory Board and the Audit
Committee, 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

In compliance with Article 10(2) of Regulation (EU) No. 537/2014 of the European Parliament and the
Council, we provide the following information in our independent auditor’s report, which is required in
addition to the requirements of International Standards on Auditing:

Appointment of the Auditor and the Period of Engagement

We were appointed as the auditors of the Company by the General Meeting of Shareholders on
23 January 2018 and our total uninterrupted engagement has lasted for 8 years.

Consistence with the Additional Report to the Audit Committee
We confirm that our audit opinion on the financial statements expressed herein is consistent with the

additional report to the Audit Committee of the Company, which we issued on 27 April 2018 in accordance
with Article 11 of Regulation (EU) No. 537/2014 of the European Parliament and the Council.

Provision of Non-audit Services

We declare that no prohibited non-audit services referred to in Article 5 of Regulation (EU) No. 537/2014
of the European Parliament and the Council were provided. In addition, there are no other non-audit services
which were provided by us to the Company and its controlled undertakings and which have not been
disclosed in the annual report.

In Prague on 27 April 2018

Audit firm: Statutory auditor:
Deloitte Audit s.r.o. David Batal
registration no. 079 registration no. 2147
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FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2017

Name of the Company: Fio banka, a.s.

Registered Office: V Celnici 1028/10, 117 21 Praha 1
Legal Status: Joint Stock Company

Corporate ID: 618 58 374

Components of the Financial Statements:

Balance Sheet

Profit and Loss Account

Off Balance Sheet Accounts
Statement of Changes in Equity

Notes to the Financial Statements

These financial statements were prepared on 27 April 2018.

Statutory body of the reporting entity: Signaturf
/i

Jan Sochor
Chairman of the Board of Directors

Josef Valter
Member of the Board of Directors




Business name of the

entity Fio banka, a.s.
Registered office of the
entity Praha 1, V Celnici 1028/10, 11721
Corporate ID 61858374
Balance sheet as of 31 December 2017
in CZK thousand
Current period Prior period
No. Description Line [Gross [Adjustment [Net Net
1. Cash in hand and balances with central banks 1 86 779 607 0 86 779 607 58 841 992
State zero-coupon bonds and other securities eligible for
2. refinancing with the CNB 2 0 0 0 0
2.a) State securities 3 0 0 0 0
2.b) Other 4 0 0 0 0
3. Amounts due from banks and cooperative credit unions 5 2063513 0 2063513 1454 128
3.a) Repayable on demand 6 1754 419 0 1754 419 1333628
3.b) Other receivables 7 309 094 0 309 094 120 500
4. Amounts due from clients 8 13674 364 527 450 13 146 914 13 801 282
4.2) Repayable on demand 9 413693 86 876 326 817 235 166
4.b) Other receivables 10 13260 671 440 574 12 820 097 13 566 116
5. Debt securities 11 4 405 540 0 4 405 540 4996 478
5.a) Issued by Government institutions 12 4 343 354 0 4 343 354 4 929 636
5.b) Issued by other entities 13 62 186 0 62 186 66 842
6. Shares, share certificates and other equity investments 14 20 236 0 20 236 16 757
7 Participation interests with substantial infl 15 0 0 0 0
of which: in banks 16 0 0 0 0
8. Participation interests with controlling influence 17 154 778 0 154 778 198 531
of which: in banks 18 0 0 0 0
9. Intangible fixed assets 19 29 188 25 492 3696 5604
9.a) Start-up costs 20 0 0 0 0
9.b) Goodwill 21 -1143 -816 -327 -505
10. Tangible fixed assets 22 45735 31989 13746 12180
Land and buildings for operating activities 23 0 0 0 0
11. Other assets 24 963 761 208 963 553 1143 337
12. Receivables for subscribed capital 25 0 0 0 0
13. Prepayments and accrued income 26 21974 0 21974 9703
TOTAL ASSETS 27| 108158 SSGI 585 13'5)I 107 573 557 80 479 992
1. Amounts owed to banks and cooperative credit unions 28 172 892 171 668
1.a) Repayable on demand 29 160 391 151618
1.b) Other payables 30 12 501 20 050
2. Amounts owed to clients 31 103 710 721 77 876 184
2a) Repayable on demand 32 99 697 354 73 564 344
2b) Other payables 33 4013 367 4311 840
3. Payables from debt securities 34 0 0
3a) Issued debt securities 35 0 0
3b) Other payables from debt securities 36 0 0
4. Other liabilities 37 1772212 1050 418
5. Deferred income and accrued expenses 38 0 0
6. Reserves 39 168 723 40 579
6.a) Reserves for pensions and similar liabilities 40 0 0
6.b) Reserves for taxes 41 87 122 39 261
6.c) Other reserves 42 81601 1318
7 Subordinated liabilities 43 90 000 90 000
8. Share capital 44 760 000 760 000
8.a) Share capital paid up 45 760 000 760 000
8.b) Treasury shares 46 0 0
8.c) Changes in share capital 47 0 0
9. Share premium 48 0 0
10. Reserve funds and other funds from profit 49 0 0
11.a) Mandatory reserve funds and risk funds 50 0 0
11.c) Other reserve funds 51 0 0
11.d) Other funds from profit 52 0 0
11. Revaluation reserve 53 0 0
12. Capital funds 54 0 0
13. Gains or losses from revaluation of 55 16 309 16 657
13.a) Assets and liabilities 56 16 309 16 657
13.b) Hedging derivative instruments 57 (1] 0
13.c) Retranslation of equity holdings 58 0 0
14. Retained earnings or accumulated losses brought forward 59 474 486 296 030
15. Profit/(loss) for the period 60 408 214 178 456
TOTAL LIABILITIES 61 107 573 557 80 479 992




Profit and loss account for the year ended 31 December 2017
in CZK thousand
No. Description Line No. Current period Prior period
1. Interest income and similar income PL1 627 744 504 415
Interest income from debt securities PL2 39743 91989
2, Interest expense and similar expense PL3 66 620 73533
Interest expense from debt securities PL4 374 6883
3. Income from shares and participation interests PL5 131 48 381
3.a. Income from participation interests with substantial influence PL6 0 0
3.b. Income from participation interests with control. influence PL7 0 0
3.c Income from other shares and participation interests PL8 131 48 381
4. Commission and fee income PL9 549 917 404 507
5. Cc ission and fee expense PL10 193 060 151 196
6. Net profit or loss on financial operations PL11 613 232 440 425
7. Other operating income PL12 18 637 10 360
8. Other operating expenses PL13 57 010 45134
9. Administrative expenses PL14 612 884 535138
9.a. Staff costs PL15 32333 29224
9.a.1. of which: social security and health insurance PL16 8011 7289
9.b. Other administrative expenses PL17 580 551 505 914
10. Release of reserves and provisions for tangible and intangible fixed assets PL18 0 0
Depreciation/amortisation, charge for and use of reserves and provisions for tangible
11. and intangible fixed assets PL19 8622 6921
Release of provisions and reserves for receivables and guarantees, recoveries of
12, receivables written off PL20 0 0
Write-offs, charge for and use of provisions and reserves for receivables and
13. guarantees PL21 312 562 379189
14. Rell of provisions for participation interests PL22 0 0
Loss on the transfer of participation interests, charge for and use of provisions for
15. participation interests PL23 0 0
16. Release of other reserves PL24 0 0
17. Charge for and use of other reserves PL25 80 000 0
18. Share of profits/(losses) of subsidiaries and associat PL26 1994 639
19. Profit/(loss) for the period from ordinary activities before taxes PL27 480 897 217 616
20. Extraordinary income PL28 0 0
21. Extraordinary expenses PL29 0 0
22, Profit/(loss) for the period from extraordinary activities before taxes PL30 1] 0
23. Income tax PL31 72683 39160
24. Net profit/(loss) for the period PL32 408 214 178 456




Off balance sheet accounts as of 31 December 2017

in CZK thousand

No. Description Current period |Prior period

1. Issued commitments and guarantees 25118 943 20 994 799
2. Provided collateral

3. Amounts due from spot transactions

4. Amounts due from term transactions 18 253 430 10 397 803
5. Amounts due from option transactions

6. Receivables written off

7. Assets provided into custody, administration and safe-keeping

8. Assets provided for management

9. Accepted commitments and guarantees

10. Received pledges and collateral 89772 204 48 239 802
11. Amounts owed from spot transactions

12. Amounts owed from term transactions 18 684 490 10 385 783
13. Amounts owed from option transactions

14. Assets received into custody, administration and safe-keeping 40 325 747 36 645 692
15. Assets received for management 78 977 82 571
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Notes to the Financial Statements for the Year Ended 31 December 2017

1.

GENERAL INFORMATION

1.1. Incorporation and Description of the Business

Fio banka, a.s. (hereinafter the “Company” or the “Bank”) was formed by a single Memorandum
of Association on 20 June 1994 (under the former name Fio, burzovni spole&nost, a.s.) and was
incorporated following its registration in the Register of Companies in Prague on 31 August 1994.

The Company’s business activity is in line with the provisions of Banking Act No. 21/1992 Coll., as
amended, and the licence granted by the Czech National Bank. The subject of the Company’s
business activity involves:

- Undertaking the activities listed in Section 1 (1) of the Banking Act as follows:

a)
b)

Acceptance of deposits from the general public;
Extension of credit; and

- Undertaking the activities listed in Section 1 (3) of the Banking Act as follows:

Investing in securities on the Company’s own account;

Finance lease;

Payments and clearing;

Issuance and administration of payment facilities, eg credit cards and traveller's cheques;
Issuance of guarantees;

Opening of letters of credit;

Collection services;

Provision of investment services within the scope of principal investment services

Within the scope of principal investment services including:

Under Section 4 (2) (a) of the Capital Market Undertaking Act No. 256/2004 Coll., as amended
(hereinafter referred to as the “Capital Market Undertaking Act’), receipt and provision
of instructions relating to investment instruments, in respect of investment instruments as defined in
Section 3 (1) (a), (b) and (d) through (k) of the Capital Market Undertaking Act;

Under Section 4 (2) (b) of the Capital Market Undertaking Act, performance of instructions relating to
investment instruments to a customer’s account, in respect of investment instruments as defined in
Section 3 (1) (a), (b) and (d) through (k) of the Capital Market Undertaking Act;

Under Section 4 (2) (c) of the Capital Market Undertaking Act, proprietary trading with investment
instruments, in respect of investment instruments as defined in Section 3 (1) (a), (b) and (d) through (k)
of the Capital Market Undertaking Act;

Under Section 4 (2) (d) of the Capital Market Undertaking Act, discretionary management
of individual portfolios under a contractual arrangement with the client if this portfolio includes defined
investment instruments, in respect of investment instruments as defined in Section 3 (1) (a), (b) of the
Capital Market Undertaking Act;

Under Section 4 (2) (e) of the Capital Market Undertaking Act, investment advisory concerning
investment tools, in respect of investment instruments as defined in Section 3 (1) (a), (b) and (d) through
(k) of the Capital Market Undertaking Act;

Under Section 4 (2) (g) of the Capital Market Undertaking Act, underwriting of investment instruments
or their placement with the obligation to issue, in respect of investment instruments as defined in Section
3 (1) (a), (b) of the Capital Market Undertaking Act;

Under Section 4 (2) (h) of the Capital Market Undertaking Act, underwriting of investment instruments
issues or their placement without the obligation to issue, in respect of investment instruments as defined
in Section 3 (1) (a), (b) of the Capital Market Undertaking Act;

Fio banka, a.s. 4
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and within the scope of additional investment services

Under Section 4 (3) (a) of the Capital Market Undertaking Act, custody and administration
of investment tools including related services, in respect of investment instruments as defined in Section
3 (1) (a), (b) and (d) through (k) of the Capital Market Undertaking Act;

Under Section 4 (3) (b) of the Capital Market Undertaking Act, provision of loans or borrowings to clients
so as to facilitate trading with the investment tool in which the loan or borrowing provider participates,
in respect of investment instruments as defined in Section 3 (1) (a), (b) of the Capital Market
Undertaking Act;

Under Section 4 (3) (c) of the Capital Market Undertaking Act, provision of advisory services related to
the capital structure, industrial strategies and related issues, as well as provision
of advisory services and services related to the transformation or transfers of companies;

Under Section 4 (3) (d) of the Capital Market Undertaking Act, provision of investment recommendation
and analyses of investment opportunities or similar general recommendation related to investment tool
trading, in respect of investment instruments as defined in Section 3 (1) (a), (b) and (d) through (k) of
the Capital Market Undertaking Act;

Under Section 4 (3) (e) of the Capital Market Undertaking Act, execution of foreign exchange operations
related to the provision of investment services;

i) Financial brokerage;

k) Foreign exchange services;

I) Provision of banking information;

m) Proprietary trading or trading on a client’s account with foreign currencies and gold;
n) Rental of safe-deposit boxes; and

0) Activities that directly relate to the activities in the banking licence.

Company’s share capital: CZK 760,000 thousand
Balance sheet date: 31 December 2017
Financial statements prepared on: 23 April 2018
Accounting period: Calendar year

Currency used in the financial statements:  Czech crown (CZK)

The following table shows individuals and legal entities with an equity interest greater than
20 percent and the amount of their equity interest:

Shareholder Ownership percentage
Fio holding, a.s., V Celnici 1028/10, Postal Code 117 21, Prague 1 100%
Total 100%

On 31 October 2014, the Company, by means of its organisational branch Fio banka, a.s.,
poboCka zahranitnej banky (established in Slovakia) acquired part of the business
of Fio o.c.p., a.s,, in line with the decisions of the Czech National Bank dated 8 October 2014, the
National Bank of Slovakia dated 9 October 2014 as well as the decision of the sole shareholder of
Fio o.c.p., a.s. dated 31 October 2014, whereby the sole shareholder (the Company) acting in
the capacity of the General Meeting approved concluding the respective Contract for the sale
of part of business. On 24 August 2017, the Contract on transferring the shares of Fio o.c.p. was
concluded based on which a 100% equity investment in Fio o.c.p. was transferred. This fact is
reflected in Note 4.7.

Fio banka, a.s. 5
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1.2. Year-on-Year Changes and Amendments to the Register of Companies

In the year ended 31 December 2017, no changes were made were made in the Register of Companies
held by the Municipal Court in Prague in respect of Fio banka, a.s.

In the year ended 31 December 2017, no changes were made in the Register of Companies of Slovakia
held by the District Court in Bratislava | in respect of the principal activity Fio banka, a.s pobocka
zahranicnej banky. However, a change in the manner of acting and staffing of the statutory body was
recorded (the change was only made to ensure compliance with the information recorded in the Czech
Register of Companies).

Fio banka, a.s. 6
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Notes to the Financial Statements for the Year Ended 31 December 2017

1.4. Group Ildentification

The Company is part of the Fio financial group.

1.5. Board of Directors and Supervisory Board

Function Name

Board of Directors Chairman Jan Sochor
Member Josef Valter
Member Jan Blaha
Member Marek Polka

Supervisory Board Chairman Petr Marsa
Vice-chairman Romuald Kopun
Member Jan Franek

Acting on behalf of the Company by the Board of Directors is performed jointly by the Chairman and
Vice-chairman or by the Vice-chairman and another Vice-chairman or by the Chairman with a Board
member or by the Vice-chairman with a Board member.
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Notes to the Financial Statements for the Year Ended 31 December 2017

2. PRINCIPLES FOR THE PREPARATION OF THE FINANCIAL STATEMENTS

The Company’s accounting books and records are maintained and the financial statements were prepared
in accordance with Accounting Act 563/1991 Coll., as amended; Regulation 501/2002 Coll., which provides
implementation guidance on certain provisions of the Accounting Act for reporting entities that are financial
institutions maintaining double-entry accounting records, as amended; and Czech Accounting Standards
for financial institutions, as amended.

The financial statements have been prepared in compliance with the accruals principle whereby
transactions and other facts are recognised when they arise and accounted for in the period to which they
relate. The financial statements have been prepared on a historical cost valuation basis, which is modified
following the revaluation of financial instruments for trading. Assets which are not remeasured to fair value
are reported in net recoverable amount. The accounting records adhere to the prudence concept and the
going concern assumption.

The presentation of financial statements requires management of the Company to make estimates and
assumptions that affect the amounts of assets and liabilities and contingent assets and liabilities reported
at the date of the financial statements and the amounts of revenues and expenses reported in the relevant
reporting period. These estimates are based on the information available at the balance sheet date and
may differ from actual results.

These financial statements are presented in thousands of Czech crowns (CZK ‘000).

The financial statements have been prepared as of 31 December 2017.

These financial statements are unconsolidated.

Fio banka, a.s. 10



Notes to the Financial Statements for the Year Ended 31 December 2017

3. SIGNIFICANT ACCOUNTING POLICIES
Significant accounting policies adopted in the preparation of the financial statements are set out below.

3.1. Recognition Date

The date of the recognition of individual transactions is principally the date of payment or receipt of cash,
the day of purchase or sale of foreign currencies/securities, the date on which a payment is made or an
amount is collected from the client's account, the day of issuing an order to the correspondent to make
a payment, the day of settlement of the Company’s orders with the CNB Clearing Centre, the day on which
funds are credited according to a report from the Company’s correspondent (‘a report’ is taken to mean
a report in SWIFT, a bank notice, medium take-over, account statement, or other documents as
appropriate), the trade date and the settlement date relating to transactions with securities, foreign
currencies, options or other derivatives, the date of issuance or acceptance of a guarantee or loan
commitment, and the date of accepting assets into custody.

The Company derecognises a financial asset from its balance sheet when it loses control of the contractual
rights that comprise the financial asset (or a portion of the financial asset). The Company loses such control
if it realises the rights to benefits specified in the contract, the rights expire, or the Company surrenders
those rights.

3.2. Debt Securities, Shares, Share Certificates and Other Equity Investments

State treasury bills, bonds and other debt securities and shares including share certificates and other equity
investments are included, in line with the Company’s intention, in the portfolio of securities held to maturity
or for trading (securities at fair value through profit or loss). The “held to maturity” portfolio may only be
composed of debt securities.

Debt securities and shares, share certificates and other equity investments for trading are measured at fair
value and the profit/loss from the remeasurement is presented in the profit and loss account in the line ‘Net
profit or loss on financial operations’.

Fair value used for the remeasurement of securities is defined as the market price promulgated at the fair
value measurement date if the Company demonstrates that those securities may be sold for the market
price.

The fair value of publically traded debt securities and equity securities is equal to the prices on public
markets in the OECD countries, provided that the requirements for securities liquidity have been met.

Repo transactions (ie the sales of securities with a concurrent commitment to repurchase these securities
at an agreed-upon price) or reverse repo transactions (ie the purchase of securities with a concurrent
commitment to resell these securities) are accounted for as collateralised loans received or provided. The
ownership title to securities is passed to the entity providing the loan. Securities transferred within repo
transactions continue to be presented as part of securities in the relevant lines of the Company’s balance
sheet and the amount obtained as a result of transferring securities within repo transactions is recognised
under ‘Amounts owed to banks’ or ‘Amounts owed to clients’. Securities received within reverse repo
transactions are only presented in off-balance sheet accounts in the line ‘Received pledges and collateral’.
The loan granted within reverse repo transaction is presented in the line ‘Amounts due from banks’ or
‘Amounts due from clients’. The interest on debt securities transferred within repo transactions is accrued,
as opposed to the interest on debt securities obtained within reverse repo transactions.

Income or expense arising from repo transactions or reverse repo transactions as the difference between
the selling and purchase price is accrued over the term of the transaction and recorded in ‘Interest income
and similar income’ or ‘Interest expense and similar expense'’ in the profit and loss account.

Upon the initial classification in the portfolio of securities available for sale, securities are remeasured
against equity accounts, gains or losses from remeasurement.
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Notes to the Financial Statements for the Year Ended 31 December 2017

3.3. Transactions with Securities on behalf of Clients

Securities received by the Company into custody, administration or safe-keeping are recorded at market
value and reported within the off balance sheet line ‘Assets received into custody, administration and safe-
keeping’.

Securities received by the Company for management are recorded at market value and reported within the
off balance sheet line ‘Assets received for management’. On the balance sheet, liabilities include the
Company’s payables to clients arising principally from cash received to purchase securities, cash to be
refunded to the client, etc.

3.4. Participation Interests with Controlling or Substantial Influence

Participation interests with controlling influence refer to investments in an entity in which the Company is
a majority shareholder. In such a case, the Company has controlling influence on the entity’s management,
exercising full control over its activity. The influence is based on the ownership percentage or an agreement
or the Articles regardless of the participation interest value.

Participation interests with substantial influence refer to investments in an entity in which the Company has
ownership percentage (participation) of at least 20%. In such a case, the Company has substantial influence
on the entity’s management arising from ownership percentage or an agreement or the Articles regardless
of the participation interest value.

Participation interests with controlling and substantial influence are recorded at acquisition cost which also
includes direct costs related to the acquisition. At the balance sheet date, the Company measures
participation interests using the equity method of accounting. The equity investment recognised at cost on
acquisition is revalued at the balance sheet date to reflect the value equivalent to the Company’s proportion
of a subsidiary/associate’s equity.

3.5. Amounts due from Banks and Clients

Amounts due from banks and clients are carried at amounts net of provisions. Accrued interest income is
included in the carrying amount of these receivables.

Receivables are regularly reviewed for recoverability. Based on such reviews, provisions are created
against individual receivables. Receivables charged to expenses are recognised in the line ‘Write-offs,
charge for, and use of provisions and reserves for receivables and guarantees’ in the analytical records for
the purpose of calculating tax liability.

The write-off of unrecoverable receivables is presented in the line ‘Write-offs, charge for, and use
of provisions and reserves for receivables and guarantees’. Recoveries on receivables previously written
off are included in the line ‘Release of provisions and reserves for receivables and guarantees, recoveries
of receivables assigned and recoveries of receivables previously written off’.

The Company recognises provisions against receivables from clients. The Company classifies receivables
from clients in line with Regulation of the Czech National Bank No. 163/2014 Coll., as amended. The
impairment loss of a receivable is determined by way of coefficients; this means that the difference between
the principal of the receivable increased by the accrued interest and the collateral of the relevant receivable
is multiplied by the coefficient defined in the Regulation. Provisions against each impairment loss are
created by the Company. The Company determines the amount of impairment loss by applying the same
prudence concept as in the maintenance of accounting records and preparation of the financial statements.

Default interest on receivables is presented in off-balance sheet accounts.
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Notes to the Financial Statements for the Year Ended 31 December 2017

3.6. Charge for Reserves

Reserves represent a probable performance which is uncertain as to the date on which it will arise and as
to its amount. The Bank recognises a reserve when:

- It has a present performance obligation (legal or constructive) as a result of a past event;

- Itis probable that an outflow of resources embodying economic benefits will be required to settle
the obligation whereby “probable” refers to the probability of more than 50 percent; and

- Areliable estimate as to the amount of the obligation can be made.

3.7. Tangible and Intangible Assets

Tangible and intangible assets are recognised at historical cost and depreciated over the estimated useful
life using the straight-line method.

Depreciation method Number of months
Intangible outcomes of research and development Straight-line 36
Software Straight-line 36
Technical improvements on buildings Straight-line 108
Computer systems Straight-line 36
Vehicles Straight-line 36
Furniture and fixtures Straight-line 36
Other Straight-line 36-120

Intangible assets with an acquisition cost lower than CZK 60 thousand and tangible assets with an
acquisition cost greater than CZK 40 thousand and with useful life not exceeding one year are expensed in
the period in which they were acquired.

3.8. Foreign Currency Translation

Transactions denominated in foreign currencies are recorded in the local currency at the exchange rate
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