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INDEPENDENT AUDITOR'S REPORT

To the Shareholders of FHB Mortgage Bank Plc.

Opinion

We have audited the financial statements of FHBtlYyéme Bank Plc. (the ,Company”) for the year 2017
which comprise the balance sheet as at Decemb@03%, (which shows an equal amount of total assets
and total liabilities of HUF 303,831 million andtr@ofit for the year of HUF 4,141 million), as wels

the related profit and loss account for the yeant#nded and the notes to the financial statemesitsling

a summary of significant accounting policies.

In our opinion, the accompanying financial statete@ive a true and fair view of the financial pmsitof
the Company as at December 31, 2017 and its fiabperformance for the year then ended in accoelanc
with Act C of 2000 on Accounting (the ,Accountingt) effective in Hungary.

Basis for Opinion

We conducted our audit in accordance with the HaagaNational Standards on Auditing and the effexti
Hungarian laws and other regulations on audits. @aponsibilities under these standards are further
described in theThe Auditor’s Responsibilities for the Audit of fieancial Statementssection of our
report.

We are independent of the Company in complianck thi¢ relevant effective Hungarian regulations and
the “Rules of conduct (ethical rules) of the audmfession and the disciplinary process” of the@ber

of Hungarian Auditors and, in respect of mattersragulated therein, the “Code of Ethics for Preiesal
Accountants” (the IESBA Code) issued by the Inteomal Ethics Standards Board for Accountants, and
we have fulfilled our other ethical responsibilitiem accordance with the same ethical requirements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a basrsour
opinion.



Key Audit Matters

Key audit matters are those matters that, in oofegsional judgment, were of most significance un o
audit of the financial statements of the currentqeke These matters were addressed in the contexiro
audit of the financial statements as a whole, arfdriming our opinion thereon, and we do not previd

separate opinion on these matters.

Key audit matter

Related audit procedures

Impairment of the loan receivables

The net value of loans and advances
customers in an amount of HUF 75,504 milli
comprise 25% of the total assets (the gross I
value of HUF 80,479 million), the relevat
impairment charge recorded in the current y
was HUF 4,975 million.

The determination of impairment of loat
requires application of professional judgemg
and use of subjective assumptions
management in case of both the application
portfolio based collective impairment mode
and determination of individual specif
impairment of loans. The most significa
assumptions applied in provisioning calculati
are the followings:

- valuation of collaterals
- probability of default

- estimate that future cash-flows expected tg
realized.

Based on the significance of the above descri
circumstances the calculation of impairment
loans was identified as a key audit matter.

The relevant audit procedures performed by us dwedy

the followings:

- evaluate internal controls relating to originatiand
monitoring of loans,

- gained understanding of the Bank 's provision

ing

process and methodology and parameters used in the

calculation of collective impairment losses on ®and
receivable in order to evaluate collective impa&nin

- evaluate specific loan impairments with rand

sample, including the review of consideration &g

valuation of collateral and estimations of expec
future cash-flows,

- evaluating the underlying assumption of colleet
provisioning models,

- assess the balloon and bullet conditions of aaieq

loans and the review of consideration these canitat
individual provisioning,

- evaluating appropriateness of related disclosures
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Other Information:

Other information comprises the information incldde the “Corporate Governance Report at FHB
Mortgage Bank Plc.” and the business report ofBaek for 2017, but does not include the financial
statements and our auditor’s report thereon. Mamage s responsible for the other information amd f
the preparation of the business report in accomlarith the provisions of the Accounting Act andeath
regulations. Our opinion on the financial stateragmobvided in the section of our report entitl€pinion”
does not apply to the other information.

Our responsibility in connection with our audittbé financial statements is to read the other médiion
identified above and, in doing so, consider whethemther information is materially inconsisterithihe
financial statements or our knowledge obtainetiénatudit or otherwise appears to be materially tatisd.

Furthermore, in accordance with the Accounting Aat, responsibilities regarding the business regled
include reviewing the business report to assessh@hthe business report was prepared in accordgitite
the relevant provisions of the Accounting Act arttien regulations, if any, including the assessment
whether the business report complies with the requénts of Section 95/B. (2) e€) and f) of the Aating

Act. Furthermore, in accordance with the Accountisgt we shall make a statement whether the
information referred to in Section 95/B. (2) a)-g) and h) has been provided in the business tepor

In our opinion, the business report of the Bankf@17 corresponds to the financial statementseoB#mk
for 2017 and the relevant provisions of the AccounAct in all material respects. The informatieferred
to in Section 95/B. (2) a)-d), g) and h) of thecAanting Act has been provided. As the Bank issnibject
to additional requirements under any other regutaith connection with the business report, we hate
formulated an opinion on this matter.

In addition to the above, based on the informatibtained about the Bank and its environment, wet mus
report on whether we became aware of any mateigtaiements in the other information and, if o, o
the nature of such material misstatements. We hatlréng to report in this regard.

Responsibilities of Management and Those Chargethvdovernance for the Financial Statements

Management is responsible for the preparation aid dresentation of the financial statements in
accordance with the Accounting Act, and for sudbrimal control as management determines is negessar
to enable the preparation of financial statemdmis are free from material misstatement, whethertdu
fraud or error.

In preparing the financial statements, managensentésponsible for assessing the Company’s abdity t
continue as a going concern, disclosing, as apggicanatters related to the going concern principiel
preparing the financial statements using the gorern basis of accounting. Management must apply
the going concern principle, unless the use ofgihisciple is precluded by any provision, or if diagt or
circumstance prevails, which precludes the Comparmpntinue as a going concern.

Those charged with governance are responsibleviénseeing the Company's financial reporting pracess
The Auditor's Responsibilities for the Audit of th€inancial Statements

Our objectives during the audit are to obtain reabte assurance about whether the financial stattsme
as a whole are free from material misstatementhenelue to fraud or error, and to issue, on treeshat

the above, an auditor’s report that includes oumiop. Reasonable assurance is a high level ofasse,

but is not a guarantee that an audit conductedaéordance with the Hungarian National Standards on
Auditing and the effective Hungarian laws and otregjulations on audits will always detect a materia
misstatement when it exists. Misstatements cae &osn fraud or error, and they are considered nadte
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if, individually or in the aggregate, they coulgsenably be expected to influence the economicides
of users taken on the basis of these financiatstants.

As part of an audit in accordance with the Hungafiational Standards on Auditing and the effective
Hungarian laws and other regulations on audits, exercise professional judgment and maintain
professional scepticism throughout the audit.

We also:

» Identify and assess the risks of material misstatgrof the financial statements, whether due to
fraud or error, design and perform audit proceduesponsive to those risks, and obtain audit
evidence that is sufficient and appropriate to mewa basis for our opinion. The risk of not
detecting a material misstatement resulting fragadris higher than for one resulting from error,
as fraud may involve collusion, forgery, intentibomissions, misrepresentations, or the override
of internal control.

» Obtain an understanding of internal control relétarthe audit in order to design audit procedures
that are appropriate in the circumstances, bufarahe purpose of expressing an opinion on the
effectiveness of the Company's internal control.

» Evaluate the appropriateness of accounting poliegesl and the reasonableness of accounting
estimates and related disclosures made by managemen

* Conclude on the appropriateness of managementgamton of the financial statements in
accordance with the going concern principle andetian the audit evidence obtained, whether a
material uncertainty exists related to events erddmns that may cast significant doubt on the
Company's ability to continue as a going concdnwel conclude that a material uncertainty exists,
we are required to draw attention in the auditogjgort to the related disclosures in the financial
statements or, if such disclosures are inadegtmaieodify the opinion. Our conclusions are based
on the audit evidence obtained up to the date ofaaditor’s report. However, future events or
conditions may cause the Company to cease to c@néa a going concern.

» Evaluate the overall presentation, structure amdest of the financial statements, including the
disclosures, and whether the financial statemeiesent the underlying transactions and events
in a manner that achieves fair presentation.

We communicate with those charged with governaagarding, among other matters, the planned scope
and timing of the audit and significant audit fings, including any significant deficiencies in the
Company's internal control that we identify durthg audit.

We also provide those charged with governance witltatement that we have complied with relevant
ethical requirements regarding independence, amdramunicate with them all relationships and other
matters that may reasonably be thought to bearuwnimdependence, and where applicable, related
safeguards.

From the matters communicated with those chargddgavernance, we determine those matters that were
of most significance in the audit of the finangtdtements of the current period and are theréfieréey
audit matters. We describe these matters in outalgdreport unless law or regulation preclude$ljmu
disclosure about the matter or when, in extrematg circumstances, we determine that a matter ghoul
not be communicated in our report because the aew@nsequences of doing so would reasonably be
expected to outweigh the public interest benefitsugch communication.



Report on Other Legal and Regulatory Requirements

In compliance with Article 10 (2) of Regulation (EMo. 537/2014 of the European Parliament and the
Council, we provide the following information in oindependent auditor’'s report, which is required i
addition to the requirements of International Stadd on Auditing:

Appointment of the Auditor and the Period of Engagaet
We were appointed as the auditors of the Comparthéyseneral Meeting of Shareholders on April 28,
2016 and our uninterrupted engagement has lastédyfears.

Consistence with the Additional Report to the AQditnmittee

We confirm that our audit opinion on the financgatements expressed herein is consistent with the
additional report to the Audit Committee of the Quany, which we issued on April 5, 2018 in accoman
with Article 11 of Regulation (EU) No. 537/2014tbf European Parliament and the Council.

Provision of Non-audit Services

We declare that no prohibited non-audit servicdsrred to in Article 5 (1) of Regulation (EU) No.
537/2014 of the European Parliament and the Cowenié provided by us to the Company. In addition,
there are no other non-audit services which wemviged by us to the Company and its controlled
undertakings and which have not been discloselgeriibancial statements.

The engagement partner on the audit resultingigitidependent auditor’s report is the signatoryhef
report.

BudapestApril 5, 2018

The original Hungarian version has been signed.

Tamas Horvéath
on behalf of Deloitte Auditing and Consulting Ltd.
and as a statutory registered auditor

Deloitte Auditing and Consulting Ltd.
1068 Budapest, D6zsa Gyorgy ut 84/C.
Registration number: 000083

Registration number of statutory registered aud@2068449
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&S FHB BANK

FHB Mortgage Bank Public Limited Company

Balance Sheet (Hungarian Accounting Rules)
Statistical code: 12321942649211401

Cg: 01-10-043638

in million HUF
I:\(legn I:\(le(r)’n Identification of item 31 December, 2016 31 December, 2017
a b c d e
ASSETS:
1| 1. |Cash in hand, balances with central banks 1,152 369
2| 2. [Treasury bills 28,368 28,795
3 a) held for dealing 28,368 28,795
4 b) held for investment 0 0
5| 2/A |Revaluation difference on treasury bills 0 0
6] 3. [Loansand advances to credit institutions 163,312 147,255
7 a) due on demand 459 280
8 b) other receivables from financial services 162,853 146,975
9 ba) maturity up to one year 31,986 14,637
10 Of which: - to affiliated undertakings 1,769 4,970
11 — to significant undertakings 0 0
12 — to other undertakings with participating interest 0 0
13 — to the National Bank of Hungary 0 0
14 — central counterparties 0 0
15 bb) maturity over one year 130,867 132,338
16 Of which: - to affiliated undertakings 80,013 64,064
17 — to significant undertakings 0 0
18 — to other undertakings with participating interest 0 0
19 — to the National Bank of Hungary 0 0
20, — central counterparties 0 0
21 c) receivables from investment services 0 0
22 Of which: — to affiliated undertakings 0 0
23 — to significant undertakings 0 0
24 — to other undertakings with participating interest 0 0
25 — central counterparties 0 0
26| 3/A |Revaluation difference on receivables due from credit institutions 0 0
27] 4. |Loans and advances to customers 82,284 75,504
28 a) receivables from financial services 82,284 75,504
29 aa) maturity up to one year 14,300 13,487
30, Of which: — to affiliated undertakings 235 0
31 — to significant undertakings 0 0
32 — to other undertakings with participating interest 0 0
33 ab) maturity over one year 67,984 62,017
34 Of which: - to affiliated undertakings 0 0
35 — to significant undertakings 0 0
36 — to other undertakings with participating interest 0 0
37 b) receivables from investment services 0 0
38 Of which: - to affiliated undertakings 0 0
39 — to significant undertakings 0 0
40 — to other undertakings with participating interest 0 0
41 ba) receivables from investment service activities on the stock exchange 0 0
42 bb) receivables from over-the-counter investment service activities 0 0
43 bc) receivables from investment services to customers 0 0




&S FHB BANK

FHB Mortgage Bank Public Limited Company

Balance Sheet (Hungarian Accounting Rules)
Statistical code: 12321942649211401

Cg: 01-10-043638

in million HUF
Iﬁgn Iﬁgn Identification of item 31 December, 2016 31 December, 2017
a b c d e
44 bd) receivables from central counterparties 0 0
45 be) other receivables from investment services 0 0
46| 4/A |Revaluation difference on receivables due from customers 0 0
47| 5. |Debt securities including fixed-income securities 9,903 11,776
a) securities issued by local authorities and by other public entities (excluding
48 Treasury bills issued by Hungarian state and securities issued by the National Bank of 0 0
Hungary)

49 aa) held for dealing 0 0
50, ab) held for investment 0 0
51 b) securities issued by other entities 9,903 11,776
52 ba) held for dealing 9,903 11,776
53 Of which: - to affiliated undertakings 0 0
54 — to significant undertakings 0 0
55 — to other undertakings with participating interest 0 0
56 —repurchased own debt securities 0 0
57 bb) held for investment 0 0
58 Of which: - to affiliated undertakings 0 0
59 — to significant undertakings 0 0
60, — to other undertakings with participating interest 0 0
61| 5/A |Revaluation difference on debt securities and fixed-income securities 0 0
62| 6. |[Sharesand other variable-yield securities 0 0
63 a) shares and equity stakes held for dealing 0 0
64 Of which: — to affiliated undertakings 0 0
65 — to significant undertakings 0 0
66 — to other undertakings with participating interest 0 0
67 b) other variable-yield securities 0 0
68 aa) held for dealing 0 0
69 bb) held for investment 0 0
70| 6/A |Revaluation difference on shares and other variable-yield securities 0 0
71| 7. |Shares and participating interests held for investment purposes 263 10
72 a) shares and participating interests 263 10
73 Of which: — shares and participating interests in credit institutions 0 0
74 b) revaluation surplus on shares and participating interests 0 0
75 Of which: — shares and participating interests in credit institutions 0 0
76l 7a Ej:;egz:lon difference on shares and participating interests held for investment 0 0
771 8. |Shares and participating interests in affiliated undertakings 38,207 31,978
78 a) shares and participating interests in affiliated undertakings 38,207 31,978
79 Of which: — shares and participating interests in credit institutions 31,978 31,978
80, b) revaluation surplus on shares and participating interests in affiliated undertakings 0 0
81 Of which: — shares and participating interests in credit institutions 0 0
82| 9. [Intangible assets 454 429
83 a) intangible assets 454 429
84 b) revaluation surplus on intangible assets 0 0




&S FHB BANK

FHB Mortgage Bank Public Limited Company

Balance Sheet (Hungarian Accounting Rules)
Statistical code: 12321942649211401

Cg: 01-10-043638

in million HUF
I:\?Ln I:\?Ln Identification of item 31 December, 2016 31 December, 2017
a b c d e
85| 10. [Tangible fixed assets 461 317
86 a) tangible fixed assets for financial and investment services 461 317
87 aa) land and buildings 148 105
88 ab) technical equipment, fittings and vehicles 313 212
89 ac) fixed assets in the course of construction 0 0
90, ad) advance payments on constructions 0 0
91 b) tangible fixed assets servicing non-financial and non-investment activities 2 0
92 ba) land and buildings 0 0
93 bb) technical equipment, fittings and vehicles 2 0
94 bc) fixed assets in the course of construction 0 0
95 bd) advance payments on constructions 0 0
96 c) revaluation surplus on tangible fixed assets 0 0
97| 11. |Own shares 207 207
98| 12. |Other assets 2,850 3,148
99 a) stocks (inventories) 148 129
100 b) other receivables ( from non-financial and non-investment securities) 2,702 3,019
101 Of which: — to affiliated undertakings 773 801
102 — to significant undertakings 0 0
103 — to other undertakings with participating interest 0 0
104| 12/A |Revaluation difference on other receivables 0 0
105| 12/B |Positive revaluation difference on derivative transactions 0 0
106| 13. |Prepayments and accrued income 5,930 4,043
107 a) accrued income 5,432 3,561
108 b) prepayments 498 482
109 c) deferred charges 0 0
110 TOTAL ASSETS 333,391 303,831
From this: - CURRENT ASSETS [1 + 2.a) + 3.a) + 3.ba) + 3.c) + 4.aa) + 4.b) + 89295 72 699
5.aa) + 5.ha) + 6.a) + 6.ba) + 11 + 12+ a 2/A, 3/A, 4/A, 5/A, 6/A, 12/A, 12/B] ’ ’

Date: Budapest, April 5, 2018

dr. Gyula Laszl6 Nagy

Chief Executive Officer

Edit Erika T6th
Deputy Chief Executive
Officer




&S FHB BANK

FHB Mortgage Bank Public Limited Company

Balance Sheet (Hungarian Accounting Rules)
Statistical code: 12321942649211401

Cg: 01-10-043638

in million HUF
I:\(legn I:\(le(r)’n Identification of item 31 December, 2016 31 December, 2017
a b c d e
LIABILITIES

111] 1. [Liabilities to credit instiutions 67,433 46,664
112 a) due on demand 0 0
113 b) liabilities from financial services with agreed maturity dates or periods of notice 67,433 46,664
114 ba) maturity up to one year 37,083 46,664
115 Of which: - to affiliated undertakings 34,273 46,664
116 — to significant undertakings 0 0
117 — to other undertakings with participating interest 0 0
118 — to the National Bank of Hungary 0 0
119 — central counterparties 0 0
120 bb) maturity over one year 30,350 0
121 Of which: - to affiliated undertakings 30,350 0
122 — to significant undertakings 0 0
123 — to other undertakings with participating interest 0 0
124 — to the National Bank of Hungary 0 0
125 — central counterparties 0 0
126 c) liabilities from investment services 0 0
127 Of which: - to affiliated undertakings 0 0
128 — to significant undertakings 0 0
129 — to other undertakings with participating interest 0 0
130 — central counterparties 0 0
131] 1/A |Revaluation difference on liabilities due to credit institutions 0 0
132| 2. |Liabilities to customers 626 612
133 a) saving deposits 0 0
134 aa) due on demand 0 0
135 ab) maturity up to one year 0 0
136 ac) maturity over one year 0 0
137 b) other liabilities from financial services 626 612
138 ba) due on demand 594 580
139 Of which: — to affiliated undertakings 0 0
140 — to significant undertakings 0 0
141 — to other undertakings with participating interest 0 0
142 bb) maturity up to one year 32 32
143 Of which: - to affiliated undertakings 0 0
144 — to significant undertakings 0 0
145 — to other undertakings with participating interest 0 0
146 bc) maturity over one year 0 0
147 Of which: - to affiliated undertakings 0 0
148 — to significant undertakings 0 0
149 — to other undertakings with participating interest 0 0
150 c) liabilities from investment services 0 0
151 Of which: - to affiliated undertakings 0 0
152 — to significant undertakings 0 0
153 — to other undertakings with participating interest 0 0




&S FHB BANK

FHB Mortgage Bank Public Limited Company

Balance Sheet (Hungarian Accounting Rules)
Statistical code: 12321942649211401

Cg: 01-10-043638

in million HUF
Iﬁgn Iﬁgn Identification of item 31 December, 2016 31 December, 2017

a b c d e

154 ca) liabilities from investment service activities on the stock exchange 0 0
155 cb) liabilities from over-the-counter investment service activities 0 0
156 cc) liabilities to customers from investment services 0 0
157 cd) liabilities from central counterpartiess 0 0
158 ce) other liabilities from investment services 0 0
159] 2/A [Revaluation difference on liabilities due to customers 0 0
160 3. [Liabilities from issued debt securities 196,603 187,172
161 a) issued bonds 196,603 187,172
162 aa) maturity up to one year 52,206 30,218
163 Of which: - to affiliated undertakings 4,561 1,415
164 — to significant undertakings 0 0
165 — to other undertakings with participating interest 0 0
166 ab) maturity over one year 144,397 156,954
167 Of which: - to affiliated undertakings 24,065 11,354
168 — to significant undertakings 0 0
169 — to other undertakings with participating interest 0 0
170 b) other debt securities 0 0
171 ba) maturity up to one year 0 0
172 Of which: - to affiliated undertakings 0 0
173 — to significant undertakings 0 0
174 — to other undertakings with participating interest 0 0
175 bb) maturity over one year 0 0
176 Of which: — to affiliated undertakings 0 0
177 — to significant undertakings 0 0
178 — to other undertakings with participating interest 0 0
179 c) C_:e_rtificates (qualified as securitie_s_according to the Act on Accounting but not 0 0

definied as such by the Act on Securities)

180 ca) maturity up to one year 0 0
181 Of which: - to affiliated undertakings 0 0
182 — to significant undertakings 0 0
183 — to other undertakings with participating interest 0 0
184 cb) maturity over one year 0 0
185 Of which: - to affiliated undertakings 0 0
186 — to significant undertakings 0 0
187 — to other undertakings with participating interest 0 0
188| 4. |Other liabilities 783 1,240
189 a) maturity up to one year 783 1,240
190 Of which: - to affiliated undertakings 415 567
191 — to significant undertakings 9 0
192 — to other undertakings with participating interest 0 0
193 — pecuniary contribution of members at credit cooperatives 0 0
194 b) maturity over one year 0 0
195 Of which: - to affiliated undertakings 0 0
196 — to significant undertakings 0 0
197 — to other undertakings with participating interest 0 0
198| 4/A |Negative revaluation difference on derivative transactions 0 0




S FHB BANK

FHB Mortgage Bank Public Limited Company
Balance Sheet (Hungarian Accounting Rules)
Statistical code: 12321942649211401

Cg: 01-10-043638

in million HUF
Iﬁg] It,\ir)n Identification of item 31 December, 2016 31 December, 2017
al c d e
199 5. |Accruals and deferred income 14,468 9,215
200 a) accrued liabilities 6,965 4,576
201] b) accrued costs and expenses 7,503 4,639
202, c) deferred income 0 0
203| 6. [Provisions 362 1,211
204 a) provisions for pensions and similar obligations 227 60
205 b) risk provisions for off-balance sheet items (for contingent and future labilities) 78 26
206 c) general risk provision 0 0
207, d) other provisions 57 1,125
208 7. |Subordinated liabilities 0 0
209 a) subordinated borrowings 0 0
210 Of which: - to affiliated undertakings 0 0
211 — to significant undertakings 0 0
212, — to other undertakings with participating interest 0 0
213 b) pecuniary contribution of members at credit cooperatives 0 0
214 c) other subordinated liabilities 0 0
215 Ofwhich: - to affiliated undertakings 0 0
216 — to significant undertakings 0 0
217 — to other undertakings with participating interest 0 0
218 — to other entities 0 0
219| 8. [Subsribed capital 10,849 10,849
220 Of which: repurchased own shares at face value 25 25
221 9. [Subsribed but unpaid capital (-) 0 0
222| 10. [Capital reserves 52,747 52,747
223 a) share premium 52,747 52,747
224 b) other 0 0
225 11. |General reserves 0 460
226| 12. [Retained earnings (: lated profit reserve) (+) -4,155 -10,687
227| 13. |[Legal reserves 207 207
228 14. |Revaluation reserve 0 0
229 Value-adjusted reserves 0 0
230! Revaluation reserves 0 0
231| 15. (Profit or loss for the financial year (+) -6,532 4,141
232 TOTAL LIABILITIES 333,391 303,831
Of which: - SHORT TERM LIABILITIES
233 [1.a) + 1.ba) + 1.c) + 1/A + 2.aa) +2 .ab) + 2.ba) + 2.bb) + 2.c) + 2/A + 3.aa) 90,698 78,734
+3.ba) + 3.ca) + 4.a) + 4/A]
- LONG TERM LIABILITIE
234 [l.bbo) +Gz.ac) + 2.bc) + 3.ab§ + 3.bb) + 3.ch) + 4.b) + 7] Lr4, 747 156,954
235 -EQUITY (CAPITAL AND RESERVES) [8-9+10+11+12+13+14 £15] 53,116 57,717
Item No Identification of item 31 December, 2015 31 December, 2016
236|CONTINGENT LIABILITIES 6,641 9,812
237|(FUTURE LIABILITIES 26,796 953
238| TOTAL OFF-BALANCE SHEET LIABILITIES 33,437 10,765
239|COLLATERALS 2,154 1,646
240|FUTURE RECEIVABLES 26,354 1,121
241| TOTAL OFF-BALANCE SHEET ASSETS 28,508 2,767
Date: Budapest, April 5, 2018
dr. Gyula Laszl6 Nagy Edit Erika Toth
Deputy Chief Executive

Chief Executive Officer

Officer




S FHEBEB BANK

FHB Mortgage Bank Public Limited Company

Profit and Loss Statement (Financial Institutuions) (Hungarian Accounting Rules)

Statistical code: 12321942649211401 Cg: 01-10-043638
in million HUF
ftem | Item Identification of item 2016 2017
No No

a b c d e
1 1. |Interest receivable and similar income 18,153 12,585
2 a) interest income (receivable) from fixed-income securities 737 437
3 Of which: — from affiliated undertakings 0 0
4 — to significant undertakings 0 0
5 — from other undertakings with participating interest 0 0
6 b) other interest and similar income 17,416 12,148
7 Of which: — from affiliated undertakings 3,679 2,392
8 — to significant undertakings 0 0
9 — from other undertakings with participating interest 0 0
10 2. |Interest payable and similar charges 15,980 9,495
11 Of which: — to affiliated undertakings 595 280
12 — to significant undertakings 0 0
13 — from other undertakings with participating interest 0 0
14 NET INTEREST INCOME 2,173 3,090
15 3. |Income from securities 483 393
16 a) income from shares held for dealing (dividend, profit-sharing) 0 0

b) income from shares in affiliated undertakings

1 : (dividend, profit-sharing) ’ 483 393
18 — to significant undertakings 0 0
19 c) income from other shares and participating interests 0 0
20 4. [Commission and fees income 1,754 650
21 a) from other financial services 1,754 650
22 Of which: — from affiliated undertakings 158 131
23 — to significant undertakings 0 0
24 — from other undertakings with participating interest 0 0
25 b) from investment services (except for income from trading activities) 0 0
26 Of which: — from affiliated undertakings 0 0
27 — to significant undertakings 0 0
28 — from other undertakings with participating interest 0 0
29 5. |Commission and fee expense 1,265 1,211
30 a) from other financial services 1,191 1,143
31 Of which: — to affiliated undertakings 1,169 1,081
32 — to significant undertakings 0 0
33 — from other undertakings with participating interest 0 0
34 b) from investment services (except for charges of trading activities) 74 68
35 Of which: — to affiliated undertakings 59 50
36 — to significant undertakings 0 0
37 — from other undertakings with participating interest 0 0
38 6 Net profit or net loss on financial operations 1,181 5,758
39 a) income from other financial services 2,530 6,992
40 Of which: — from affiliated undertakings 0 0
41 — to significant undertakings 0 0
42 — from other undertakings with participating interest 0 0
43 - valuation difference 0 0
44 b) expenses from other financial services 1,349 1,234
45 Of which: — to affiliated undertakings 0 0
46 — to significant undertakings 0 0
47 — from other undertakings with participating interest 0 0
48 - valuation difference 0 0




S FHE BANK

FHB Mortgage Bank Public Limited Company

Profit and Loss Statement (Financial Institutuions) (Hungarian Accounting Rules)
Statistical code: 12321942649211401

Cg: 01-10-043638

in million HUF
It'\?cr)n Iﬁ? Identification of item 2016 2017
a b c d e
49 ¢) income from investment services (income from trading activities) 0 0
50 Of which: — from affiliated undertakings 0 0
51 — to significant undertakings 0 0
52 — from other undertakings with participating interest 0 0
— value re-adjustment (increase) of securities for
53 trade (not more than acquisition value) 0 0
54 - valuation difference 0 0
55 d) expenses from investment services (expenses from trading activities) 0 0
56 Of which: — to affiliated undertakings 0 0
57 — to significant undertakings 0 0
58 — from other undertakings with participating interest 0 0
59 — value adjustment (decrease) of securities for trade 0 0
60 - valuation difference 0 0
61 7. |Other operating income 2,330 2,532
62 a) incomes from non-financial and non-investment services 1,370 1,322
63 Of which: — from affiliated undertakings 1,246 1,286
64 — to significant undertakings 32 0
65 — from other undertakings with participating interest 0 0
66 b) other income 960 1,210
67 Of which: — from affiliated undertakings 21 34
68 — to significant undertakings 0 0
69 — from other undertakings with participating interest 0 0
— value re-adjustment (increase) of stocks (inventories)
70 S 0 0
(not more than acquisition value)
71 8. |General and administrative expenses 4,939 4,677
72 a) Staff costs 1,738 1,451
73 aa) wages and salaries 1,163 1,032
74 ab) other staff costs 204 160
75 Of which: — social security contributions 6 0
76 = pension costs 2 0
77 ac) contributions on wages 371 259
78 Of which: — social security contributions 310 224
79 = pension costs 0 0
80 b) Other administrative expenses (material-type expenses) 3,201 3,226
81 9. |Depreciation (value adjustments in respect of assets items 9 and 10) 152 143
82 10. |Other operating expenses 4,336 4,370
83 a) expenses from non-financial and non-investment services 15 30
84 Of which: — to affiliated undertakings 0 0
85 — to significant undertakings 0 0
86 — to other undertakings with participating interest 0 0
87 b) other expenses 4,321 4,340
88 Of which: — to affiliated undertakings 13 2
89 — to significant undertakings 0 0
90 — to other undertakings with participating interest 0 0
91 — value adjustment (decrease) of stocks (inventories) 0 0
92 11 \(algg ._adjustments in re§pect of loans and advances and provisions for contigent 3,857 1,000
liabilities and for commitments
93 a) value adjustments (decrease) in respect of loans and advances 3,789 1,035
94 b) provisions for contingent liabilities and commitments 68 55
Reversals of value adjustments in respect of loans and advances and use of

% 12 provisions for contingJ]ent liabilities ar:)d commitments 2,374 3,999
96 a) value re-adjustments (increase) in respect of loans and advances 2,343 3,892
97 b) use of provisions for contingent liabilities and commitments 31 107
98 | 12/A. |General risk provision and use 0 0
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FHB Mortgage Bank Public Limited Company

Profit and Loss Statement (Financial Institutuions) (Hungarian Accounting Rules)
Statistical code: 12321942649211401

Cg: 01-10-043638

in million HUF
ftem | ftem Identification of item 2016 2017
No No
a b c d e
13. |Value adjustments in respect of debt securities held for investment purposes,
99 . - . T 2,278 0
shares in affiliated undertakings and participating interests
14. Reversals of value adjustments in respect of debt securities held for investment
100 - . - A 0 32
purposes, shares in affiliated undertakings and participating interests
101 | 15. |Profitor loss on ordinary activities -6,532 4,963
102 Of which: -PROFIT OR LOSS OF FINANCIAL AND INVESTMENT SERVICES 7887 3671
(1-24+3+4-5£6+7/b-8-9-10/b-11+12+12/A-13+14) ' '
— PROFIT OR LOSS OF NON-FINANCIAL AND NON-INVESTMENT
1 1 1,292
03 SERVICES (7/a -10/a) 355 29
104 | 16. |Extraordinary income 0 0
105 | 17. |Extraordinary expense 0 0
106 | 18. [Extraordinary profitor loss (16-17) 0 0
107 19. |Profit or loss before taxation (+15+18) -6,532 4,963
108 | 20. [Taxpayable 0 362
109 21. |Profit or loss after taxation (+19-20) -6,532 4,601
110 | 22. JAddition to and use of general reserve (+) 0 460
111 23. |Profit or loss for the financial year (+21+22) -6,532 4,141
Date: Budapest, April 5, 2018
dr. Gyula Laszl6 Nagy Edit Erika To6th
Chief Executive Officer Deputy Ch'?f Executive
Officer
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|. GENERAL NOTES
I1. Description of FHB Land Credit and Mortgage Bank Public Limited Company

FHB Mortgage Bank Public Limittd Company (hereinafer FHB Plc., FHB Mortgage Bank Plc., Bank) was
established on 21 October 1997 under the name of FHB Land Credit and Mortgage Bank Company.

The Bank’s share capital is HUF 10,849,030,000 Ft the total amount of which was contributed in cash.
The share capital includes the following types of shares:

66,000,010 ordinary 100 HUF face value A Class registered shares

14,163,430 individual 100 HUF face value B Class (preference) shares

2,832,686 individual 1.000 HUF face value C Class ordinary shares

FHB Plc.’s ownership structure

31 December2017 31 December2016

Shareholder Number of

Number of
shares

Holding% Holding%

shares
Ordinary shares (A Class)

Domestic insttuional investors 50.5 54,735,748 39.0 42,345,991
Foreign instituional investors 0.1 126,899 10.7 11,597,658
Domestic private investors 53 5,750,222 59 6,435,206
Foreign private investors 0 39,388 0.0 22,330
Engrp:g;yeenei:.nctjirectors and senior 0 11,517 0.1 87,963
Governmentheld owner 45 4,832,225 45 4,832,225
Treasury shares 0.2 253,601 0.2 253,601
Other 0.2 250,410 04 425,036
Subtotal 60.8 66,000,010 60.8 66,000,010
Dividend preference shares (Series “B”)

Domestic instituional investors 13.1 14,163,430 13.1 14,163,430
Subtotal 13.1 14,163,430 13.1 14,163,430
Ordinary shares (Series “C”)

Domestic instituional investors 26.1 2,832,686 26.1 2,832,686
Subtotal 26.1 2,832,686 26.1 2,832,686

The Bank’s operations are provided for by Act CCXXXVII of 2013 on Credit Insfitutons and Financial Enterprises
(new Credit Insttuon Act), as well as Act XXX of 1997 on Mortgage Loan Companies and Mortgage Bonds.

The license of operation, issued by the Hungarian Financial Supervisory Authority, specifies the Bank’s activiies
and their conditons.
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The Bank’s core business as a specialized credit instituion includes provision of long-term loans secured by
mortgaged properties as a collateral, and issue of special long-term securies (mortgage bonds).

On September 23, 2015 the Bank entered info the integration of Cooperative Credit Instituion. Consequenty, the
H-N-1-654/2015. resoluton of the Hungarian National Bank declared that members of the FHB Group, formerly
under the supervision of the FHB, are under the combined supervision of the Takarékbank (Saving Bank) Group
from 1th of January 2017 onwards.

In December 2017 the Bank sold the majority of their direct and indirect investments leaving FHB Commercial Bank
Ltd. amongst their shares unsold. The reporting of FHB Commercial Bank is integrated info the consolidaton cycle
of the parent company Takarékbank.

The scope of services provided by the FHB Mortgage Bank Plc. as follows:

e Ful-fledged business administraton services including accountng, taxaton, HR, payroll accounting,
staistics, statutory data provision;

e Provision of full-ledged material condiions in the context of lease and operation agreements —
except the branch ofices of the Commercial Bank;

Above services are partially provided by FHB Commercial Bank Ltd. ffom November 1, 2017.

The FHB Commercial Bank, as the agent of the FHB Mortgage Bank Plc., is fully responsible for direct lending,
furthermore performs loan aflercare and qualified loan management. Although, FHB Commercial Bank, in order o
have favourable funding costs, has majority of their loans refinanced by the FHB Mortgage Bank Plc.

From 24 September 2015 the joint and several responsibiliies defined in the Section 4 of Article 1 of Szhitv cover
also Mortgage Bank and Commercial Bank, according to the decision of the Board of Directors of Takarék Bank
Ltd. The FHB Morfgage Bank and FHB Commercial Bank became member of the Guaranty Community of Savings
Cooperatives.

In 2017, the operation of FHB Mortgage Bank is characterized by the following key data and indicators:

FHB data
Major financial indicators
31Dec 2017 31Dec 2016

Balance sheet total (milion HUF) 303,831 333,391
Refinanced mortgage loans (million HUF) 210,476 187,044
Mortgage bonds outstanding (million HUF) 176,693 153,385
Bonds outstanding (million HUF) 10,479 43,218
Shareholders’ equity (million HUF) 57,717 53,116
Regulatory capital (million HUF) 56,660 49,921
Profit after tax (million HUF) 4,141 -6,532
CIR (operating costs / netincome) (%) 108.17% 118.51%
ROAA (return on averageassets) (%) 1.44% -1.73%
ROAE (return on averageequity) (%) 8.30% -15.87%

Members of the integration of Cooperative Credit Instituion —including the Bank —shall inspect compliancy with prudential requirements at
consolidation level. Exemption from fulfilling entity level compliance is ensured by the relating legislation and the Hungarian National Bank’s
subject-matter decision.
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I/ 2. Key elements of the accounting policy

The aim of the accounting policy is to set up the accounting of economic and financial events and establish te
technicalies of accounting; to synchronize financial activies and their accounting; to determine the key operafing
principles and conditons of accouning in order to help the Bank’s various investors understand and follow the
company’s actual financial posiion and profitability through the Bank’s annual reports.

The accounting policy is based on the provisions of Act C of 2000. It applies Government Decree No. 250/2000 on
the Special Provisions regarding the Annual Reporting and Book-Keeping Obligations of Credit Instituions and
Financial Enterprises, and also observes the provisions of Act CCXXXVII of 2013 on Credit Insfiuons and
Financial Enterprises, Act XXX of 1997 on Morfgage Loan Companies and Mortgage Bonds, Act CXX of 2001 on
the Capital Market as well as relevant provisions of the Hungarian Nafonal Bank and the Ministry Natonal
Economy in order o assist the Bank in realizing its primary objectives.

Since the FHB Mortgage Bank became the member of the Integraton Organization of the Cooperative Credit
Instituions (SZHISZ) it is directy subject to te integrated Accounting Policy and Evaluation regulation of assets,
liabilites and other oftbalance sheet items.

In accordance with the provisions of the Accounting Act, the Bank applies double-entry book keeping and issues
annual reports.

The balance sheet is prepared in accordance with Annex 1 of Government Decree No. 250/2000 and the profit and
loss statement is made in a vertical format, as required by Annex 2 of the same Decree.

The Bank’s accounting systems

The Bank uses BANKMASTER for client registration, accountng and basic fransactions, which fransfers data by
controlled posting into the Bank’s general ledger, SAP integrated ERP system.

Error distorting true and fair view

Errors identfied in the course of audits performed by external bodies or te internal audit department shall be
considered to be errors distoring frue and fair view for the purposes of the Bank if the shareholders’ equity in the
balance sheet of the business year before the year in which the error was disclosed changes by at least 20%.

Threshold of material and minor errors

Errors identfied in the course of various audits shall always be considered to be material for the purposes of the
Bank, if the aggregate impact of such errors, in the year in which the errors were disclosed, result in any changes
(increases or decreases) in the shareholders’ equity, financials or income in excess of 2% of the audited business
year's balance sheet fotal. When the 2% of balance sheet total not exceeding of HUF 1 million, the margin for the
above errorsis HUF 1 million.

Balance sheet

Within the scope of the accounting principles the Bank set for the balance sheet date to be 315t December of the
year of reporting. The balance sheetis prepared in 8 workdays after the balance sheet date.
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Tangible Assets under the purchase value of HUF 100,000 shall be accounted in alump sum by the Company as
costs at the ime of the purchase.

Balance sheet and off balance sheet foreign exchange liabiliies and receivables shall be recorded by the Bank at
the NBH's (National Bank of Hungary) exchange rate valid as of the balance sheet date.

Within accruals, apart from general terms, the Bank'’s special terms include the following: accrual of interest earned
and owed, as well as accrual (for the ime of maturity) of negative or positive variances (exchange rate variances)
between the proceeds from the issue of interest-bearing securiies and their par value. Accruals and deferrals shall
be registered at contract value.

Liabilites o customers include credit related interest and capital repayments paid in by customers but not yet due
as well as cash received as surety from customers based on customer contracts. The utiization of surety for credit
repayment takes place in circumstances sfipulated in the contract

Profit and Loss Statement

The Profit and Loss Statement incudes the result of the actual fiscal yearin question, while observing the provisions
for the accumulaton and accounting of credit instituion reserves and impairment losses.

Depreciation and amortization on tangible and intangible assets is reported monthly pro rata , by including changes
that occur during the year.

The Bank when accounting foreign currency swaps aiming liquidity, which usually mature witin one year, examines
the swaps not closed before balance sheet date and realizes the profit or loss proportionate to the current year in
interest income or interest expense. Thereafter the Bank determines the foreign currency difierence originating
from the revaluation of swap related currency amount These transactions are accounted as the foreign currency
swaps for interest arbirage according to the regulaions of the Government Decree. Depending on the nature of
profit or loss, profit is accounted to deferred income; loss is accounted to accrued expense, and will be released
when the swap deal will be closed.

Notes to the Financial Statements

The notes to the financial statements contain te numerical data and narratve explanatons, which help
shareholders, investors and creditors to have a betier understanding and analysis of certain lines in the balance
sheet and the P/L statement These notes provide additonal information on the Bank’s activiies, as well as details
on certain balance sheet and P/L data. Depending on their contents, data are grouped by the Bankin the Notes to
the financial statement in the following sectons:

—  General notes,
- Specific notes,
—  Information.

Business Report

Apart from the events of the accounting period, the Bank discusses issues and plans with significant present and
future reference in its Business Report

The Business Report contains information on:
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the analysis of the Bank’s activites and course of business with regards to the accounting period, as well as their
future impact

significant events occurring afler the balance sheet date;
changes with an impact on the ownership structure;

the human resources policy;

the research and development

the presentaion of the branches; and

any addional information considered important by the Bank.

I/ 3. Information
1. Information on shareholders with significant or majority interest
None of the Bank’s shareholders has a majority interest under ActV of 2013 on Civil Code.

2. Information on the Bank’s risks in excess

Members of the integration of Cooperative Credit Insfiuion — including the Bank — shall inspect compliancy with
prudential requirements at consolidation level. Exemption from fulfiling entty level compliance is ensured by the
relaing legislaion and the Hungarian Natonal Bank’s subjectmatter decision.

3. Compliance with mortgage lending provisions

Within the total balance of mortgage loans, 99.78% have a maturity over five years compared to the minimum
requirement of 80.0% as stipulated by Subsection (1) Section 5 of Act XXX of 1997.

Tofal outstanding mortgage loan balance does not exceed 70% of the collateral value of real estate as provided for
by subsection (3), Section 5 of Act XXX of 1997. The rate was 31,02% as of December 31, 2017.

4. Compliance with the provisions on investment

As at 31 December 2017 the Bank have the following investments:
FHB Commercial Bank Ltd.,

The investments of the above detailed Bank are in conformity with Section 9(1) of Act XXX of 1997 providing
limitations of direct and indirect ownership. The aggregate value of investment by the Bank does not exceed 10%
of the adjusted capital, as setfor by Section 9(2) of the Act as well as the restricting for the investee actvity and
investment rate.
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5. Compliance with the provisions on the issue of mortgage bonds

e As of December 31, 2017, surpassing the provisions of Subsections (1, 2a) Section 14 of Act XXX of 1997,
the Bank’s collateral exceeded the nominal value —HUF 176 693 million — of morigage bonds outstanding. At
the end of the reported period tis consisted of principle outstanding, net of impairment amountng to
HUF 198 021 milion considered as ordinary collateral.

o Asof December 31, 2017, surpassing the provisions of Paragraphs (1, 2b) Section 14 of Act XXX of 1997, the
Bank’s interest on net ordinary collateral exceeded the interest on the nominal value of mortgage bonds
outstanding, HUF 20 974 million. Atthe end of the period of reporting the interest on ordinary collateral net of
impairment was HUF 46 103 million.

e OnDecember 31,2017 in accordance with the Article 14 (11) of Act XXX supplementary collateral was utlized
through issuing securities in the capital value of 22 864 milion HUF with the paymentguaranty of the Hungarian
State.

e Pursuant o Secton 14(1) of the Acton Morigage Banks and Mortgage Bonds mortgage banks must at all
imes have suficient cover assets of a value higher than the sum of the face value and the interest on
outstanding mortgage bonds. Pursuantto the provisions of Section 137(3) of ActXLVIII of 2004, as of 1 January
2006 mortgage banks must also at all imes ensure cover for mortgage bonds at present value.

The rules of calculaing the present value of assets used as cover for mortgage bonds are set forth by Decree
40 of 2005 (9 December) by the Minister of Finance. The Decree provides for the present value of mortgage
bonds and cover assefs to be assessed for each banking day. In cases where the present value of cover assets
does not exceed the present value of outstanding mortgage bonds in circulaon the mortgage bank must
proceed to supplement the missing cover as stipulated in the rules of collateral registration.

Since the statutory provisions described above entered into efect FHB has established, on a daily basis, the
present value of mortgage bonds as well as collateral relying on the zero coupon yield curve determined from
the actual yield curve at any ime, and ensures their adequacy.

As of 31 December 2017 the present value of ordinary collateral was HUF 240 056 million and that of mortgage
bonds was HUF 195 765 million, which means the present value of cover assets exceeded the present value
of outstanding mortgage bonds in circulation.

Pursuantto the provisions of the Decree by the Minister of Finance cited above the Bank has applied a quarterly
sensitivity test since 2006 to check the availability, at present value, of collateral exceeding the nominal value
and interest in HUF in the case of changes in interest rates and/or exchange rates. The efiect of changes in
the interest rate on present value is examined stafically, by parallel shifing of the zero coupon yield curve 250
base points upwards and downwards. The staic method of analysis is also used in the assessment of
exchange rate risk as provided for by the Decree of the Minister of Finance.

The sensitivity analysis conducted on 31 December 2017 showed the surplus cover of the mortgage bonds in
circulaon and the present value of their coverage as required by the relevant statutory provisions.

6. Information on mortgage bonds issued

o Asof 31 December 2017 the aggregate mortgage lending value of real estate serving as ordinary collateral
was HUF 679.463 million.

o Liabilites from mortgage bonds issued by the Bank with a maturity exceeding five years amounted to HUF
5.650 million as of 31 December 2017.

o The Bank organized repurchase of floaing rate mortgage bonds four tmes in 2017 in total amount of HUF
15.3 billion and EUR 1.97 milion. From FJ20NV01 mortgage bonds repurchase was executed wo times in the
nominal value of nearly 3.2 bilion HUF. From FJ8NFO1 EURO morigage bonds repurchase was only one
fransaction in the nominal value of 1.97 milion EURO, from FJ21NVO1 mortgage bonds in the nominal value
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of 4 bilion HUF, from FJ18NV01 700 milion HUF, from FJ18NV02 7.36 bilion HUF during the above period.
The repurchases trough reducing the liquidity and interest rate risks upgraded the asset-liability structure of
Bank.

7. Information on the rating of banking activities, accounting of impairment and provisions

The Bank has carried out the rating of receivables and liabiliies. On 31 December 2017. the portiolio of
receivables and liabiliies. which includes receivables from customers. oft-balance contingencies. receivables
from the loan bank and financial investments. was HUF 267 271.7 million in total.

The determination of expected loss for the Bank’s receivables at the end of December 2017. is based on MNB
Decree 39/2016. (X.11.) on the prudental requirements for non-performing exposure and restructured claim
(hereinafter MNB Decree).

Under this regulation claim is non-performing, if

— 90 days or more past due, when part overdue is significant, or

- it can be assumed that without the realization of the collateral the debtor will not be able to repay its
liabiliies, or

- itis defaulted under 575/2013/EU Decree (hereinafier CRR), or

- itisimpaired under the accountng rules or

- it isimpaired based on prudence principle and not because of the increased risk

As aresult of the rating based on the Government decree and internal regulations. 81.62% of the toal portiolio
is performing, 18.38 % is non-performing

The Integrational Organization of Cooperative Credit Instituions (SZHISZ) prescribed for the FHB Group on
the rating date of 31 December 2017. that average loss coverage of outstanding loans with overdue over 90
days must reach 65%.

As of 31 December 2017. the Bank recorded HUF 4.975 million impairment for receivables from clients and a
risk provision of HUF 14 million for contingencies.

On basis of the qualification of strategic investments at the end of the year 2017. the Bank booked impairment
in the amount of HUF 3.304 million fo its subsidiary. the FHB Commercial Bank Ltd.

8. Information on general reserve

According fo the new Credit Insttuon Act, in Paragraph. 83 §, Credit Instituions are required the make reserve
before paying dividend and shares from their Earning after tax. The amount of the reserve cannot be more
than 10% of their Earning after tax. In 2017 the Bank reserved HUF 460 million as general reserve.

9. Impairment of other receivables and liabilities, creation of provision
As of 31 December 2017 no such losses were recorded by the Bank.

Based on the decision of the General Assembly and the Board of Directors, in 2016, FHB joined a project
inifated by Takarkbank. The project is named ,Process realization and inspection of savings deriving from the
consolidation of the central areas of those involved in the integration”.

The aim of the project is to exploit synergies resulted from merging of the head-ofice functions of the large
banks and to conduct a peer review process along with process evaluaton, which will provide an
implementation plan to realize cost-saving opportunies and efiicient centralized service processes. To cover
the project's expected expenses The Commercial Bank and the M ortgage Bank made a provision for rerement
and severance grants in 2016, in total of HUF 227 million. Out of tis amount, 167 million forints were used in
2017 due to the reduction in the number of employees.
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A provision of HUF 300 million was created for future costs to cover liabiliies arising from previous contracts.
Provision of 820.7 million forints was made to cover fulure expenses related to the Bank's assefs.

10. Information on the Bank’s shares

e The Bank assigned KELER Ltd. to maintain the Register of Shares in accordance with the relevant legal
provisions.

Paymentof dividends for the years 2003 through 2006 is also carried out by KELER L. The income from the
expired liabiliies was booked as an extraordinary income on 30 June 2013.

In 2017 dividend payment has not been made.

11. Derivative deals
e Asof 31 December 2017 the following OTC hedging futures are recorded by the Bank:

- interest rate swaps for which the value of the future liabilites is 953 milion HUF, the value of the related
future receivables is 1 121 million HUF.

- The Bank does not have any future receivables or liabiliies related to foreign exchange swaps as of
31 December 2017

e Inrelaton to the OTC hedging interest rate swaps existing on 31 December 2017. the P/L statement already
recorded). HUF 32 milion accrued interest as well as HUF 167 million interest expenditure.

e There were no future receivables and future liabiliies from liquidity swaps at the end of period.
12. Other banking information

¢ In accordance with the Government Decree. the value of pending interest — which is 34.76 % of interest on
receivables from customers. reported in 2016 — was HUF 1,424 million as of 31 December 2017 (2016: HUF
1,853 million) and the value of pending interest type commissionwas HUF 222 million (2016: HUF 300 million).
In the reported period the Bank received HUF 218 million from interest that was pending before the year of
reporting.

o The principal receivable value of state guarantees for receivables was HUF 2.371 million (2016: HUF 2.948
million) and collateral value of deposits was HUF 32 million (2016: HUF 32 million) and the collateral value of
liens amounted to HUF 679.463 milion (2016: HUF 622.813 million).

e The portlio of loan transactions with partner banks and savings cooperatives within syndicated lending was
HUF 1.573 million as of 31 December 2017 (2016: HUF 2 031 million). The cooperation agreement with the
credit instituions includes a deficiency guaranty and loss sharing in favour of the Bank. Within the deficiency
guaranty. the partner bank takes over a certain amount of liabilites. which the Bank recorded as non-recurring
losses/provision on loans and advances. The partner bank undertakes deficiency guarantee to the extent of
lending losses sufiered by the Bank that cannot be recovered by any other means. According to the loss-
sharing agreement the syndicated partner undertakes 40-60% of losses/provision on loans and advances.

o Within the amounts of the receivables from customers the contractual value of restructured assets was HUF
6.343 milion as of 31 December 2017; its value according to the registraion was HUF 4.042 million.

e On 31th December 2017. upon the request of the FHB Mortgage Bank 35 terminated deals/loans were in
foreclosure procedure. The tofal value of these deals on 31th December 2017 was HUF 369.5 million.
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The Bank inifiated new foreclosure procedure in 26 case (1 terminated loan). the fotal value of these deals on
31th December 2017 was HUF 107.3 million.

During 2017 the FHB Mortgage Bank joined in 150 third party foreclosures.

In all of 13 pieces of auctions (18 deals) completed in the current period. the real estate serving as collateral
were auctioned by outside enforcement proceedings. The total purchase price achieved at the auction is HUF
53.8 milion and the amount calculated for our Bank after the pay-out plan covered the debt to the Bank in
three case. the acting bailiff is stil carrying on the proceedings in case of the other open transactions.

In order o reduce losses from mortgage lending. the following real estate were taken over due to foreclosure
by 31 December 2017.The data of the acquired real estate

Number 13 pieces
Legal characteristics

Taken into possession 12 pieces
Taken into ownership. but taking possession

not yet realized 1 piece
Sold from the properties received 11 pieces

¢ Inthe course of 2017 the Bank offered 89 pieces of properties (2016: 134 pieces) to the NET (National Asset
Management Ltd). to which 163 pieces of fransactions were related (2016: 272). From the offlered properties
in 2017 288 pieces of properties (2016: 103 pieces) were purchased in the amount of HUF 909.7 milion and
fogether with that 528 pieces (2016: 179 pieces) of fransactions (receivables from customers) in the amount
of HUF 2.030 million (2016: HUF 508.4 million) were closed il 31 December 2017.

e Asof 31 December 2017. the amount of principal repayment from mortgages for the reported year was HUF
37.346 million. of which HUF 14.300 milion was morfgage repayment from customers and 23.046 was
repayment from credit insfituion  refinancing.

e Assetforth by the provisions of the Government Decree. during the preparation of the balance sheet the Bank
has to move the amount of receivables and liabilifes that is due in the year following the reported year from
long term to short term receivables and liabilites. Accordingly, the Bank restructured HUF 13.487 million from
long-term receivables from customers and HUF 13.234 milion from long-term receivables from credit
instituions into short-term receivables. From long-term liabiliies due to issued mortgage bonds HUF 26.418
million. due to issued bonds HUF 13.800 milion were moved o short-term liabilities.

e HUF 28.795 milion of listed government securies were reported by the Bank in the 31 December 2017
balance sheet as freasury bills and similar securities.

o The closing balance of inventories contains purchased inventory amount to HUF 23 million. properties held for
sale amounted to HUF 123 million and repossessed real estate amounted to HUF 17 million on 31 December
2017. For purchased inventories HUF 2 million, for the properties held for sale HUF 23 million impairment loss
was recognized. For the repossessed real estate HUF 9 million impairment loss was recognized.

e The Expenditures on investment services” line item of the profit and loss statement recorded HUF 68 million
sales expenditures related to the sales of mortgage bonds.

o Asaresult of sales of services within the Group companies. as of 31 December 2017 the Bank had receivables
from subsidiary amountng to HUF 633 million in the following breakdown:

FHB Commercial Bank Ltd. HUF 633 million

The Bank recorded HUF 533 milion liabiliies for services extended by its subsidiary in te following
breakdown:

FHB Commercial Bank Ltd. HUF 533 million

11
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The FHB Mortgage Bank Plc. records assets in relaton to the FHB Commercial Bank Ltd. records among its
assets HUF 600 million longer than one-year interbank deposit and among its liabiliies EUR 4.483 million
(HUF 1.390 milion). CHF 2 million (HUF 531 million) and HUF 44.743 milion as shorter than one-year
interbank deposit

The part of the members of FHB Group are subject o group taxaton headed by FHB Mortgage Bank Plc. No
VAT is incurred by services extended within the tax group.

13. Additional information

The Bank has no pension payment obligations 1o its previous senior management members.

The Bank did not provide long-term loans for its associated enterprise. The Bank did not create or use
provisions for its subsidiary.

The Bank did not record any export sales to countries within or outside of the European Union. The Bank did
not receive any export subsidies.

The Bank did not receive any disbursement without return from subsidy programs. Subsidy programs include
subsidies and allocations disbursed from central government, local government and/or international funds, as
well as other business enterprises for the upkeep and development of actvities.

The Bank did not engage in research and development activies in 2017.

The Bank does not own any tangible assets intended for direct environmental protecion purposes, nor any
hazardous waste and pollutants. The Bank does not have any present or future environmental obligations or
environmental protection costs.

In 2017 the Bank was not a member of the National Deposit Insurance Fund not of any voluntary deposit
insurance fund, instituion protecton fund or investor protection fund.

The Bank’s assets are not encumbered with mortgage or any other similar rights.
The Bank did not carry out any reverse ransactions in 2017.

The Bank has HUF 10 million investment in the Integraion Organization of the Cooperative Credit Instituions
(SZHISZ)

14. Changes in the legal and regulatory environment and its effect on the financial statements of the
Bank

During the year, the Mortgage Bank continued to prepare for the infroduction of mortgage financing adequacy
rao (JMM).Dueto this, new refinancing agreements entered into with several new refinancing parters.

The formerly established group of VAT status members amongst FHB Group expired on February 23, 2018

12
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15. Other information

o Asaresult of the revamp of the Group the FHB Mortgage Bank Plc. has been keeping its books and accounts
since December 2011 despite of the previous practice.

The responsible person for the leadership and management of accounting of FHB Mortgage Bank Plc.
Istvan Kovécs

Public data on record:

Istvan Kovacs Registration number: 152941  Residence: 2131 Gdd, Fenyves u. 22.

e In the 2017 business year the Company employed Deloite Audiing and Consuling Lid. (seated: 1068
Budapest, Dézsa Gyodrgy ut84/C., corporate registration number: 01-09-071057; auditors’ chamber id: 000083;
Hungarian Financial Supervisory Authority id: T-000083/94; hereinafter referred to as: "Auditor") to act as its
auditor. The personally appointed auditor of the audiing company was Mr. Tamés Horvath (mother's name:
Veronika Grosz; address: 1028 Budapest, Bolény u. 16; auditors’ chamber id: 003449; Hungarian Financial
Supervisory Authority id: E003449; hereinafter referred to as: ,personally assigned auditor”).

The audit fee of the Auditor for performing the annual audit of the financial reports of the Company on year
2017 was HUF 14.6 million. In addion to the annual audit the Bank assigned the Deloite Lid to perform
other non-audit services, and paid all together HUF 1.3 million for them.

e Thefollowing persons are authorised to represent FHB Mortgage Bank Public Limittd Company and sign the
Company’s annual report

Dr. Laszl6 Gyula Nagy Chief Executive Oficer 1147 Budapest, llosvai Selymes ufca 91.
Toth Edit Erika Deputy Chief Business 2120 Dunakeszi, Gutai Janos utca 8.

e  The Bank’s Annual Report canbe inspected atthe Company’s registered ofice and on its website www.thb.hu.

e The Company’sregistered ofice: 1082 Budapest, Ull6i tt 48.

13
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1 /4. Changes in own equity
31 December 2017

Data in million HUF

Subscribed Capital General Accumulated Fixed Balance
capital reserve reserve profit reserve* Sheet

reserve profit

31 December 2016 10,849 52,747 - -4,155 207 -6,532 53,116

Capital increase - - - - - - -

Capital reserve increase - - - - - - -

Change of general reverse - - 460 - - - 460
Loss for 2016 - - - 6,532 - 6,532 -
Profit for 2017 - - - - - 4,141 4,141
31 December 2017 10,849 52,747 460 -10,687 207 4141 57,717

* Include the repurchased own shares.
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Il. SPECIFIC PART

II/ 1. Changes in gross values of intangible and tangible assets

31 December 2017

Data in million HUF

Description Balance Changes in gross values
sheet line Opening Transfer from Increase in Decrease Closing
balance opening balance the year in the year balance
l. Intangible assets :

al Valuable rigths - - - -

b/ Intellectual products 1,304 - 18 - 1,322

¢/ Goodwill - -

d/ Value of formation / reorganization - - - - -
Total intangible assets : 9. 1,304 - 18 1,322
Il. Tangible assets of financial services:

a/ Land and buildings 10. aa) 356 - 1 - 357

b/ Plant, machinery installations, vehicles 10. ab) 618 - 10 93 535

c/ Construction in progress 10. ac) - - - - -

d/ Advances on contstruction in progress 10. ad) - - - -
Total tangible assets of financial services: 10. a) 974 - 11 93 892
lll. Tangible assets of non-direct financial services:

a/ Land and buildings 10. ba) - - -

b/ Plant, machinery installations, vehicles 10. bb) 10 - - 10

c/ Construction in progress 10. bc) - - -

d/ Advances on contstruction in progress 10. bd) - - -
Total tangible assets of non-direct financial services: 10. b) 10 - - 10
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Il /2. Changes in accumulated depreciation of intangible and tangible assets

31 December 2017

Data in million HUF

9l

Description Balance Changes in accumulated depreciation
sheet line Opening Transfer from Increase in Decrease Closing
balance opening balance the year in the year balance
l. Intangible assets :
al Valuable rigths - - - - -
b/ Intellectual products 850 - 43 - 893
¢/ Goodwill - - - - -
d/ Value of formation / reorganization - - - - -
Total intangible assets : 9. 850 - 43 - 893
Il. Tangible assets of financial services:
a/ Land and buildings 10. aa) 209 - 43 - 252
b/ Plant, machinery installations, vehicles 10. ab) 305 - 56 38 323
c/ Construction in progress 10. ac) - - - - -
d/ Advances on contstruction in progress 10. ad) - - - - -
Total tangible assets of financial services: 10. a) 514 - 99 38 575
lll. Tangible assets of non-direct financial services:
a/ Land and buildings 10. ba) - - - - -
b/ Plant, machinery installations, vehicles 10. bb) 9 - 1 - 10
c/ Construction in progress 10. bc) - -
d/ Advances on contstruction in progress 10. bd) - -
Total tangible assets of non-direct financial services: 10. b) 9 - 1 - 10
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II/ 3. Changes in net values of intangible and tangible assets

31 December 2017

Data in million HUF

Changes in
Description Balance net values
sheet line Opening Closing
balance balance
l. Intangible assets :
al Valuable rigths - -
b/ Intellectual products 454 429
¢/ Goodwill - -
d/ Value of formation / reorganization
Total intangible assets : 9. 454 429
Il. Tangible assets of financial services:
a/ Land and buildings 10. aa) 147 105
b/ Plant, machinery installations, vehicles 10. ab) 313 212
c/ Construction in progress 10. ac) -
d/ Advances on contstruction in progress 10. ad) -
Total tangible assets of financial services: 10. a) 460 317
lll. Tangible assets of non-direct financial services:
a/ Land and buildings 10. ba)
b/ Plant, machinery installations, vehicles 10. bb) 1
¢/ Construction in progress 10. bc) -
d/ Advances on contstruction in progress 10. bd) -
Total tangible assets of non-direct financial services: 10. b) 1
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1.

1.2,

Il /4. Changes in depreciation of intangible and tangible assets in the subject year

Description

Intangible assets

1/ Valuable rights

2/ Intellectual products

3/ Goodwill

4/ Value of formation / reorganization
Total intangible assets

Tangible assets of financial services:

1/ Land and buildings
2/ Plant, machinery
installations, vehicles
3/ Investments
Total tangible assets of financial services:
Tangible assets of non-direct
financial services
1/ Land and buildings
2/ Plant, machinery
installations, vehicles

Total tangible assets of non-direct financial services:

Depreciation of tangible and intangible assets of
avalue below HUF 100,000 each accounted in a sum

31 December 2017

Profit & Loss Planned
statement line depreciations

43
56

99

Data in million HUF
Over-plan

depreciations,
shrinkage

Total:

9. 143
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I1/5. Portfolio of accounts receivable from credit institutions and customers broken down by residual time to

maturity (without sight ones)

31 December 2017

Data in million HUF

Balance Portfolio as of Portfolio of 31 December 2017 without value loss broken down by residual times to maturity
Description sheet 31 December 2017 Within Between 3 months Between 1 year Between 5 years Between 10 years  More then
line three months and one year and 5 years and 10 years and 15 years 15 years
1=2+.47 2 3 4 5 6 7
Accounts receivable from
credit institutions :
- Other short term 3. ba) 14,637 4,746 9,891 - - -
- Long term 3.bb) 132,338 - 61,509 41,646 18,166 11,017
Accounts receivable from
customers :
- Short term 4. aa) 13,487 7,645 5,842 - - -
- Long term 4. ab) 66,992 - 28,003 21,756 9,197 8,036
- Accounted value loss from 4. ab) -4,975 - - - -
Total: 222,479 12,391 15,733 89,512 63,402 27,363 19,053
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I1/ 6. Portfolio of accounts payable to credit institutions / customers and issued securities broken down by residual
times to maturity (without sight ones)

31 December 2017

Data in million HUF

Balance Portfolio as of Portfolio of 31 December 2017 without value loss broken down by residual times to maturity
Description sheet 31 December 2017 Within Between 3 months Between 1 year Between 5 years Between 10 years More then No
line three months ~ and one year and5years  and 10 years and 15 years 15 years maturity
1=2+..48 2 3 4 5 6 7 8
Accounts payable
to credit institutions :
- Short term 1. ba) 46,664 38,100 8,564 - - -
- Long term 1. bb) - - - -
Accounts payable
to customers :
- Short term 2. ab)t+ 32 32 - - -
2. bb)
- Long term 2. ac)t - - - -
2. bc)
Accounts payable due
to issued securities :
- Short term 3.aa) 30,218 3,870 26,348 - - -
- Long term 3.ab) 156,954 151,304 5,650 - -
Subordinated accounts 7. - - - - -
payable
Total: 233,868 42,002 34,912 151,304 5,650 - -
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I1/7 . ltems to modify corporate tax base

31 December 2017
Data in million HUF

Items to decrease pre-tax profit Amount Items to increase pre-tax profit Amount

Planned and over-plan depreciation 149 (1. Planned depreciation 143
applicable according to the provisions of Corporate Tax Act. accounted as cost according to Accounting Act.
2. Expenditure from sale of tangible assets according to the Corporate Tax Act. 55 2. Expenditure from sale of tangible assets according to the Accouting | 55
3. Reversal of provision for expected liabilities and future costs 225 [3. Provision for future liabilities and expected costs 1,128
3. Income from dividend received 393 |4. Tax penalties / Penalties to the Taxation Authority 59
4. ltems to increase pre-tax profit of the previous years 79 [5. Expenses that are not ordinary business expenses 19
(revenues, expenses)
5. Others decrease items 1
6. Support to organisations 1
8.  Transfer price correction 1
9. Banking tax 362
Total: 1,266 Total: 1,404
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11/ 8. Classification of receivables, investments and inventories
31 December 2017

in million HUF
31 December 2016 31 December 2017
Clssiticatbn Gross amount Rate Impairment B G Gross amount Non-performing Rate Impairm 5 G

amount amount
Receivables from
Performing 71,873 79.74% - 71,873 67,258 560 83.57% - 67,25
To be monitored 7,254 .05% 91 ,96. 4,995 4,995 .21% 189 4,801
Below average ,109 .34% 2 784 ,225 ,225 .76% 452 7
Doubtful 847 .16% 1,34 .504 ,558 ,558 .18% 1475 08
Bad ,049 .71% 5,88 160 443 443 4.28% 2,859 584
Total: 90,132 100.00% 7,841 82,284 80,479 13,781 100.00% 4,975 75,504
Receivables from credit insti
Performing | 163,312 | 100.00%] - | 163,312 | 147,255 | - [ 100.00%] - [ 147,2&'
Total: | 163,312 | 100.00%| - | 163,312 | 147,255 | - [ 100.00%] - | 147,255
Performing 5876 14.06% - 5876 10 - 0.03% - 10
To be monitored 35930 85.94% 3,336 32,594 35,282 - 99.97% 3,304 31978
Bad - 0.00% - - - - 0.00% - -
Total: 41,806 100.00% 3,336 38,470 35,292 - 100.00% 3,304 31,988
Inventories:
Performing 17 10.30% - 17 1 - 0.61% - 1
To be monitored 123 74.55% 8 115 22 - 13.50% 2 20
Below average - 0.00% - - 123 - 75.46% 23 100
Doubtful 25 15.15% 9 16 17 - 10.43% 9 8
Bad - 0.00% - - - - 0.00% - -
Total: 165 100.00% 17 148 163 - 100.00% 34 129
Portffolio of non- i ivables from can be i only in 2017 as the classification is regulated by MNB 39/2016 (X.11.) Decree effective from that year. Classifications as "non-performing" were made
based on requirements of that regulation.
Portfolios based on ificati ies of from are i only in 2016 as these categories were repealed by MNB 39/2016 (X.11.) Decree.

Classification categories and non-performing portfolios are presented in the same table for comparision reason.
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11/9. Contingent liabilities
31 December 2017

in million HUF
31 December 2016 31 December 2017
Classification Gross off-balance Rate Provisionin  Gross off-balance Non-performing Rate Provision
sheet liabilties balance sheet  sheet liabilties

Liabilities to cust
Performing 1,431 32.09% - 3,032 1 98.41% -
To be monitored 3,012 67.55% 60 29 29 0.94% 1
Below average 3 0.07% 1 3 3 0.10% -
Doubtful 4 0.09% 2 5 5 0.16% 3
Bad 9 0.20% 7 12 12 0.39% 10
Total: 4,459 100.00% 70 3,081 50 100.00% 14
Conti liabilities related to litigation cases:
Performing - 0.00% - - - 0.00% -
To be monitored - 0.00% - - - 0.00% -
Below average - 0.00% - - - 0.00% -
Doubtful 1 10.00% - 8 - 47.06% 4
Bad 9 90.00% 8 9 - 52.94% 8
Total: 10 100.00% 8 17 - 100.00% 12

Only portfolios from credit insitute activity are imcluded in off-balance sheet liabilities, items according to Accounting Act are excluded.

Portfolios of non-performing off-balance sheet items be considered only in 2017 as the classification is regulated by MNB 39/2016 (X.11.) Decree effective from that year. Classifications as "non-performing"
were made based on requirements of that regulation.

Portfolios of off-balance liabilities based on ificati ies are i

P only in 2016 as these categories were repealed by MNB 39/2016 (X.11.) Decree.

Classification categories and non-performing portfolios are presented in the same table for comparision reason.
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Description

I1/10 Changes in provisions

31 December 2017

Opening
balance

Of credit
losses

Creation of
provision

Reversal
of provision *

FX
differences

Data in million HUF

Closing
balance

1. Provision for securities - - - - - -
2. Provision for accounts receivables - - - - - -
3. Provision for inventories - - - - - -
4. Provision for financial investments - - - - - -
5. Provision for off-balance-sheet items 78 - 55 106 -1 26
6. Provision for possible future obligation - - - - - -
7. Margin of provision for possible futute obligation - - - - - -
8.  Provision for possible future costs 57 - 1,125 57 - 1,125
9. Provision for general risks - - - - - -
10. Other provisions 227 - - 168 1 60
Total provisions : (1.-10.) 362 - 1,180 331 - 1,211

* Provisions are related to the contingent liabilities (for example unused credit lines) or future payment obligations. The reduction of the provision should be accounted as a "use" from the books
due to the derecogniton of contingent liabilities related to a special event (sale, write-off, remission), max. in the same amount as the contingent liability.
**If the amount of the provision is higher than the derecognised contingent liability, the provision should be reduced as "reversal”. A reversal is also recognized if the qualifying
of the contingent liability is positive in the quarterly rating and the amount of the provision can be reduced. According to the Government Decree No. 250/2000 (X.12) the

reversal of provisions should be classified if the reversal of the current year provision or the reducing of the previous year provision.
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11/ 11 Changes in impairment losses
31 December 2017
Data in million HUF

Description Opening Provision for Reversal of Reversal of Impairment FX Closing

balance impairment impairement impairment of used * differences balance
in the period for the period  previous period

*k %

1. Impairment loss of accounts receivable from banks - - - - - - .
2. Impairment loss of accounts receivable from customers 7,848 1,506 471 3,274 619 -15 4,975

3. Exchange diferencee of impairment loss of customers - - - - - -

4. Impairment loss of investment shares 3,336 - - 32 - - 3,304
5. Inventories - 2 - - - - 2
6. Impairment loss of repossessed property collaterals 9 - - - - - 9
7. Impairment loss of properties held for sale 8 15 - - - - 23
Total value losses: (1.-7.) 11,201 1,523 47 3,306 619 -15 8,313

*The reduction of the impairment should be accounted as a "use" from the books due to the derecogniton of receivables related to a special event (sale, write-off, remission), max. in the same amount as the receivable.
*If the amount of the impairment is higher than the derecognised receivable, the impairment should be reduced as "reversal”.

A reversal is also recognized if the qualifying of the receivable is positive in the quarterly rating and the amount of the impairment can be reduced.

According to the Government Decree No. 250/2000 (X.12) the reversal of impairment should be classified if the reversal of the current year impairment or the reducing of the previous year provision.
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I1/12. CASH-FLOW

Data in million HUF

No. Descrintion 31 December 31 December
P 2016 2017
01. |Interest received 18,153 12,585
02. |+ Incomes from other financial services 4,284 7,642
+ Other incomes (without use of provision and reversal of surplus provision, impairment loss
03. | .. . L 960 986
of inventories and over-plan depreciation
04. |+ Incomes from investment services (except for reversal of impairment loss of securities) - -
05. |+ Incomes from services other than financial or investment 1,370 1,322
06. |+ Dividend received 483 393
07. |+ Extraordinary income -
08. |- Interest paid -15,980 -9,495
09. |- Expenses on other financial services (without impairment loss of securities) -2,540 2,362
- Other expenses (except for creation of provision and impairment loss, over-plan
10. - 2,270 911
depreciation)
11. |- Expenses on investment services (without impairment loss of securities) -74 -68
12. |- Expenses on services other than financial and investment ones -15 -30
13. |- General administration costs -4,939 -4,677
14. |- Extraordinary expenses (without taxation in subject year) -
15. |- Corporate tax payable in the period -362
16. |- Dividend paid (payable) -
17. |Operating cash flow ( lines 01.-16.) -568 5,023
18. [+ Changes in accounts payables -106,011 29,757
19. [+ Changes in accounts receivables 68,611 23,130
20. |+ Changes in inventories 32 2
21. |+ Changes in portfolio of securities in current assets 10,527 -2,300
22. |+ Changes in financial investments 6,514
23. |+ Changes in portfolio of investments (including advances) 1 -
24. |+ Changes in portfolio of intangible assets -35 -18
25. |+ Changes in portfolio of tangible assets (without investments) -88 -1
26. |+ Changes in accruals -823 1,887
27. |x Changes in deferrals -5,676 -5,253
28. |+ Issue of shares at selling price 30,466 -
29. | + Funds received without compensation according to relevant rules of law -
30. |+ Funds handed over without compensation according to relevant rules of law -
31. |- Nominal value of withdrawn own shares, property bonds -
32. INET CASH FLOW ( lines 17.-29.) -3,564 -783
Out of which: - changes in cash - 2
- changes in bank money -652 -781

(accounting and other sight deposit with NBH)

26
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Il / 13 Maturities of major items of accrued interests and deferred costs and expenses

31 December 2017

Data in million HUF

Balance Items of 31 December 2017 broken down by maturities
Description sheet Within 3 Between 3 months ~ More then 1 year More then 31 December
line months and one year but, less then 2 2 years 2017
1 2 3 4 = 142+3+4

Accrued interest From 13. a)

- Accrued interests on redeemed own securities - 177 - - 177

- Accrued interests from accounts receivable 3,209 - - - 3,209

from customers

- Accrued interests from credit institutions 115 - - - 115

from refinancing loans

- Accrued interests of interbank deposits 2 7 - - 9

- Accrued interest of hedge transactions 32 - - - 32

- Commission for arrangement of state subsidies 15 - - - 15
Deferred costs and expenses From 5. b)

- Deferred interest on issued mortgage bonds 505 3,821 - - 4,326

- Deferred interest on hedge transactions - 167 - - 167

-Deferred interest on subordinated loan - - - -

- Deferred interest on interbank loans 1 - - 1
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2.a.

3a.

3.b.

4.a.

5.ba.

12.b.

13.a.

13.b.

ASSETS

Cash

Government securities

Receivables from credit
institutions - in sight

Receivables from credit
institutions - other financial
services

Loans and advances to
customers

Debt securities, including fixed
interest securities issued by
other issuer

Other receivables

Accrued income

Deferred costs and
expenditures

Amount in balance
sheet

369

28,795

280

146,975

75,504

11,776
3,019

3,561

482

I/ 14 Assets and liabilities in foreign currencies

Of which in foreign currency,
value in HUF

280

9,279

7,103

50

13

18

1.b.

2.b.

4.a.

5a.

5b.

31 December 2017

LIABILITIES

Liabilities towards credit

institutions from financial services

Other liabilities to customers from

financial services

Liabilities from securities issued

Other liabilities

Deferred income

Accrued costs and expenditures

Amount in balance

sheet

46,664

612

187,172

1,240

4,576

4,639

Data in million HUF

Of which in foreign currency,
value in HUF

1,921

12,544

398
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I1/15 Services consumed and accounted costs by types

2017
Data in million HUF
Description 2017
Material costs 120 113
Value of services consumed 2,705 2,763
from this IT costs 912 1,165
Consultancy, audit fees 322 232
Marketing costs 71 35
Rental fees 555 558
Recruitment, hiring costs 34 37
Postal, courier, telecommunication costs 242 267
Costs of administration services 36 45
Real estate and asset maintenance costs 228 171
Agent service fees 115 126
Bank security fees 51 35
Travelling, accomodation, transportation costs 6 4
Database usage, professional books 68 50
Fees related to issued mortgage bonds 65 38
Other services 376 350
Wages and salaries 1,163 1,032
Other personnel expenses 204 160
Social security contributions 371 259
Depreciation 152 143
Total 5,091 4,820
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lIl. INFORMATIVE PART

lil/ 1/a Informative data on direct investments of the Bank
31 December 2017

Data in million HUF

Registered value Enterprise's
Name of the enterprise\ Sharein  of the investment ~ Total equity Registred Unpaid Retained Tied up Capital Revaluation 2016
Registered office investment capital capital Earnings reserve reserve reserve profit / loss
FHB Commercial Bank Ltd. 51.0% 31,978 20,616 8,681 - 243 - 21,647 - -9,955
1082 Budapest Ullgi Gt 48.
Total 31,978 20,616 8,681 - 243 21,647 - -9,955

*The company’s annual report for 2016 has not yet been audited and approved.

1/ 1/b Informative data on indirect investments of the Bank

31 December 2017
Data in million HUF

Magyar Takarékszovetkezeti Bank Ltd. 1122 Budapest, Pethényi kdz 10. 0.00006% 3,390

Integration Organization of Cooperative 1051 Budapest, Nador utca 31. 0.00714% -
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Il /2 Investments
31 December 2017

Data in million HUF

FHB FHB FBH Invest Diofa Magyar Magyar Integration
Commercial Bank Ltd. Real Estate Ltd Ltd.* Alapkezeld Ltd Takarék Bef. Takarékszovetekezeti Organization
and Vagyongazd. Ltd. Bank Ltd. of Cooperative
31 December 2016 31,978 616 5,292 321 253 0.002 10 38,470
Purchase of shares - - - - - - ; 0
Sale of shares - -648 5,292 -321 -253 - - 6,514
Capital increase - - - - - - . 0
Investment impairment - - - - - - ; 0
Investment impairment reversal - 32 - - - - - 32
Goodwill - - - - . . ) 0
31 December 2017 31,978 0 0 0 0 0.002 10 31,988

* Company name is changed: Takarék Invest Ltd.
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Il / 3 Total emoluments payable to members of Board of Directors

and Supervisory Board on business year
31 December 2017
Data in million HUF

Amount of Amount of
Number of : Number of :
. remunerations Number of persons remunerations
receipents of

payable (million IEBEETS Ol payable (million
Description remunerations HUF) remunerations HUF)

Number of persons

31.12.2016 2016 31.12.2017 2017 2017

Board of Directors 5 5 18 5 8 17
Supervisory Board 4 4 10 5 5 12
Total : 9 9 28 10 13 29

Total emoluments payable to Management
Data in million HUF

Number of AL O Number of Amount of

: remunerations .
Number of persons receipents of Number of persons receipents of emoluments payable

Description . : -
P remunerations remunerations (million HUF)

payable (million
HUF)
31.12.2016 2016 2016 31.12.2017 2017 2017
Management 2 2 96 2 3 19

Total : 2 2 96 2 3 19
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ll/ 4. Loans granted to members of Board of Directors, Management and Supervisory Board

31 December 2017

Data in million HUF

Description 31.12.2016. 31.12.2017.
Amount of loan at disbursment date 28
Outstanding debt 28

The conditions of the loans are under the terms of general announcement.

/5 Average statistical personnel staff broken down by staff groups

31 December 2017

Data in million HUF

Average statistical personnel staff Wage costs (mHUF)

Employees by staff groups 2016 2017 2016 2017
Full time
- white-collar worker 79 66 632 549
- blue collar worker 2 2 7 7
Total 81 68 639 556
Part-time
- white-collar worker 82 80 479 373
- blue collar worker - - - -
Total 82 80 479 373
Pensioners
- white-collar worker 5 4 10 24
- blue collar worker - - - -
Total 5 4 10 24
Off the payroll - - 35 79
Total 168 152 1163 1032
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Ill / 6 Book value and nominal value of securities
31 December 2017

Data in million HUF

Type of securities Book value Nominal value

I. Current assets
a) Government bonds 11,982 12,104
b) Treasury Bills 16,813 16,826
¢) MNB bonds - -
d) Unsecured bonds issued by credit institutions 2,993 3,047
e) Secured mortgage bonds 8,783 7,727
f) Redeemed own bonds (repurchased by the bank) - -
g) Redeemed own shares (repurchased by the bank) 207 25
w
g
Total current assets 40,778 39,729

Il. Long term financial assets

a) investment in credit institutions 31,978 3,960
b) investment in other enterprises 10 10
Total long term financial assets: 31,988 3,970

TOTAL (I +11) 72,766 43,699
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Il / 7 Off-balance sheet items

31 December 2017

Descriptions

31 December 2016.

Data in million HUF
31 December 2017.

Contingent liabilities
- Available credit ines of disbursed loans
- Loans contracted but not disbursed
Total contingent liabilities

Future obligations

Total off-balance sheet liabilities

Ge

Future receivables
Principal receivable value of collateral
Total off-balance sheet receivables

Collateral value of related property offered

6,064
577
6,641
26,796
33,437
26,354
189,078
215,432

625,793

8,846
966
9,812
953
10,765
1,121
214,848
215,969

681,866

Budapest, 5 April 2018

dr. Gyula Laszl6 Nagy
Chief Executive Officer

Edit Erika Téth
Deputy Chief Executive Officer
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1 OVERVIEWOF FHB MORTGAGE BANK PLC.

1.1 HISTORY AND ACTIVITIES OF FHB MORTGAGE BANK
FHB Mortgage Bank Public Limittd Company (‘FHB”, “Mortgage Bank”, “FHB Mortgage Bank” or “he Bank”) was
established by the Hungarian State on 21 October 1997 as a limited liabilty company with a share capital of HUF 3 billion.

The Bank provided mortgage banking services through its Head Ofice and regional representaive ofices located in
Hungary. The Bank also refinances mortgage loans provided by commercial banks to their customers.

The Bank received ifs license o operate as a specialized financial instifuion in accordance with the provision of Act CXIl
of 1996 on Credit Instituions and Financial Enterprises (previous Hpt) and Act XXX of 1997 on Morigage Loan Companies
and on Mortgage Bonds on 6 March 1998. The Bank commenced operation as of 16 March 1998.

On 31 October 2003 the Hungarian Financial Supervisory Authority (HFSA)granted permission for FHB Mortgage Bank
fo issue a prospectus o introduce its shares o the Budapest Stock Exchange. The ordinary shares were listed on the
Budapest Stock Exchange on 24 November 2003.

Ownership structure of the FHB Mortgage Bank Ltd. as of the 31 December 2017:

e 31 December 2017 31 December 2016
Shareholder Holding % Number of shares Holding % Number of shares

Ordinary shares

(Series “A”)

Domestic institutional investors 50.5 54,735,748 39.0 42,345,991
Foreign insfitutional investors 0.1 126,899 10.7 11,597,658
Domestic private investors 53 5,750,222 59 6,435,206
Foreign private investors 0.0 39,388 0.0 22,330

Employees, directors and

senior management 0.0 11,517 0.1 87,963

Government held owner 45 4,832,225 45 4,832,225

Treasury shares 0.2 253,601 0.2 253,601

Other 0.2 250,410 04 425,036

Subtotal 60.8 66,000,010 60.8 66,000,010

Dividend preference shares

(Series “B”)

Domestic instiuonal investors 13.1 14,163,430 13.1 14,163,430

Subtotal 13.1 14,163,430 13.1 14,163,430

Ordinary shares

(Series “C”)

Domestic instiutonal investors 26.1 2,832,686 26.1 2,832,686

Subtotal 26.1 2,832,686 26.1 2,832,686
100.0 82,996,126 100.0 82,996,126
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The Bank inroduced its New Strategic Plan in February 2006 to expand its banking actvity and branch network. The Bank
set up new subsidiaries, among them the FHB Commercial Bank Ltd., thereby significantly expanding the range of services
provided by FHB Group. FHB Mortgage Bank Plc. is the parent company of the group. (The Bank and its subsidiaries are
jointy referred to as the Group, Bank Group or FHB Group.)

The strategic partnership program with Allianz was adopted by the Board of Directors of FHB Mortgage Bank, the plan
included the acquision of the Allianz Bank, which merged into the FHB Commercial Bank Ltd in 2011. The Board of
Directors also approved “The bank of the families” concept, meaning a customer- and service-driven sales atfitude.

In 2013, FHB Mortgage Bank managed several acquisitions, there through broadened the Banking Group and the range
of actviies. It included the acquisifon of Diofa Alapkezelé Zrt (Diofa Fund Management Lid.), the purchase of the
Dibeszedd Operational and Service Limited Liability Company, hereinafer te “DUSZ’), that come info being after a
demerge from Dibeszedé Holding Ltd. (DBH), the Dibeszedd Faktorhdz Co. Plc. (‘DBF”), DiNET Lid., Dibeszedé
Informatikai Ltd. (“DBIT”)and the portion of the ownership of the Magyar Posta (Hungarian Post).

Related to the transacton of the business shares, FHB and the Magyar Posta (Hungarian Post) entered info a strategic

cooperation, and in the scope of that they shall cooperate in the ownership and control of some of their jointy controlled
companies, furthermore in course of the harmonization of their business activites.

Atthe beginning of 2014 FHB Morfgage Bank Plc. acquired 25% shares in Magyar Takarék AssetManagement Lid. by
capital increase, through which FHB Mortgage Bank obtained 13,76% indirect qualifying holding in Bank of Hungarian
Savings Cooperatives Co. Ltd. (hereinafter the Takarékbank).

Based on the Act CXXXV of 2013 on integration of cooperative financial instituions and modificaton of certain rules on
economic issues (Szhitv), FHB Mortgage Bank Plc. and under its qualifying holding and prudential supervisory FHB
Commercial Bank Ltd. became a member of Integraion Organisaton of Cooperatve Credit Insttuion (SZHISZ) in
September 2015, and also the member of the Guarantee Group of Cooperative Credit Instituions, and a member of the
country’s fourth largest banking group.

FHB Mortgage Bank Co. Plc. at the end of December 2015 increased its share capital with HUF 4,249 bilion face value,
or HUF 30.5 billion issue value. Capital increase was executed by issuing dematerialized dividend preference shares
(Series “B”) and registered, dematerialized ordinary shares (Series “C”). The new shares (Series “B” and Series “C”) were
not listed on the Budapest Stock Exchange, they were purchased by the members of the Integration.

The shareholder structure of the Company has changed significantly in the last quarter of 2016. On 14 October 2016 A64
Vagyonkezelé Ltd. sold its shares in the Company over the counter to B3 Takarék and Fokusz Takarék, then on 9
December 2016 Bank of Hungarian Savings Cooperatives Co. Ltd. (Takarékbank) bought the block of shares of VCP
Finanz Holding Ltd. As a result, the Takarékbank and the cooperative credit insfiutons obtained more than 68% of te
shares of the Company by te end of the year.

Accommodation of the FHB Mortgage Bank and FHB Commercial Bank within the Integration of Cooperative Financial
Instiuions began in autumn of 2015 finished in 2017. As a part of the procedure changing the organizations in line with
the Strategy of the Integration started in 2017.

As a first step, the FHB Mortgage Bank was reshaped to a simple profle mortgage bank, with remaining issuance and
refinance functions, and all other human resources and capacites were transferred to the Takarékbank and the FHB
Commercial Bank.

On 27 June 2017 General Assembly of the Takarékbank accepted the 5-year strategy of the Integration. The function of
the cenfral financial instituion will be solely performed by Takarékbank; the FHB Mortgage Bank’s current group
management functions will be passed over o the Takarékbank. According to the plans, the satellite instituions of the
Integration, including the mutual fund management, factoring and leasing service suppliers will be directy subordinated to
the Takarékbank.

FHB Mortgage Bank — pursuing the Strategy — acquired 25.1% of shares in the MATAK (Hungarian Savings Investment
and AssetManagement Ltd.) by capital increase with HUF 253 million nominal value in 12 December 2017.
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On 27 December 2017 FHB Mortgage Bank sold the FHB Ingatan Ltd. and the Takarék Invest Befektetési és
Ingatankezel6 Ltd. to the Takarékbank. According to the Syndicaton Contract Takarék Invest Befektetési és
Ingatiankezelé Lid. and its subsidiary and joint ventures companies (Dibeszedé Holding Ltd. (DBH), the Dibeszedd
Faktorhdz Co. Plc. (“DBF”), DINET Ltd., Dibeszedd Informatikai Ltd. (“DBIT”), Magyar Posta (Hungarian Post) and FHB
Leasing Ltd.) were transferred to the Takarékbank.

On 29 December 2017 the shares of 88.29% of Diéfa AssetManagement Ltd. were sold to the Takarékbank.

As a consequence of the transactions listed above, investments of the FHB Mortgage Bank were on the 31
December 2017:

FHB Mortgage FHB Commercial

Companies Bank Plc. Bank Ltd. Total
FHB Mortgage Bank Plc. 51.00% - 51.00%
Hungarian Card Service Plc. - 99.18% 99.18%
Bank of Hungarian Savings Cooperatives Co. Lid. 1,C” share 1,C" share 0.00%

The sold participations were not included in the consolidated profit and loss and balance sheet report as of 31 December
2017.

The FHB Bank Group is undergoing a significant reorganization and restructuring. The aim of this process is to fully
integrate  the FHB Banking Group into the Takarék Group and to create a new, eficient transparent non-parallel
organizational stucture and cooperaton between the leading departments of the Takarék Group. According to the
business strategy accepted by the Takarék Group on 27 June 2017, the function of the central insfituion will be solely
performed by Takarékbank, the tasks of commercial banks will be performed by the FHB Commercial Bank, while the FHB
Mortgage Bank performs exclusive mortgage operating. In accordance with the above strategy, the FHB Commercial Bank
becomes the flagship of the Takarék Group, while the FHB Mortgage Bank becomes the second largest mortgage bank
in the Hungarian marketatfter a significant portlio cleaning.

The integration of the FHB Group into the Takarék Group requires significant reorganization efforts and expenditures, by
stafing, branch building, brand change, IT systems, work processes. Due to cover o this tasks the Bank has set up
significant provision in 2017, these one-off impacts have been accounted only in the 2017 Consolidated Financial
Statements. This ensuring that the figures of 2018 presented primarily the results of the business activies and the FHB
Commercial Bank can start the business growth and profitability with the help of the started reorganization processes in
2018. The Bank Group has set the necessary reserves for the credit risk in 2016, addiional significant impairment was not
needed in 2017.

In 2017 the record profit of non-consolidated financial statement of FHB Mortgage Bank includes the sale of investment
due fo the reorganization of Group management processes. With regard to mortgage refinancing portiolio, it is ranked first
in diversificaton in the Hungarian market

111  FHB Commercial Bank Ltd.

In line with the midterm strategic plan for the years 2006-2010, Board of Directors of FHB Mortgage Bank decided to
establish FHB Commercial Bank Lid. (FHB Commercial Bank or Commercial Bank) in February 2006. FHB Commercial
Bank Ltd. was established from HUF 5,996 million equity including HUF 3,996 million capital reserve and HUF 2,000 million
registered capital. Atthe beginning, 90% of the shares of the Bank were owned by FHB Mortgage Bank and 10% by FHB
Services Ltd. After receiving ifs license, banking operation started on 5 December 2006 in the central branch in Budapest
In 2007, the Bank broadened its branch network and gradually took over the distribuion of retail and corporate loans from
the Morfgage Bank and started funding activity due o coninuously developing account and bank card services. In 2008
the Bank launched its SME business line, and then in 2010 its investment services business line.

As a result of the merger with Allianz Bank Lid. into FHB Commercial Bank on 1 April 2011, the number of employees,
number of branches and financial assets of Commercial Bank boosted significanty, the product portiolio expended.
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The Commercial Bank provided agency services for Morgage Bank and other group members, according to which
Commercial Bank sells FHB Morigage loans handles credit portolio and has got credit care and qualiied credit
management functon.

In September 2014, FHB Mortgage Bank Co. Plc. and Magyar Posta Zrt confracted on the purchase of ordinary shares
representing 49% of the share capital of FHB Commercial Bank Ltd. The closing of the fransacton — after the Natonal
Bank of Hungary gave the necessary permission to Hungarian Post to get influence —took place on 30 September 2014.
Before the purchase of the share package, the General Meeting of FHB Commercial Bank decided on approximately HUF
20 bilion capital increase and entited the FHB Morfgage Bank to take over the new shares, which was fully implemented
by the Mortgage Bank. The capital increase was registered on 1 October 2014.

In November 2013 the Bank established FHB Card Centre Ltd. (that was renamed to Hungarian Card Service Ltd. in March
2014), the activity of which is linked to card related electronic payment platiorm services.

The large commercial bank of the Integration represents the Takarék Group as a prestigious instituion, competing with
large banks in Budapest and the sizable cities; after it closed operations in smaller setlements in 2017.

The independent investment services business line of the FHB Commercial Bank has not been contnued from 18
December 2017, offers investment service products to clients as an agent of the Takarékbank. Handling the securies
accounts and clients portiolios were fransferred to Takarékbank.

The total balance asset of FHB Mortgage Bank was HUF 466,089 milion on December 31 2017 (according to Hungarian
Accounting Standards), 0.5% higher than last year.

The profit after tax was HUF 9,955 million loss in 2017, according to the Hungarian Accounting Standards.
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2

2 MACROECONOMIC ENVIRONMENT IN 2017

21 THE HUNGARIAN ECONOMY IN 20171

2015, 2016 2017
Real GDP growth 3.4% 2.2% 4.0%
Industrial output growth 7.4% 0.9% 4.9%
Average annual rate ofinflation -0.1% 0.4% 2.3%
Average annual rate ofunemployment 6.8% 5.1% 4.2%
ESA-based budgetbalance (relatve to GDP)* -2.0% -1.9% -2.3%
Net external financing capacity (relative to GDP)* 8.1% 6.2% 5.8%
Base rate (end-of-year) 1.35% 0.90% 0.90%
EUR-HUF exchangerate (end-of-year) 313.12 311.02 310.14

*Estimate for 2017
Sources: KSH, MNB, NGM

From the aspect of external demand Hungary enjoyed fairly good impulses throughout 2017. In the European Union GDP
increased by 2.4% last year, which was the strongest growth rate since 2007, while the US economy expanded by 2.5%.
Mostrecent short-term cyclical indicators also point o the direction of ongoing boom in these economies. With only a few
exceptions developing economies also experienced robust economic performance last year. Despite the economic upturn,
monetary condions remained loose in general, with only the Fed taking meaningful steps toward stricter conditions by
hiking its policy rates. While most commodity and energy prices started o rise last year, inflaion remained subdued, and
hence financing conditons were fairly friendly, lending support to the continued strengthening of the Hungarian economy.

Hungary’s economic growth accelerated o 4% in 2017 from 2.2% in the previous year, driven mostly by gross fixed capital
formation, which rebounded sharply from the marked fall in 2016 and also private consumption that was supported by a
more than 10% growth in real wages and coninued improvements in the labour market (employment increased by 1,6%
to 4,5 milion by the end of 2017) From the production side market service sector reflecing to the upturn in domestic
demand confributed markedly to growth, and the construction sector also had an exceptionally strong year, and industrial
production has become more geared expanding by 5% last year. The strong rebound of domestic demand, of course, led
to a major acceleration in import growth, but export also expanded considerably, thereby Hungary sfill ran convenient trade
surplus. Owing party to the wide trade surplus economic growth is still accompanied by favourable external (and internal)
balance developments.

Due to the relaxed financing environment and the uptick in fiscal revenues due to increasing economic actvity there was
even room for alimited expansion in expenditures towards the end of 2017, with the deficit remaining comfortably below
the 3% Maastricht criterion. Public debt relatve to GDP decreased by 2 percentage points compared to end-2016, thus it
remained on a downward path for the sixth successive year.

Developments also remained encouraging with respect to the evolution of external balances: similarly, to 2016 the net
external financing capacity of the Hungarian economy remained close to 6% of GDP, although the surplus of the current
account was somewhat smaller, while that ofthe capital account (reflecing mainly the net infow of EUrelated transactions)
was somewhat higher than in 2016. This improvement is also observable in foreign debt figures: gross foreign debt
excluding intercompany loans between foreign companies and their Hungarian subsidiaries accounted for only 85% of
GDP at the end of 2017, whereas net foreign debt contracted to just above 15% of GDP. In the wake of stronger domestic
demand inflaion started to rise, but despite strong real wage growth there have been no demand driven price pressures
that threatened with the overshooting of the inflation target

1 Data used in this chapter are based on the relevantreports and releases ofthe KSH (Central Statistical Office), MNB (National Bank
of Hungary) and the analyses prepared by Takarekbank (Bank of Hungarian Savings Cooperatives)
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Although the 12-month rate of headline CPI inflation reached 3% in the early months of 2017, it later came down to around
2.5% and slowly declined towards 2% by the end of the year, while core inflaon also started to decelerate from its
September peak of 2.9%. Hence the MNB could remain in easing mode, even if there was no more room for slashing rates
further (except for a single 10bp cut in the overnight deposit rate, which consttutes the lower edge of the interest rate
corridor). Yet, the central bank continued crowding out the free liquidity of commercial banks from its own deposit faciliies,
capping the maximum amount to be placed in the three-month deposit facility in HUF 75 bilion by the end of 2017. The
crowded out liquidity resulted in actually zero short-term interest rates in the interbank market Meanwhile it was enough
for the MNB to make some hinfs that it is going to concentrate on the long end of the yield curve, so it has led to decline
of the long-term rates. While last year the central bank finally terminated its Credit for Growth programme that was
launched back in 2013, it still remained active in promoting the financing of especially small and medium-size enterprises
by offering interest swap faciliies for commercial banks at preferential rates.

The Forint proved fo be a fairly stable currencyin 2017 as well: it fluctuated in a relatively narrow band (302-315) vis-a-vis
the Euro, and onaverage was somewhat stronger against the common European currency in 2017 than in 2016. Supported
by favourable external developments and robust economic growth the Forint was not even adversely afiected by the fact
that no further upgrades of Hungary’s sovereign debt rating by major rating agencies took place last year, although two of
them adjusted the outiook to 'positive’ on the already investment grade rating.

The number of new building permits and simplified fings related to new buildings exhibited strong growth last year, and
the number of newly built dwellings had even higher growth dynamics. Building permits and simplified flings increased by
20.4% after rising to 37,997 last year from 31,559 in 2016. This performance was mainly driven by developments in
Budapest, where the annual growth rate reached 56%. The growth in the number of newly built dwelings amounted to
44%, rising from 9,994 in 2016 to 14,389 last year. Compared to 2016 the strongest expansion was seen in rural cities,
where the rate of annual growth reached 60%. Approximately half of the 14,389 new flats were built by entrepreneurs, the
other half by private individuals. The average size of a newly built fiat increased again after a decrease in 2016: o 100
square meters from last year’s 94.

2.2 THEBANKINGSECTOR IN 20172

The total assets of the banking sector amounted to HUF 36,354 billion at the end of 2017, up 5.7% from HUF 34,395 bilion
a year before. According to preliminary figures the combined pre-tax profit of the banking sector reached HUF 694 bilion
last year, significanty above last year's HUF 503.6 billion, but the lion’s share of the increase comes from de-provisioning,
not a real improvement in the normal business actvity. The stock of gross credit, which was extended by the banking
sector increased by 6.7% in 2017 and reached HUF 18,871.5 bilion at the end of the year. Within this household credit
increased by only 2.8%), but corporate credit was up by 9.5%.

7.6% of stock household credits in amount of HUF 5,750 bilion were in a 90+ days arrear at the end of last year, while the
weight of non-performing loans was 10.9% (HUF 628 bilion). Both figures show significant decrease compared to end-
2016 figures, which were 10.8% and 14.9% respectively. In case of non-financial corporate sector 3.5% (HUF 127 billion)
of their outstanding HUF 3,628 bilion Forint denominated credit was in a 90+ days arrear, which is a marked decrease
compared to 5.4% prevailing at the end of 2016. Out of the HUF 2,827 billion foreign currency denominated corporate
credit 2.9% was in a 90+ days arrear, also considerably down from 5.4% at the end of 2016.

The share of client deposits within fotal liabiliies increased to 56.3% in 2017, which means a volume of HUF 20,469 billion.
37.8% of this amount is deposited by households, 36.8% by the non-financial corporate sector.

2 This section relies on data provided by the MNB with a preliminary nature
8
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221  Households’ mortgage loans

The disbursement of new mortgage loans stabilized in the HUF 60-70 bilion range on a montly basis from May 2017,
rising from HUF 45-50 billion, which characterized the first four months and mostof 2016. This resulted in a full-year HUF
708 bilion new disbursement in 2017, up 35% from 2016's HUF 523 billion. In fact, a meaningful growth rate characterized
only the home equity loan segment, where new disbursements were 40% higher in 2017 than a year before. Growth in the
new disbursement of mortgage-backed general purpose loans amounted o only 6%.

222 The stock of households’ mortgage debts

The stock of households’ mortgage debt was HUF 4,226 bilion at the end of 2017, which implies HUF 122 bilion
contraction (-2.8%) from HUF 4,348 bilion in December 2016. Within this, however, there was growt in home equity
loans: compared to end of 2016’'s HUF 2,924 billion the stock increased to HUF 3,037 bilion (+4%) by the end of 2017.
Meanwhile, the stock of mortgage-backed general purpose loans contracted by HUF 236 bilion (-16.5%),and its volume
was HUF 1,189 bilion at the end of last year. The share of foreign currency denominated loans was under 0.5% of the
fotal stock and continues shrinking further.

223 Policy tools for home protection and the promotion of housing

In the course of 2017 the National Asset Management Plc coninued 1o purchase real estates from debtors who ran into
default The company purchased more than 6,000 flats, with whichiits portiolio contains more than 30,000 flats altogether.
There were changes in the regulation of private bankruptcy proceedings, due to the low partcipaton sofar in the scheme,
despite that the number of clients applying for private bankruptcy remained well below 2,000 last year. There was, however,
clear increase in the number of those who applied for state subsidy and preferental credit under the Family Housing
Allowance scheme; the combined volume of subsidies and credit exceeded HUF 100 billion last year. It was also last year,
when the so called Qualiied Consumer Friendly Housing Loans were infroduced (the criteria are determined by the MNB).
By the end of 2017 already 9 banks and all savings cooperatives had products tat qualified, and in the last four months
of 2017 HUF 40 bilion new loans was extended under the conditons of QCFHL.

224 Households’ other loans

There was a mixed picture in the development of consumer loans last year, but personal loans were without doubt the
hottest products in 2017, as new disbursements were 47% higher than in 2016. By the end of 2017 their stock increased
to HUF 488 billion, which has never been as high as that since February 2012 (i.e. 70 months). Despite an 80% rise in
new car loan disbursements, the outstanding stock decreased to HUF 168 bilion by the end of 2017, while the insignificant
growth in the stock of commercialloans was only due to methodological changes.

The stock of overdraft and credit card loans remained on a declining path in 2017 as well: at the end of 2017 the outstanding
stock was only HUF 305 billion, decreased by 4.9% from at the end of 2016.This is explained by the fact that this relatively
expensive form of credit is no more popular as household incomes significanty increased and the availability and
conditons of personal loans improved a lot
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3 BUSINESSAND FINANCIAL RESULTS OF FHB MORTGAGE BANK

3.1 MAJOR FINANCIAL INDICATORS

The balance sheet tofal calculated on the basis of the Hungarian Accounting Standards was 8.9% or HUF 29.6 billion
lower than the previous year's figures. The balance sheet fotal was HUF 303.8 bilion at the end of 2017. Earnings before
tax were HUF 4.601 million gain from a controlling point of view (profit for the year calculated including solely the income
fax reduction). The special banking tax reduced the result by HUF 362.5 million.

Statement from controlling point of view, including difierent categories compared to accounting classification.

_____________inHUFmillion | 311212016 31/12/2017

Balance sheet total 333.391 303.831 -8.9%
Loans, gross 91.190 81.638 -10.5%
Securities issued 196.603 187.172 -4.8%
Shareholders’ equity 53.116 57.7117 8.7%
Tofal risk exposure amount 49.921 56.660 13.5%
Profit / (Loss) before tax -6.532 4.601 -170.4%
Profit / (Loss) for the year -6.532 4.601 -170.4%
CIR (operating costs / operating income), % 118.49% 108.17% -8.7%
ROAA (return on averageassets) % -1.73% 1.44% 3.2%-pt
ROAE (return on averageequity) % -15.87% 8.30% 24.2% -pt

3.2 RETAIL AND CORPORATE LENDING

The gross amount of loans was HUF 81.6 billion at the end of 2017. The volume at the end of 2016 was HUF 91.2 billion,
which decreased by HUF 9.6 billion or 10.5%. 92.5% of the loan portilio at the end of the year, HUF 75.5 billion is retail
loans, which is HUF 8.8 billion lower than the amount as of 31 December 2016 (HUF 84.4 bilion). The corporate loans
amounted to HUF 6.1 billion at the end of 2017, which is HUF 0.6 billion lower than in 2016 (HUF 6.8 billion). 92.2% (HUF
75.2 bilion) of the loan portiolio is denominated in HUF, the sum of loans denominated in foreign currencies were HUF
6.4 bilion as of 31 December 2017. The total amount of disbursed loans is HUF 7.7 bilion for 2017, which is HUF 2.0
bilion more than the disbursed amount of 2016 (HUF 5.7 bilion). The fotal disbursed loans were retail loans in 2017.

Main part of lending was generated by housing purpose mortgage loans. Mortgage loans amounted to HUF 61.3 billion as
of December 2017, decreasing by 7.6% (5.1 bilion) compared to 2016. The volume of mortgage loans amounted to HUF
10,1 bilion, 23.5% lower compared to 2016, thus its portion within the housing loans decreased to 13.4% at the end of
2017 (15.7% at the end of 2016).

The land development portfolio amounted to HUF 1.0 billion at the end of 2017, 23.1% less than the previous year’s figure.
Reversed mortgages amounted to HUF 2.5 billion at the end of 2017 and decreased by 3.8% compared o 2016.

Corporate loans were down by 8.8% year-on-year mainly due to the decrease of commercial real estate loans.

3.3 REFINANCING

As of 31 December 2017 the portiolio of refinanced loans increased by 33.9% or HUF 34.2 bilion year-on-year and
amounted fo HUF 135.0 billion. This volume includes HUF 76.5 billion receivables from external partner banks. Refinanced
loans from FHB Commercial Bank amounted to HUF 58.4 billion.

In 2017 the most significant element related to refinanced loans was the implementaton of JMM (Mortgage Financing
Adequacy Ratio, 20/2015 and 6/2016 MNB decrees) in 01 April, revitalising the refinancing actvity of Mortgage Bank
resuling in morerefinancing agreements with new partners.

3.4 PORTFOLIOQUALITY, PROVISIONING
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As of 31 December 2017 the Bank’s rated assets amounted to HUF 264.19 billion, pending commitments amounted to
HUF 3.038 bilion (HUF 267.27 billion total) and future commitments (from swap transactions) to HUF 0.95 billion.
Receivables from customers amounted to HUF 81.62 billion (30.54% of the portiolio excluding swap), moreover,
according to the contracts, HUF 3.08 bilion of lending liability (1.15%)was maintained at the measurement ime. HUF
13.22 billion claims and HUF 0.048 bilion commitments were classified as “to be monitored” or “bad” related to 4,380
loan agreements from the total receivables from customers with HUF 4.99 bilion tofal impairment and provisions.

The refinancing loan portiolio amounted to HUF 135.0 bilion (50.5%) classified as performing.

The Bank had outplacements at four commercial banks in the form of fixed-term and sight deposits, amounting to HUF
12.31 billion (4.61%).

The Bank holds staked in three companies: FHB Commercial Bank Ltd, SZHISZ, Magyar Takarékbank Ltd. The total
face value of the investments is HUF 35.29 bilion (13.20%), from which 35.28 billion is classified as non-performing,
HUF 0.01 bilion as performing. Volume of impairment on investments amounted to HUF 3.30 billion.

As of December 2017 future commitments in amount of HUF 0.95 bilion are classified as performing.

The ratio of performing portiolio deteriorated in the total portolio, while in the loan portiolio (receivables fom customers
and at commitments) improved compared to the values measured at the end of 3¢ quarter of 2017.

As of 31 December 2017, 81.83% (84.19% as of 30.09.2017; 82.17% as of 30.06.2017) of the classified portfolio
(excluding swaps)was performing. The ratio of below average, doubtiul and bad receivables was 3.09% (2.98% as of
30.09.2017; 3.23% as of 30.06.2017), and the ratio of category ‘to be monitored” was 15.08% (12.83% as of 30.09.2017;
14.6% as of 30.06.2017).

In the loan portfolio, the performing rate was 84.33% (83.36% as of 30.09.2017; 80.28% as of 30.06.2017), the
combined rate of below average, doubtiul and bad loans was 9.74% (10.81% as of 30.09.2017; 10.75% as of
30.06.2017), and the ‘to be monitored’ category was 5.93% (5.83% as of 30.09.2017; 8.97% as of 30.06.2017).

The average impairment level (excluding swap) increased related to total portolio (3.10%), when decreased related to
loans portiolio compared to the previous measurement

"
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3.5 MORTGAGE AND SENIOR BOND ISSUES

In 2017 FHB Bank made 15 transactions and issued mortgage bonds denominated in HUF with the value of HUF 58.7
billion.

In 2017 no senior bonds and mortgage bonds denominated in foreign currencies were issued.

At the same tme 5 mortgage bonds denominated in HUF at face value of HUF 15.3 bilion and one mortgage bond
denominated in foreign currencies at face value of EUR 1.97 bilion were repurchased.

In accordance with the relevant statutory provisions the Bank has undertaken to keep a stricter mortgage bond coverage
ratio. Accordingly, the aggregate amount of ordinary collateral (net of loss in value) plus supplementary collateral principal
exceeded each day the aggregate nominal value of outstanding mortgage bonds in circulaion. The same adequacy rule
prevailed with respect o interest-to-interest

In accordance with the provisions of the Act on Morigage Loan Companies and Morfgage Bonds and in keeping with its
Rules on Collateral Registration, the Bank monitored the loan cover situation and the compliance with the requirement of
proportionality. In order to ensure appropriate mortgage bond, cover the Bank verified, upon disbursement of the loan,
whether the conditions for ordinary collateral were met

The net collateral value of real estate covering mortgage bonds issued by the Bank was HUF 244.1 bilion as of 31
December 2017, 7.3% higher than the figure as of 31 December 2016 (227.6 billion HUF)

Value of mortgage bonds and assets involved as collateral as of 31 December 2017

Outstanding mortgage bondsin circulation
Face value 153,385 176,693 15.20%
Interest 28,328 20,974 -26.00%
Total 181,713 197,667 8.80%
Value of the regular collateral
Principal 170,890 198,021 15,9%
Interest 56,718 46,103 -18,7%
Total 227,608 244,124 7,3%
Value of assets involved as supplementary collateral
Governmentand Hungarian DevelopmentBank bonds 8,001 22,864 185,80%
Total 8,001 22,864 185,80%

As of 31 December 2017, the present value of ordinary collateral was HUF 240.1 billion and the present value of mortgage
bonds was HUF 195.8 billion, thus te present value of collateral exceeded that of CM Bs (Collateralised M ortgage Bond)

in circulaon not yet repaid. The combined present value of collateral to the combined value of mortgage bonds in
circulaon was 122.6% in the same period.

As of 31 December 2017 net value of ordinary and supplementary collateral principal to the unpaid face value of mortgage
bonds in circulaton was 125.0%, and the net ordinary and supplementary collateral principal to the unpaid interest on
morigage bonds in circulaton was 219.8%.

12
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3.6 BALANCE SHEET STRUCTURE

As of 31 December 2017 the balance sheet total of the Bank was HUF 303.8 billion, which is 8.9% lower than in 2016.
The bulk of the annual decrease in fotal assets was generated by interbank placements, refinanced loans and gross loans
fo customers. Interbank placements decreased by HUF 51.0 bilion, while gross loans to customers decreased by HUF
9.6 bilion year-on-year. On the liabiliies side, the decrease was dominated by interbank liabiliies and issued securities.
Changes in issued securifies decreased liabiliies by HUF 9.4 bilion, while decrease of interbank liabiliies was HUF 20.8
bilion. Shareholders' equity grew by HUF 4.6 bilion compared to previous year.

The table below contains te Balance Sheet of the Company in a controling view structure, which includes another
categorization than te accountng view structure.

| inHUFmilion | 31122016 | 31/12/2017

Interest earning assets 293,839 269,811 -8.2% -24,028
Due from banks & NBH 53,586 2,630 -95.1% -50,956
Securities 38,271 40,571 6.0% 2,300
Refinanced loans 100,791 134,972 33.9% 34,181
Loans to customers, gross 91,190 81,638 -10.5% -9,553
Subordinated loan 10,000 10,000 0.0% 0
Impairment and provision -7,848 -4,975 -36.6% 2,873
Non-interest earning assets 47,400 38,995 17.7% -8,405
Cash 87 22 -75.0% -65
Investments 38,470 31,988 -16.8% -6,482
Own shares 207 207 0.0% 0
Tangible assets, inventory 478 337 -29.4% -140
Intangible assets 454 429 -5.5% -25
Other assets 1,774 1,968 10.9% 194
Prepayments and accrued income 5,930 4,043 -31.8% -1,887

Total assets 333,391 303,831 -8.9% -29,560

Interest bearing liabilities 264,067 233,868 -11.4% -30,200
Issued securities 196,603 187,172 -4.8% -9,431
Deposits from customers 32 32 0.0% 0
Due to banks 67,432 46,664 -30.8% -20,769

Non-interest bearing liabilities 16,207 12,246 -24.4% -3,961
Provisions and reserves 362 1,211 234.2% 849
Other liabiliies 1,281 1,720 34.3% 439
Accruals and deferred income 14,565 9,315 -36.0% -5,250

Shareholders’ equity 53,116 57,7117 8.7% 4,601

Share capital 10,849 10,849 0.0% 0

Share premium 52,747 52,747 0.0% 0

General reserves 0 460 - 460

Retained earnings -4,155 -10,687 157.2% -6,532

Treasury shares 207 207 0.0% 0

Balance sheet profit -6,532 4,141 -163.4% 10,673

Total liabilities and equity 333,391 303,831 -8.9% -29,561

3.6.1 Interest earning assets

The Bank’s interest earning assefs decreased from HUF 293.8 billion as of 31 December 2016 by 8.2% to HUF 269.8
billion by the end of 2017. The portfolio of refinanced loans increased by 33.9% year-on-year; net loans to customers sold
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by the Mortgage Bank through the Commercial Bank and its network of agents was 10.5%, or HUF 9.6 bilion less than in
the reference year and amounted to HUF 81.6 bilion. Loans to customers confributed 30.3% to inerest earning assefs at
the end of the year (decreased by 7%-pt).

The aggregate portiolio of mortgage loans amounted to HUF 71.4 bilion as of 31 December 2017, which is 10.3% (HUF
8.2 billion) lower than the base period figure.

3.6.2 Intangible assets and investments

The value of invested assets was HUF 32.0 billion as of 31 December 2017, which is lower than the base period figure by
HUF 6.5 billion. As of 31 December 2017, FHB Mortgage Bank’s net holdings in the joinly controlled company: HUF 31.9
bilion in FHB Commercial Bank.

The net value of intangible assets as of 31 December 2017 was HUF 429 million, which shows the price of the business
sofware’s.

3.6.3  Otherassets
The Bank’s other assets amounted to HUF 2.0 bilion and increased by 11.0% in 2017. The other assefs include the
properties (held for sale) amountng to HUF 107.9 billion.

Interest bearing liabilities

3.64 Mortgage bonds and senior bonds issued

As of 31 December 2017, 75.6% of interest bearing liabiliies was contributed by the Bank’s mortgage bond portiolio that
ensures long-term funding for mortgage loans. As of 31 December 2017, mortgage bonds issued by the Bank amounted
to HUF 176.7 bilion HUF, 15.2% higher than the previous year’s figure.

Senior bonds compleing the securies actvity of mortgage bond issuance resulted in a book value of HUF10.5 billion as
of the 31 December 2017, decreasing by 75.8% compared to the previous year-end figure.

3.6.5 Interbank funds

Interbank borrowings amounted to HUF 46.7 billion as of 31 December 2017. The entire liability is in respect of the related
company — FHB Commercial Bank Ltd.

3.6.6  Shareholders’ equity, capital position

As of 31 December 2017 the shareholder’s equity of the Bank amounted to HUF 57.7 billion, which is higher than the base
period figure with HUF 4.6 billion due to the disposal of the subsidiaries.

Value of the Bank's own funds was HUF 56.7 billion at 31 December 2017, increasing by 13.5% compared o the previous
year-end figure.

3.6.7 Off-balance sheet items
Within the Bank’s oft-balance sheet ittms, amount of unused credit lines and loan commitments were HUF 9.8 billion.

Future liabiliies decreased from previous year's HUF 26.8 bilion to HUF 1 billion. Hedge transactions related to mortgage
and unsecured bonds issued were not as of 31 December 2017.

3.7 PROFIT& LOSS STRUCTURE

Statement from controlling point of view, including different categories compared to accounting classification.
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e mion | e | s | g e

Net interest income 2,173 3,091 422%
Interest income 18,153 12,586 | -30.7% -5,568
Interest expense -15,980 -9,495  -40.6% 6,485
Net fees and commission income 297 -702  -336.8% -999
Fee and commission received 1,754 650 -629%  -1,104
Fee and commission paid -1,457 -1,353 -7.2% 104
Net result of financial transactons 1,181 1514 28.2% 333
Dividend income 483 393 -18.6% -90
Net income 4134 4,295 3.9% 161
Operating expenses -4,899 -4,646 -5.2% 253
Net financial (trading) result -765 =351 -54.2% 414
Result of sale of loans and advances -2,646 1,295 -148.9% 3,941
Provision for impairment on loan losses -2,551 921 -63.9% 1,630
Net operating result w/o provisions -5,962, 23 -100.4% 5,984
Other income and expenditure 1,141 5,536 | -385.4% 4,396
Other operating income 1,568 1,522 -3% -47
Other operating expenditure -428 -195 -54.5% 233
Results from investment services 0 4,209 - 4,209
Other tax payable -1,7111 -958  -44.0% 752
Profit/loss before tax -6,532 4601 -1704% 11133
Taxation expense 0 0 - 0
Profit/loss after tax -6,532 4601 -1704% 11,133
Profit/loss after tax w/o banking tax and one-offs - 0
General reserve 0 460 - 460
Profit/loss for the year -6,532 4141 -163.4% 10,673

The Bank’s net operating income was HUF 351 million loss in 2017 which is significanty higher than the result in 2016.

As akey component of net operating income, net interest income increased by 42.2% year-on-year. Operations throughout
the year generated a fotal of HUF 4.6 billion costs, which means 5.2% decrease compared to 2016.
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3.71  Net interest income

The HUF 3.1 billion net interest income generated in 2017 emerged as the balance of HUF 12.6 billion inerest income
(30.7% lower than in 2016) and HUF 9.5 billion interest expense (40.6% decrease).

As of the interests of customers’ loans show decrease of HUF 2.3 bilion and swap deals’ interests are higher by 82.6%.

Interest expenses showed lower decrease than interest incomes in 2017. Among expenses securiies’ interest expenses
play the most significant role, its amount declined by HUF 5.4 bilion compared to 2016. Interest expenses of SWAPs
increase was HUF 791.1 million, while the volume of interbank interest expenses decreased by HUF 2.3 billion.

The net interest margin on average total assets was 1.0% as of 31 December 2017 and 0.7% as of 31 December 2016.

3.7.2 Net fees and commissions

In 2017 the net fees and commissionincome amounted to HUF 702 million loss, afler net fee income in 2016 was HUF 297
milion profit

Among fee and commission income the largest decrease was caused by HUF 1.1 bilion decrease of fee and commission
income from credit instiutons, while fee and commission paid by credit instituons decreased by HUF 87.2 million.

3.7.3  Net profit from financial transactions

The performance of net result of financial fransactions was quite betier in 2017, increased by HUF 333 million compared
fo last year's so closed the year with HUF 1.5 bilion profit The exchange rate gains on issued mortgage bonds reached
a profit of HUF 1.5 bilion afer an increase of HUF 904 million in 2017.

3.74  Otherincome and expenditure

The result of other income and expenditure closed the year with HUF 5,536 milion profit, which means 385.4% increase.
Amount of other operating income decreased by 3.0% to HUF 1.5 billion, while the amount of other operafing expenditure
dropped by 54.5% (HUF 233 million). Income generated by internal services was HUF 1.4 bilion in 2017, decreased by
7.7% year-on-year.

Compared to the year 2016 other income contains the HUF 4,209 million consideration received for the sale of subsidiaries
and other invesiments, without this one-off item the net other income would have been HUF 1,327 million, which is HUF
186 million (16.3%) higher than in the previous year.
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3.7.5  Operating expenses

in HUF million 31/12/2016 31/12/2017
Personnel expenses 1,738 1,451 -16.5% -287
- wages and salaries 1,163 1,032 -11.2% -131
- social security contributions 379 259 -31,6% -120
- cafeteria 21 44 109.3% 23
- other personnel expenses 175 116 -33.6% -59
General and administrative
costs 2,047 1,820 -11.1% -227
- database system usage 74 56 -24.7% -18
- material costs 120 113 -5,6% -7
-rental fees 532 541 1,7% 9
- valuation fees 245 250 2,2% 5
- real estate maintenance
costs 155 145 -6,3% -10
- legal service fees 81 62 -23,4% -19
- consuliancy fees 146 55 -62,6% -91
- marketing costs 71 35 -50,3% -36
- costs of phone calls 202 243 20,2% 41
- costs of administration
services 421 320 -24.1% -101
ITcosts 962 1,232 28.2% 271
Depreciation 152 143 -6.0% -9
TOTAL OPERATING
EXPENSES 4,899 4,646 -5.2% -253

Administrative expenses in 2017 decreased by 5.2% year-on-year and amounted to HUF 4.6 bilion, mainly due o
decrease of personnel expenses by 16.5% and decrease of general and administrative expenses by 11.1%. This decrease
is due to the collective redeployment by FHB Commercial Bank and layoffs of workers in the framework of organizational
changes taken place in the last wo months of the year and the shrinking of consultancy fees and marketing costs.

3.7.6  Impairment and loan losses

The net balance of impairment and provisions was HUF 921 million in 2017.

3.7.71  Changein general reserve

The Bank created general reserve in 2017 in amount of HUF 460.2 million.
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4 LIQUIDITY MANAGEMENT

In accordance with the special legal status of FHB Mortgage Bank the Bank is not allowed to collect client deposit, thus
the structure of liabililes consists of mortgage-bonds, other, not covered bonds and due to banks. The Mortgage Bank
covers its liquidity posiions mosty against the enties within the Takarék Group. The Mortgage Bank is entled to cover
its (refinanced and own) loan amount by mortgage bonds only by the extent of its capital which can be considered in the
coverage-pool. As a consequence of tis, liquid assets financed from uncovered liabiliies to meet the pledges derived
from the 13% coverage excess and the (12 months) liquidity puffer.

In the observed period the amount of refinanced loans, the composition of maturity- and interest rates of new refinanced
loans and te favourable development of the domestic interest rate environment significantly affected the funding structure
of the Mortgage Bank. The gross in refinance loan (HUF 34.2 bilion in amount, which equals to nearly 34% gross in a
year) was infuenced by the compliance to ensure the necessary bond coverage to meet the demands of the JMM indicator
of the domestic bank system, which on one hand increased the refinancing demand on mortgage bonds from partner
banks. On the other hand, it also enhanced te addional need for mortgage bond coverage for the Takarék Group to
ensure JMM compliance.

The structure of the liabiliies and the equity of the bank, the main findings are:

The volume of unsecured bonds significanty decreased through the year (by 76%). This was due to the facts that some
bonds matured in the fourth quarter and the Bank didn’t issue any unsecured bonds in 2017.

The amount of mortgage bonds grew by 15% in the last year, while in the fourth quarter, due to maturies and repurchases,
the decline was 11%.

The volume of interbank funds increased by 36% in 2017, as the renewal of unsecured bond maturies was partially made
from interbank funds.

The shares of mortgage bonds increased by 10% and the interbank liabiliies by 4% within the total fund structure of the
bank in 2017. This tendency is expected to continue in the short term due to the increased issuance of mortgage bonds
and refinanced loans.
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5 RISKMANAGEMENT

5.1 RISKMANAGEMENT POLICY

FHB Mortgage Bank and its subsidiary — FHB Commercial Bank — are members of Integraton Organisation of Cooperatve
Credit Insftuon (SZHISZ). Due to the membership of Integrafion the scope of the risk management policies of the
Integration, as well as risk strategy have been extended to both FHB banks.

Risk Strategy — approved by the Board of Directors of Takarékbank Lid. is mandatory for credit insttuions and companies
under consolidated supervision led by Takarékbank Lid.— cover: risk culture, risk taking principles, objectves, risk types,
significant risks, risk appefite and risk capacity, risk structure, risk management, the structure and organization of risk
management

The Integration and its member instituions seek o create an integrated risk culture which covering the whole Integration
and which is in line with their risk appefite, and their risk tolerance ensure the identfication, measurementand management
of the emerged risks. The primary fools for creafing a risk culture are internal policies, strategies, regulatons and
guidelines, communication and fraining of employees.

The Hungarian Natonal Bank terminated the obligation of the FHB Mortgage Bank to comply with the prudential
requirements in the second-fourth and sixth-eight parts of the CRR on a sub consolidation level since the 1st of January
2017. Atthe same time, it exempted the Bank from the individual fufflment of the second-eight part of the CRR. The FHB
Mortgage Bank mustcomply with the requirements of the Integration Organisation of Cooperative Credit Instituion and its
central bank.

The primary goals of risk management of FHB Mortgage Bank are o protect its financial strength, its reputaton and te
contribution 1o the use of capital for competiive business activiies, which results in the increase of shareholder value. The
protecion of financial strength and reputaion means that the risk management limits the impact of unfavourable events
on the capital and on the profit of the Bank.

The Bank's wilingness to take risks must be in line with the financial resources available to cover possible losses. In
accordance the Bank calculate the current and future economical capital requirements for the quantfiable risk types, just
like the capital requirements of the first Pillar.

The Bank considers the prudent risk management as fundamental value.

The FHB Mortgage Bank is primarily exposed to credit, liquidity, marketand operational risks.

5.2 CREDITRISK

The main activity of the Mortgage Bank is refinancing of the mortgage portiolio of the partner banks. The JMM introduced
by MNB created a business opportunity for mortgage credit instituions by making them issue refinance loans with the
sameterm as te long-term residential mortgages of partner banks, helping them in fuliiment of HUF maturifes adequacy.
This provided an exceptional opportunity for the FHB Mortgage Bank to acquire new business partners and to re-boost
the refinancing actvites.

The activity had to be reconsidered by risk management, the risk parameters had to be defined to pariner banks and
establish limits on the size of the risk taking.

In the first quarter the limit system of the corporate loans has been updated, which defined the directions of risk taking in
2017.

Risk management took part in the review of the lending procedures in the refail department They reviewed the FHB
Group’s income accepiance regulations, updated the manual and developed the versionused by the intermediary parters.
As an Integraion task risk management also prepared te income acceptance policies to be used in regards with the
MNB’s Consumer Friendly Product
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5.3 LIQUIDITY AND MATURITY RISK

Maintaining liquidity is an essential element of the banking activity. The Bank maintains its liquidity by coordinaing the
maturity of its assefs and liabiliies. In the framework of asset and liability management (ALM) activity the Bank mitgates
the maturity risk through the repurchase of the securities issued and new issuances. At the same tme, it applies maturity
transformation regulated by limits in order to improve profiability while maintaining solvency at all imes. The Bank regularly
reviews prepayments iniiated by clients prior to term and takes into consideration their impact on managing market and
liquidity risks.

The Bank prepares its liquidity plans and financing posions regarding the expectations based on diflerent scenarios and
the eflects of stress situations. Level of liquid assets is always high.

5.4 FOREIGN CURRENCY RISK

The Mortgage Bank is a specialized credit insfituion, which narrows the scope of business where exchange rate-related
risks may arise. Moreover, the Bank’s business policy is 1o keep exchange rate risk at a low level.

The Bank inends to immediately hedge the exchange risks related fo its core business, as allowed by market
circumstances. Therefore, an open FX posion may occur primarily due to liquidity management, setlements related to
lending and refinancing, or active and passive provisions in currencies in which the Bank keeps nostro account

5.5 INTEREST RATE RISK, EXCHANGE RATE RISK

Interest rate risk stems from interest rate changes, which affect the value of financial instruments. The Bank is also exposed
to interest rate risk when the amounts of assefs, liabilies and oft-balance sheet instruments maturing or re-priced in a
particular period are not in accordance with each other.

The Bank is moniforing the interest rate risk on a confinuous basis by Gap analysis, VaR calculatons and sensitivity
analysis and mitigates by seting limits. The Bank manages market risk mainly by natural hedging. In additon, actve
management fools such as repurchase of morigage bonds, swap tansactions as well as mortgage bond maturites and
interest rates corresponding fo assets are involved in order to ensure the harmony between assefs and liabilies .

5.6 OPERATING RISK

Operational risks are handled through the improvement of internal regulatons and procedures, the adequate training of
employees and the enhancement of controling mechanisms. The Bank collects and analyses losses due to operational
risk and the Key Risk Indicators (KRI). The KRIs are reviewed each year. In 2017 more KRIs has been modified and new
KRIs has been defined.

The Bank compiles and updates the map of operational risk through its annual operational risk self-assessment The Bank
also identfies rare accuracies, which could cause heavy losses, and measures them by scenario analysis.

The Bank compiled an inventory for the used model risks in accordance with the surveillance requirements.

5.7 OTHERS

In the second quarter the FHB Morigage Bank fulfled the disclosure requirements of CRR for the fiscal year 2017 and
published the required information on risk management, capital management and remuneration policy.
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6 ORGANIZATIONAL CHANGES AND HEADCOUNTS

The general assembly on the 26t of April 2017 recalled Marton Olah and dr. Erik Landgraf from their position as directors
and elected Edit Erika Téth and dr. Gyula LaszI6 Nagy as a member of the Board of Directors. The same assembly elected
dr. Gyula LaszI6 Nagy as chief executive director and Edit Téth as Deputy General Manager.

On the 27t of June 2017 the assembly of Takarék Bank accepted the five-year-long strategy, which is supported by the
Head Count Project The new structure of the organization has also been approved, which creates a unified control and
operation on integraton level.

The FHB Mortgage Bank will function as a pure mortgage bank from 2018, so it passed the business and mortgage based
loaning funcfion to the FHB Commercial Bank and the group controlling and support function with its infrastructure to the
Takarék Bank.

Because of the new structure the physical location has also been reconstructed, while the two main ofice building stayed
at Ulléi Street and Pethényi Alley. The new office layout was created in a way that the central bank function would move
to Pethényi Alley, while the commercial bank’s and mortgage bank’s support funcion would base at Ull6i Street

To achieve long term profitability and sustainability cost reduction was necessary that was accomplished by headcount
opiimizaton and reorganization in the financial instituions. As a first step, on the 16! of August 2017 the intention of
collective redundancies has been announced in accordance with current legislatons. The redundancies have been carried
out according to schedule in the second half of 2017 in regards to legal regulations.

6.1 EMPLOYEE AND MANAGEMENT DIVERSIFICATION

As a driving element of the Takarék Group the integraion strategy requires to acknowledge and use the unique personal
difierences in the bank’s employees and customers.

The FHB is against discrimination regarding gender, demography, family status, sexual, ethnical, poliical and religious
interests. We believe that diversification makes a person unique. The Group doesn’tiolerate direct or indirect discrimination
or harassment in any form.

We work together with a mutual respect for all individual without biased. We purposefully try to involve difierent individuals
in work and decision processes. Employees are encouraged fo live in an innovatve way with their individual skills.

In selection processes we primary consider knowledge, experience and competence in order to carry out the professional
fasks in the highest quality.

Among our employees and managers there are many with experience obtained at other bank. Atthe Mortgage Bank, one
of the o top managers is a lady.

Because we take primary interest in skills and experience acquired in the bank sector throughout our hiring process, there
is no need for a “Diversificaon Policy”, while the aspects and values are actively applied because of the above mentioned
reasons.

6.2 REGULATIONS FOR THE APPOINTMENT AND DISMISSAL OF MANAGING OFFICERS AND FOR THE
MODIFICATION OF THE BASIC CONSTITUTION

The General Meeting of FHB Mortgage Bank has the exclusive competence fo elect and recall members of the Board of
Directors and Supervisory Board. Members of both boards may be recalled at any ime and may be re-elected after their
term. The General Assembly of the company rules by a simple majority of the votes. The rights of employer are held by
the Board of Directors in regards of the management

The General Assembly also has the exclusive competence to define and modify the arficles of associaton. For the
modificaton of the consttuion the General Meeing must have at least three-quarter of the votes. During voting a non-
casted vote counts as ,against’ in the final count
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6.3 THE AUTHORITY OF CHIEF MANAGEMENT, ESPECIALLY FOR THE RIGHTS OF SHAREHOLDING

The Board of Directors of five members carries out the executive duties for the company. The duties and authority of the
Board of Directors are defined by the arficles of association and the Board of Directors. The authories of the Board of
Directors include the strategy, business and financial actvies of the company, the tasks and authorifies of operation,
organization, the capital increase of company. They also include the authorifes related to own shares, company
foundation, investments, representation of the company and the rights regarding their own functions.

The rights of the Board of Directors to issue and repurchase shares:

e s entfed fo increase the share capital of the Company in the manner set out in the Articles of Association with
the limits of the general authorization;

e isentted o decide on its own equity transactons in case of authorization given by the general assembly within
the set limits;

e isentied to decide onthe acquision of the company’s shares without the authorisation of the general assembly
in caseit is necessary to avoid serious harm o the company. In these cases, the Board of Directors are obligated
to provide information on the reasons for obtaining the shares of the company, the number of shares, their total
nominal value, their counter value and the rate of shares compared to the capital of the company.

There isn't a Compensatory Supervisors Board in the company.

7 PROTECTION OF ENVIROMENT

Although FHB Mortgage Bank Plc. does not pursue business and non-profit activies related to environmental protecon,
it strives to ensure environmentally-friendly work places, maintains and cares the natural and ornamental plants of its
environment It strives to take energy-saving solutions during its operation. In its internal training it emphasizes te
importance of energy and environmentally conscious corporate and employee behaviour.

8 OTHER SERVICES PROVIDED BY THE AUDITOR COMPANY

In 2017, the auding company invoiced to FHB Mortgage Bank Plcin other services HUF 1.3 million related to the issued
bonds.

9 POST-BALANCE SHEET DATE EVENTS

The Board of Directors decided to change the name and image of the company. This will most likely happen in the first
half of 2018.

Budapest, 5 April, 2018

dr.Gyula Laszl6 Nagy Edit Erika Téth
Chief Executive Officer Deputy ChiefExecutive Officer
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Appendix

Description

Accounting
results (HUF

million)

Modification
(HUF million)

Controlling
results (HUF
million)

Modification

Net interestincome

3091

3091

Net commission andfeesincome -561 -141 -702
i Fromprofitor loss of non-financial and non-investmentservices to net
Transacéon e 2 commission and fees income
Own share expenses -9 Fromoperating expenses to net commission and fees income
Acquisiion commissions -74 Fromoperating expenses to net commission and fees income
Collection commission -16 Fromoperating expenses to net commission and fees income
CSIP commission (sale of property on defaulted loans) -35 Fromoperating expenses to net commission and fees income
Execution fees -1 Fromoperating expenses to net commission and fees income
Mortgage bond — consulting fees -37 Fromoperating expenses to net commission and fees income
Mortgage bond — mandatory disclosure fees -1 Fromoperating expenses to net commission and fees income
IRSfee 35 Fromnet commission and fees income fo net profit on financial operations
Net profit onfinancial operations 5758 -4 244 1514
IRS fee -35 Fromnet commission and fees income 1o net profit on financial operations
Exchange losses on shares 4450 Il;:lc;rz &(Ztnqgoﬁt on financial operations to net profit from securiies and
. Fromnet profit on financial operations to net profit from securities and
Exchange gains on shares 241 investments
[ Dividendincome 393 0] 393
Operatingexpenses -4820 174 -4 646
Own share expenses -9 Fromoperating expenses to net commission and fees income
Acquiring brokerage fees -74 Fromoperating expenses to net commission and fees income
Collection brokerage fees -16 Fromoperating expenses to net commission and fees income
CSIP brokerage fees (investmentproperty sale) -35 Fromoperating expenses to net commission and fees income
Execution fees -1 Fromoperating expenses to net commission and fees income
Mortgage bond - consulting fees -37 Fromoperating expenses to net commission and fees income
Mortgage bond — mandatory disclosure fees -1 Fromoperating expenses to net commission and fees income
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Ac;zld?ttsing Modification ~ Controlling
(HUF

results (HUF Modification

Description

(HUF

million)

million)

Net profit onsale ofreceivables
Sale of assefs received through collateralization — expense

Sale of own receivables — expense

Impairment loss on irrevocable claim

Creditloss on sale of SAPNET

Waived claim

Sale of assefs received through collateralization — income
Profit on sale of own receivables

Claim termination, recoverable costs

Impairment on loans and receivables

Reversal ofimpairment on loans and receivables - default
Reversal ofimpairment on loans and receivables - loss
Reversal ofimpairment on loans and receivables — disposal
Reversal ofimpairment on loans and receivables - waived
Impairment utlizaton on loans and receivables —disposal
Reversal ofimpairment on loans and receivables — default
Reversal ofimpairment on loans and receivables - loss
Reversal ofimpairment on loans and receivables - disposal
Reversal ofimpairment on loans and receivables - waived
Impairment utlizaton on loans and receivables - loss
Impairment utlization on loans and receivables - waived

million)

o

165
-10
-813

-19
1399
-279
-18
-67

-1
-424
-3109
-30
-132

-146
-48

1294

Fromprofit or loss of non-financial and non-investmentservices to net profit on sale
of receivables

Fromprofitor loss of non-financial and non-investmentservices to net profiton sale
of receivables

Fromprofit or loss of non-financial and non-investmentservices to net profiton sale
of receivables

Fromprofit or loss of non-financial and non-investmentservices to net profit on sale
of receivables

Fromprofitor loss of non-financial and non-investmentservices to net profiton sale
of receivables

Fromprofit or loss of non-financial and non-investmentservices to net profiton sale
of receivables

Fromprofit or loss of non-financial and non-investmentservices to net profit on sale
of receivables

Fromprofitor loss of non-financial and non-investmentservices to net profiton sale
of receivables

Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
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Description

Profit and loss changes due to changes in impairment
and provisions

Impairment on loans and receivables

Reversal ofimpairment on loans and receivables - default
Reversal ofimpairment on loans and receivables - loss
Reversal ofimpairment on loans and receivables — disposal
Reversal ofimpairment on loans and receivables - waived
Impairment ufilization on loans and receivables - disposal
Reversal ofimpairment on loans and receivables — default
Reversal ofimpairment on loans and receivables - loss
Reversal ofimpairment on loans and receivables - disposal
Reversal ofimpairment on loans and receivables - waived
Impairment utlizaton on loans and receivables - loss
Impairment uilization on loans and receivables - waived
Inventory write-off

Impairment according to HAS

Lossesdue to termination of loan agreements

Reversal of provision fromprior periods — pension, severance
payment

Accounting

results (HUF

million)

1817

Modification
(HUF
million)

2737
1399
-279
-18
-67

-424
-3109
-30
-132
-146
-48

-15
-30

167

Controlling
results (HUF
million)

-921

Modification

Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromimpairment gains and losses 1o net profit on sale of receivables
Fromimpairment gains and losses to net profit on sale of receivables
Fromproft or loss of non-financial and non-investmentservices to impairment
Fromprofit or loss of non-financial and non-investmentservices to impairment
Fromprofit or loss of non-financial and non-investmentservices to impairment
Fromprofit or loss of non-financial and non-investmentservices to impairment
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Description

Profit or loss of non-financial and non-investment

Accounting
results (HUF

million)

Modification
(HUF million)

Controlling
results (HUF
million)

Modification

services

Inventory write-off

Impairment according to HAS

Losses due fo termination of loan agreements
Reversal of provision fromprior periods — pension,
severance payment

Sale of assefs received through collateralization —
expense

Sale of own receivables —expense
Impairment loss on irrevocable claim
Creditloss on sale of SAPNET

Waived claim

Sale of assefs received through collateralization -
income

Profit on sale of own receivables
Claim termination, recoverable costs
Local business tax

Vehicle tax

Property tax

Tax for credit insfitutions

Resolution fund - contribution

-714

2041

15
30

-167

1921

308
165
-10
-813
-19
239

120

1327

Fromprofit or loss of non-financial and non-investmentservices to impairment
Fromprofit or loss of non-financial and non-investmentservices to impairment
Fromprofit or loss of non-financial and non-investmentservices to impairment

Fromprofit or loss of non-financial and non-investmentservices to impairment

Fromprofit or loss of non-financial and non-investmentservices to net profit
on sale of receivables

Fromprofit or loss of non-financial and non-investmentservices to net profit
on sale of receivables

Fromprofitor loss of non-financial and non-investmentservices to net profit
on sale of receivables

Fromprofit or loss of non-financial and non-investmentservices to net profit
on sale of receivables

Fromproft or loss of non-financial and non-investmentservices to net profit
on sale of receivables

Fromprofit or loss of non-financial and non-investmentservices to net profit
on sale of receivables

Fromprofit or loss of non-financial and non-investmentservices to net profit
on sale of receivables

Fromproft or loss of non-financial and non-investmentservices to net profit
on sale of receivables

Fromprofit of loss of non-financial and non-investmentservices to taxes from
operations

Fromprofit of loss of non-financial and non-investmentservices to taxes from
operations

Fromprofit of loss of non-financial and non-investmentservices to taxes from
operations

Fromprofit of loss of non-financial and non-investmentservices to taxes from
operations

Fromprofit of loss of non-financial and non-investmentservices to taxes from
operations
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Description

Cooperative CreditInstitutions Capital Fund -

Accounting
results (HUF
million)

Modification

(HUF million)

101

Controlling
results (HUF
million)

Modification

Fromprofit of loss of non-financial and non-investmentservices to taxes from

contribution operations
The Integrational Organization of Cooperative Credit 105 Fromprofit of loss of non-financial and non-investmentservices o taxes from
Insfitutions —membership fee operations . _ .
National Bank — Supervision fee o8 g;c;r:; [‘:(r)(r):‘ist of loss of non-financial and non-investmentservices to taxes from
Creditinsituons allowance 0 EFr)cér:; E)Cr)cr)g of loss of non-financial and non-investmentservices to taxes from

i Fromprofit or loss of non-financial and non-investmentservices to net
Transacton fee 2 commission and fees income
Net income from securities and investments 4209 4209

Fromnet profit on financial operations to net profit from securities and

Exchange losses on shares 241 investments
Exchange gains on shares 4450 Fromnet profit on financial operations to net profit from securiies and

investments
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Description

Accounting
results (HUF

Modification
(HUF million)

Controlling
results (HUF

Modification

million)

million)

Taxes - fromoperations 0 -958 -958
Local business Fromprofit of loss of non-financial and non-invesimentservices to taxes from
ust X -239 operations
. Fromprofit of loss of non-financial and non-investmentservices to taxes from
Vehicle tax 3 operatons
Fromprofit of loss of non-financial and non-investmentservices to taxes from
Property tax 0 operations
Tax for credit insitutions Fromprofit of loss of non-financial and non-investmentservices o taxes from
X ! 0 operations
' . Fromprofit of loss of non-financial and non-investmentservices to taxes from
Resolufion fund - confribution 2120 operations
Cooperative CreditInstitutions Capital Fund - Fromprofit of loss of non-financial and non-investmentservices to taxes from
contribution -101 operations
The Integrational Organization of Cooperative Credit 105 Fromprofit of loss of non-financial and non-invesimentservices to taxes from
Insfitutions —membership fee operations _ . _
National Bank — Supervision fee 28 E;c;r;;ﬁ(r)(r)g of loss of non-financial and non-investmentservices to taxes from
Creditinstiuions allowance 0 gFr)cérrT;1 ;;cr)zﬁst of loss of non-financial and non-investmentservices o taxes from
Banking tax -362 FromTax fo taxes from operations
| Profit before taxes | 4963 | -362 | 4601] |
| Tax | -362 362 | 0] |
| Profit after tax | 4601| 0] 4601 |
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