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MKB Bank Zrt.
Consolidated Statement of Financial Position as at June 30, 2017

Note 30.06.2017 31.12.2016

Assets
Cash reserves 49392 97 914
Loans and advances to banks 6 63 175 67 039
Financial assets measured at FVTPL 7 109 864 75 210
Investments in securities 8 932 436 924 137
Loans and advances to customers 9 882 379 858 072
Non-current assets held for sale and discontinued operation 31 152 309
Other assets 10 32721 28 081
Deferred tax assets 3623 3320
Investments in jointly controlled entities and associates 11 2091 1651
Intangibles, property and equipment 12 45 843 45 883
Total assets : ' 2121676 2101616
Liabilities
Amounts due to other banks 13 256 682 376 262
Deposits and current accounts 14 1615187 1519 868
Financial liabilities measured at FVTPL 15 33 525 29 983
Other liabilities and provisions 17 43 636 37197
Deferred tax liabilities 18 6
Issued debt securities 18 11 871 12 892
Subordinated debt 19 21718 -
Total liabilities 1982637 1976208
Equity
Share capital 20 100 000 100 000
Treasury Shares (5 550) (5 550)
Reserves 21 39 000 25368
Total equity attributable to e quity holders of the Bank 133 450 119 818
Non-controlling interests 22 5589 5590
Total equity 139 039 125 408

Total liabilities and e quity : 2121676 2101616

Budapest, 31 August, 2017

. /Csaba Gabor Fenyvesi
ief Executive Officer L " Chief Financial Officer
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MKB Bank Zrt.

Consolidated Statement of Profit or Loss and Other Comprehensive Income for the

period ended June 30, 2017

Note 30.06.2017 30.06.2016

Statement of profit or loss

Interest income
Interest expense

Net interest income

28 430 30 966
8 627 13 231

Net income from commissions and fees

Other operating income / (expense), net

Impairments and provisions for losses

Operating expenses

Share of jointly controlled and associated companies' profit / (loss)

19 803
14 621 14 289
6 306 (7327)
23 (539) 2587
20 813 18 632
- 250

Profit / (L.oss) before taxation

Income tax expense / (credit)

20 456

24 983 2179

PROFIT/ (1.LOSS) FOR THE YEAR

Other comprehensive income:
Items that may be reclassified subsequently to profit or loss:

Revaluation on AFS financial assets
Exchange differencies on translating foreign operations
Other comprehensive income for the yvear net of tax

TOTAL COMPREHENSIVE INCOME FOR THE YEAR

Profit / (Loss) attributable to:
Shareholders of the bank
Non-controlling interests

Total comprehensive income attributable to:
Shareholders of the bank
Non-controlling interests

Net income available to ordinary shareholders
Average number of ordinary shares outstanding (trousands)

Earnings per Ordinary Share (in HUF)
Basic
Diluted
Earnings per Ordinary Share from continuing ope ration (in HUF)

Basic
Diluted

Dividend per Ordinary Share (in HUF)

Budapest, 31?5
7 ¢ I,

hiefExecutive Officer
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19 473

8 (5 842) 1018

2 569

19 474 1549
@ -
13 632 2 569
1 -
19 474 1549
100000 225490
25
195 7
195 7
25
195 7
195 7
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MKB Bank Zrt.
Consolidated Statement of Changes in Equity for the period ended June 30, 2017

Revaluation 3
b Non- N
on AFS > Total
¥ . controlling 4
& 2 ina 1§ 5 equity
shares  premium i carnings interests
operations asse

£ Tr:
Freasury Share Retained
0

At 1 January 2016 107 985
Profit/(loss) for the year - - - - 9496 - - 9 496
Other comprehensive income for the year - - - 2 - 7 889 - 7 891
First / (final) consolidation of subsidiaries - - - @ - - 5590 5586
Decrease of share capital (125 490) - (201157) - 326 647 - - -
Acquisition of treasury Shares (ESOP) - (5 550) - - - - - (5 550)

At 31 December 2016 160 000
Profit/(loss) for the year - - - - 19 474 - (1) 19473
Other comprehensive income for the year - - - - - (5 842) - (5 842)

First / (final) consolidation of subsidiaries - N - - s - - -
Decrease of share capital - - = -
Acquisition of treasury Shares (ESOP) - - - - . . .

At 30 June 2017 100 000 05 2 16 516 9% 139 039

Budapest, 31 August, 2017

saba Gabor Fenyvesi
Chief Financial Officer

xecutive Officer
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MKB Bank Zrt.
Consolidated Statement of Cash Flows for the period ended June 30, 2017

Cash flows from operating activities

Profit/ (Loss) before taxation 20 456 7 804
Adjustments for:
Depreciation, amortisation and impairment 12 2167 5407
Impairment on other assets 10 69 (44)
Provisions for off-BS items and settlement for customers 17 465 1420
Impairment on financial assets (loans and advaces) 6,9 (2 162) 8346
Deferred tax movement (291) (1647)
Net Interest income (20873) (44 197)
Dividends on available for sale securities 17) (12)
Revaluation of issued securities 18 (189) (1402)
Revaluation and other result of AFS securities (9 430) 10 668
Foreign Exchange movement 6,9, %0’ 17 'Change (329) (306)
in Equity
Cash flows from operating activities (10 134) (13 963)
Change in loans and advances to banks (gross amounts) 6 3864  (15256)
Change in loans and advances to customers (gross amounts) without spin-off 9 (21 890) (63 156)
Change in trading assets 7 (34 654) 18 358
Change in other assets (gross amounts) 10 (4709) (7 180)
Change in amounts due to banks (short term) 13 (127 573) 63 383
Change in current and deposit accounts 95319 140700
Change in other liabilities and provisions N
. .. 5953 733
(without provision charge of the year) 17
Change in trading liabilities 15 3542 9232
Interest received 23 344 58 637
Interest paid (2472) (14 440)
Dividends received 17 12
Income tax ) (983) 1692
(60242) 192715
Net cash (used in)/generated by operating activities (70376) 178 752
Cash flow from investing activities
Investment in group companies (497) (82)
Disposals of group companies 56 -
Purchase of property and equipment 12 (768) (2195)
Disposals of property and equipment 12 458 1539
Purchase of intangible assets 12 (2431 (3 623)
Disposals of intangible assets 12 615 1
Purchase of AFS securities (917 119) (849 883)
Disposals of AFS securities 982205 838 160
Change in HTM securities (without impairment) (69796)  (55453)
Net cash (used in)/ generated by investing activities (7277) (71 536)
Cash flow from financing activities
Change in issued securities 18 (832) (71331
Change in subordinated liabilities 21718 -
Change in amounts due to banks (Borrowings) 13 7993 (11 771)
Net cash (used in)/ generated by fi ing activites 28 879 (83 102)

Netincrease of eash and fash'equivalems 3 : 48T

Cash reserves at 1 January 97914 41 494
FX change on cash reserve 95 (21)
Non-current assets held for sale and discontinued operations 157 32327

Cash reserves at the end of period 3 49 392 97 914

Budapest, 31 Augus

aba Géabor Fenyvesi
hief Financial Officer
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Notes to the Financial Statements

(from page 8 to page 66)

General information

MKB Bank Zrt. (“MKB” or “the Bank”) is a commercial bank domiciled in Hungary,
organised under the laws of Hungary and registered under the Hungarian Banking Act
CCXXXVII of 2013. The address of MKB is Vaci u. 38., HU-1056 Budapest, Hungary.

The interim non-audited consolidated financial statements of the Bank as at and for the half
year ended 30 June 2017 comprises the Bank and its subsidiaries (together referred to as the
“MKB Group” or “Group”). The Group conducts its financial services businesses through
domestic banking and non-banking subsidiaries.

The Hungarian government acquired 100% direct ownership in MKB Bank Zrt. on 29
September, 2014. The Prime Minister’s Office was assigned to exercise the ownership rights
and obligations of the Hungarian government. On 18th December 2014, the Financial Stability
Board of the National Bank of Hungary ordered the reorganization of MKB Bank based on the
Act XXXVII. of 2014 (Act on Resolution). The ownership rights were exercised by the
National Bank of Hungary under the reorganization process and NBH together with MKB
Bank started restructuring measures aiming at improving profitability. The reorganization of
MKB Group has been carried out in compliance with EU directives in each case. On 23
November, 2015 the National Bank of Hungary launched the reorganisation plan, which was
approved by the European Commission on 16 December, 2015. The commitments included in
the plan have to be fullfilled by 31 December 2019, and the process of the completion is
controlled regularly by the independent Monitoring Trustee. The effective and successful
reorganization was managed by the four resolution commissioners assigned by and acting
under official and professional control of NBH: the commissioners were exercising the powers
of the board of directors and also the general meeting as defined in the statutes of the Bank.
On 23 July, 2015 - continuing the reorganization procedure — the reorganizational
commissioners were recalled, and through the appointment of the new Chief Executive
Officer and election as Chairman of the board, the board of directors is capable of exercising
its full powers.

At the end of 2015, through the asset-separation major part of the commercial real estate loan
portfolio generating significant losses in the previous years was transferred from MKB Bank
to MSZVK Magyar Szanalasi Vagyonkezelé Zrt. with the approval of the European
Commission on real economic value above the market price. In exchange for this allowed
state subsidization, MSZVK Magyar Szanalasi Vagyonkezelé Zrt. acquired 100% direct
ownership in MKB Bank Zrt., while the ownership rights and obligations were continued to be
exercised by the National Bank of Hungary.

The open, transparent and non-discriminatory sales procedure of MKB Bank under close
monitoring of the European Commission was successfully closed on 29 June 2016, after the
conditions were met, including obtaining permission for the winning consortium members to
gain interest and paying the purchase price. The new owners of MKB Bank are members of a
consortium established by Blue Robin Investments S.C.A., METIS Private Capital Funds and
Pannoénia Pension Fund..

On 30 June, 2016, the National Bank of Hungary terminated the resolution process of MKB
Bank, after the fulfilment of all objectives of the resolution.

! For further information on consolidated subsidiaries please see Note 4

2 BRRD
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On 19 July, 2016 one of the owners of MKB Bank, Blue Robin Investments sold 15% stake to
the newly established Employee Share Ownership Programme (ESOP, MRP) organisation of
the Bank. Further the new owners of the Bank are as follows: METIS Magant6kealap 45%,
Blue Robin Investments S.C.A. 30%, MRP Organization 15%, Pannénia Pension Fund 10%.

During 2017 there were changes only in the indirect ownership structure of MKB Bank. At the
end of April, 2017 through the change of ownership in Blue Robin Investments S.C.A.,
BanKonzult Pénziigyi és Gazdasagi Tandcsadd Kft. obtained 20.19%, while Promid Invest
Zrt. acquired 9.81% indirect ownership in MKB Bank. Further, on 1 June, 2017 the
management of METIS Private Capital Funds was obtained by Konzum Befektetési
Alapkezeld Zrt. from Minerva Toékealap-kezeld Zrt, resulting for the new owner 45% indirect
ownership in the Bank.

2 Compliance with International Financial Reporting Standards

The interim consolidated financial statements of the Group have been prepared in accordance
with International Financial Reporting Standards (‘IFRSs’) as adopted by the EU.

IFRSs comprise accounting standards issued by the IASB and its predecessor body and
interpretations issued by the International Financial Reporting Interpretations Committee
(‘IFRIC’) and its predecessor body.

These financial statements are presented in Hungarian Forint (HUF), rounded to the nearest
million, except if indicated otherwise. These financial statements were authorised for issue by
the Board of Directors on 31 August, 2017.

3 Summary of significant accounting policies

Accounting policies are the specific principles, bases, conventions, rules and practices adopted
by the Group in preparing and presenting the consolidated financial statements. The
accounting policies set out below have been applied consistently to all periods presented in
these consolidated financial statements, and have been applied consistently by Group entities.

a, Financial statement presentation

These consolidated financial statements include the accounts of MKB and its subsidiaries,
jointly controlled entities and associates (“the Group”). The income, expenses, assets and
liabilities of the subsidiaries are included in the respective line items in the consolidated
financial statements, after eliminating inter-company balances and transactions.

b, Consolidation

Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the Group is exposed, or
has rights, to variable returns from its involvement with the subsidiary and has the ability to
affect those returns through its power over the subsidiary. In assessing control, substantive
potential voting rights are also taken into account. Newly acquired subsidiaries are

9/74
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consolidated from the date that the Group gains control. The acquisition accounting method is
used to account for the acquisition of subsidiaries by MKB. The cost of an acquisition is
measured at the fair value of the consideration given at the date of exchange, the acquisition —
related costs are recognized in profit or loss. The acquired identifiable assets, liabilities and
contingent liabilities are measured at their fair values at the date of acquisition. Any excess of
the cost of acquisition over the fair value of the Group’s share of the identifiable assets,
liabilities and contingent liabilities acquired is recorded as goodwill. If the cost of acquisition
is less than the fair value of the Group’s share of the identifiable assets, liabilities and
contingent liabilities of the business acquired, the difference is recognised immediately in the
statement of comprehensive income.

Funds management

The Group manages and administers assets held in investment funds on behalf of investors.
The financial statements of these entities are not included in these consolidated financial
statements except when the Group controls the entity.

Transactions eliminated on consolidation

Intra-group balances, and any unrealised income and expenses arising from intra-group
transactions, are eliminated in preparing the consolidated financial statements. Unrealised
losses are eliminated in the same way as unrealised gains, but only to the extent that there is
no evidence of impairment.

¢, Investments in jointly controlled entities and associated companies

Jointly controlled entities

Where the Group is a party to a contractual arrangement whereby, the parties that have joint
control of the arrangement have rights to the net assets of the arrangement, the Group
classifies its interest in the venture as a joint venture. Jointly controlled entities are included in
the consolidated financial statements using equity method of accounting, from the date that
joint control effectively commences until the date that joint control effectively ceases. Under
this method, such investments are initially stated at cost, including attributable goodwill, and
are adjusted thereafter for the post-acquisition change in the Group’s share of net assets.

Associates

MKB classifies investments in entities over which it has significant influence, and that are
neither subsidiaries nor joint ventures, as associates. For the purpose of determining this
classification, control is considered to be the power to govern the financial and operating
policies of an entity so as to obtain benefits from its activities. Associates are accounted for
under the equity method of accounting except when the investment is acquired and held
exclusively with a view to its disposal in the near future, in which case it is accounted for
under the cost method. Under this method, such investments are initially stated at cost,
including attributable goodwill, and are adjusted thereafter for the post-acquisition change in
MKB’s share of net assets. For consolidation purpose MKB uses financial statements of an
associate within a three months limit if the reporting period of the entity is different as at the
end of year.

10/74
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Profits on transactions between MKB and its associates and joint ventures are eliminated to
the extent of MKB’s interest in the respective associates or joint ventures. Losses are also
eliminated to the extent of MKB’s interest in the associates or joint ventures unless the
transaction provides evidence of an impairment of the asset transferred.

A list of the Group’s significant jointly controlled and associated companies is set out in Note
4.

d, Intangible assets

Intangible assets are identifiable non-monetary assets without physical substance held for
supply of services, or for administration purposes.

Goodwill

Goodwill arises on business combinations, including the acquisition of subsidiaries, and on the
acquisition of interests in joint ventures and associates, when the cost of acquisition exceeds
the fair value of Group’s share of the identifiable assets, liabilities and contingent liabilities
acquired. If Group’s interest in the fair value of the identifiable assets, liabilities and
contingent liabilities of an acquired business is greater than the cost of acquisition, the excess
is recognised immediately in the statement of comprehensive income.

Goodwill is not amortised but annually tested for impairment.

For the purpose of impairment testing, goodwill is allocated to one or more of the Group's
cash-generating units, that are expected to benefit from the synergies of the business
combination, irrespective whether other assets or liabilities are assigned to them. Impairment
testing is performed at least annually, and whenever there is an indication that the cash-
generating unit may be impaired, by comparing the present value of the expected future cash
flows from a cash-generating unit with the carrying amount of its net assets, including
attributable goodwill. Goodwill is stated at cost less accumulated impairment losses.
Impairment losses recognized for goodwill are charged to the statement of comprehensive
income and are not reversed in a subsequent period.

Goodwill on acquisitions of interests in joint ventures and associates is included in
‘Investments in jointly controlled entities and associates’.

At the date of disposal of a business, attributable goodwill is included in the Group’s share of
net assets in the calculation of the gain or loss on disposal.

Other intangible assets

Intangible assets that have a finite useful life are measured initially at costs and subsequently
carried at costs less any accumulated amortisation and any accumulated impairment losses.
Intangible assets are amortised over their estimated useful lives not exceeding 15 years from
the date when the asset is available for use, applying the straight-line method.

Intangible assets that have an indefinite useful life, or are not yet ready for use, are tested for
impairment annually. This impairment test may be performed at any time during the year,
provided it is performed at the same time every year. An intangible asset recognised during
the current period is tested before the end of the current year.
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Expenditure on internally developed intangible asset (software) is recognised as an asset when
the Group is able to demonstrate its intention and ability to complete the development and use
the software in a manner that will generate future economic benefits, and can reliably measure
the costs to complete the development. The capitalised costs of internally developed software
include all costs directly attributable to developing the software, and are amortised over its
useful life. Internally developed software is stated at capitalised cost less accumulated
amortisation and impairment.

Subsequent expenditure on software assets is capitalised only when it increases the future
economic benefits embodied in the specific asset to which it relates. All other expenditure is
expensed as incurred.

e, Property, plant and equipment

Items of property and equipment including leasehold improvements and investment properties
are measured initially at cost, including transaction cost, then subsequently cost less
accumulated depreciation and impairment losses.

Cost includes expenditures that are directly attributable to the acquisition of the asset. When
parts of an item of property or equipment have different useful lives, they are accounted for as
separate items (major components) of property and equipment.

The estimated useful lives of property, plant and equipment are as follows:
o freehold land is not depreciated;
o components of freehold buildings are depreciated over 0-100 years
o leasehold buildings are depreciated over the unexpired terms of the leases, or over
their remaining useful lives.

Equipment, fixtures and fittings (including equipment on operating leases where MKB Group
is the lessor) are stated at cost less any impairment losses and depreciation calculated on a
straight-line basis to write off the assets over their useful lives, which run to a maximum of 20
years but are generally between 5 years and 10 years.

Depreciation of property, plant and equipment are included in ,,Operating expenses” line in
statement of comprehensive income.

Property, plant and equipment is subject to an impairment review if there are events or
changes in circumstances which indicate that the carrying amount may not be recoverable.

Net gains and losses on disposal or retirement of property and equipment are included in other
income, in the year of disposal or retirement.

Investment properties are held by the Group to earn rentals and for capital appreciation.

Cost includes expenditures that are directly attributable to the acquisition of the asset. When
parts of an item of property or equipment have different useful lives, they are accounted for as
separate items (major components) of property and equipment.
The estimated useful lives of investment properties are as follows:

e components of buildings are depreciated over 25-100 years

e connecting equipment are depreciated over 20 years

Depreciation of investment property is included in ,,Other operating income / (expenses),net”
line in statement of comprehensive income.
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The fair value of the investment properties shall be supervised yearly by an independent
appraiser. Should the fair value be much lower than the carrying amount, impairment loss
shall be recognized through profit or losses.

Net gains and losses on disposal or retirement of property is disclosed as the own used
properties.

f, Cash reserve

Cash reserve include notes and coins on hand, unrestricted balances held with central banks
and highly liquid financial assets with original maturities of less than three months, which are
subject to insignificant risk of changes in their fair value, and are used by the Group in the
management of its short-term commitments.

Cash and cash equivalents are carried at amortised cost in the statement of financial position.

g, Determination of fair value

All financial instruments measured at Fair Value through Profit or Loss are recognised
initially at fair value, other financial assets and liabilities are recognized at fair value plus
transaction cost that are directly attributable to the acquisition or issue of financial asset or
financial liability. In the normal course of business, the fair value of a financial instrument on
initial recognition is the transaction price (that is, the fair value of the consideration given or
received). In certain circumstances, however, the initial fair value will be based on other
observable current market transactions in the same instrument, or on a valuation technique
whose variables include only data from observable markets, such as interest rate yield curves,
option volatilities and currency rates. When such evidence exists, the Group recognises a
trading gain or loss on inception of the financial instrument.

When unavailable market data have a significant impact on the valuation of financial
instruments, the entire initial difference in fair value indicated by the valuation model from the
transaction price is not recognised immediately in the statement of comprehensive income but
is recognised over the life of the transaction on an appropriate basis, or when the inputs
become observable, or the transaction matures or is closed out, or when the Group enters into
an offsetting transaction.

Subsequent to initial recognition, the fair values of financial instruments measured at fair
value that are quoted in active markets are based on bid prices for assets held and offer prices
for liabilities issued. When independent prices are not available, fair values are determined by
using valuation techniques which refer to observable market data. These include comparison
with similar instruments where market observable prices exist, discounted cash flow analysis,
option pricing models and other valuation techniques commonly used by market participants.
For financial instruments, fair values may be determined in whole or in part using valuation
techniques based on assumptions that are not supported by prices from current market
transactions or observable market data.

The inputs used by the valuation techniques for determining fair values are classified by the
fair value level hierarchy as follows:

e level 1: quoted market price in an active market for an identical instrument

e level 2: valuation techniques based on observable inputs
e level 3: valuation techniques using significant unobservable inputs
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Transfer from level 1 to level 2 of fair value hierarchy may occur when prices on active
market are no longer available. This is the case when the active market cease to be exists, or
there are no publicly available quotations, however observable inputs are still available for
valuation purposes on the instrument under question.

Factors such as bid-offer spread, credit profile and model uncertainty are taken into account,
as appropriate, when fair values are calculated using valuation techniques. Valuation
techniques incorporate assumptions that other market participants would use in their
valuations, including assumptions about interest rate yield curves, exchange rates, volatilities,
and prepayment and default rates. Where a portfolio of financial instruments has quoted prices
in an active market, the fair value of the instruments are calculated as the product of the
number of units and quoted price and no block discounts are made.

If the fair value of a financial asset measured at fair value through profit or loss becomes
negative, it is recorded as a financial liability until its fair value becomes positive, at which
time it is recorded as a financial asset.

The fair values of financial liabilities are measured using quoted market prices, where
available, or using valuation techniques. These fair values include market participants’
assessments of the appropriate credit spread to apply to the Group’s liabilities.

h, Loans and advances to banks and customers

Loans and advances to banks and customers include loans and advances originated by the
Group which are not classified as Fair Value Through Profit or Loss. Loans and advances are
recognised when cash is advanced to borrowers (settlement date). They are derecognised
when either borrower repay their obligations, or the loans are sold or written off, or
substantially all the risks and rewards of ownership are transferred. They are initially recorded
at fair value plus any directly attributable transaction costs and are subsequently measured at
amortised cost using the effective interest method, less impairment losses. Where loans and
advances are hedged by derivatives designated and qualifying as fair value hedges, the
carrying value of the loans and advances so hedged includes a fair value adjustment for the
hedged risk only.

i, Impairment of loans and advances

At the end of each reporting period the Group assesses whether there is objective evidence
that loans and advances are impaired. Loans and advances are impaired when objective
evidence demonstrates that a loss event has occurred after the initial recognition of the asset,
and that the loss event has an impact on the future cash flows on the asset that can be
estimated reliably.

Objective evidence that loans and advances are impaired can include default or delinquency
by a borrower, restructuring of a loan or advance by the Group on terms that the Group would
not otherwise consider, indications that a borrower or issuer will enter bankruptcy, or other
observable data relating to a group of assets such as adverse changes in the payment status of
borrowers in the group, or economic conditions that correlate with defaults in the group.
Impairment allowances are calculated on individual loans and on groups of loans assessed
collectively. Impairment losses are recorded as charges to the statement of comprehensive
income.
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