ANNUAL
seporT 2018



| Survey of Results 2014-2018

According to International Financial Reporting Standards (IFRS)

2017
Consolidated data (CZK million) restated’
Financial results
Net operating income 32,203 31,060 31,750 31,044 30,677
of which Net interest income 22,509 20,985 21,067 21,357 21,423
of which Net fees and commissions 6,220 6,284 6,683 6,968 6,752
of which Net profit on financial operations 3,209 3,576 3,837 2,610 2,385
Total operating costs (14,635) (14,510) (14,026) (14,352) (13,065)
Profit attributable to the Group’s equity holders 14,846 14,930 13,688 12,758 12,954
Earnings per share (CZK)? 78.61 79.05 72.48 67.55 68.59
Balance sheet
Total assets 1,059,932 1,001,652 922,737 891,556 953,261
Loans and advances to customers, net® 624,954 593,639 580,198 532,617 494,706
Amounts due to customers 812,451 762,043 699,377 656,287 701,867
Total shareholders’ equity* 99,931 94,450 101,570 102,413 106,363
Ratios (%)°®
Return on average equity (ROAE)® 15.28 15.07 13.42 12.22 12.95
Return on average assets (ROAA)® 1.44 1.55 1.51 1.38 1.43
Net interest margin® 2.33 2.33 2.53 2.60 n.a.
Cost/income ratio 45.45 46.72 44.18 46.23 42.59
Capital’
Capital adequacy (%) 18.48 18.63 16.18 16.34 16.42
Tier 1 ratio (%) 17.91 18.02 16.18 16.34 16.42
Tier 1 80,788 76,525 71,659 66,606 63,095
Tier 2 2,578 2,560 0 0 0
Total regulatory capital 83,366 79,084 71,659 66,606 63,095
Total risk-weighted assets 451,052 424,566 442,865 407,642 384,186
Other data
Number of employees, average 8,413 8,492 8,476 8,426 8,520
Credit ratings (as of end of February 2019)® Short-term Long-term
Standard & Poor’s A-1 A
Moody’s Prime-1 Al
Fitch F1 A
Notes

1. Comparative data has been restated to reflect the presentation of the current period - see section 3.6 Changes in accounting policies and reclassifications in the
Consolidated Financial Statements. Balance sheet items presented as of 1 January 2018 including effect of IFRS 9 implementation.

Adjusted for the effect of 1-to-5 split of KB shares carried out in April 2016.

Figures for 2014-2016 include also debt securities issued by KB corporate clients.

Not including Non-controlling interest.

According to the Komeréni banka methodology.

Ratios for 2018 based on figures according to IFRS 9; ratios for 2014-2017 based on figures according to IAS 39.

According to Basel lll.

KB was assigned a credit rating by rating agencies registered under Regulation of the European Parliament and Council Regulation (EC) No. 462/2013.

KB has considered appointment of rating agencies in accordance with Article 8d of this Regulation and decided not to appoint a rating agency whose market
share is smaller than 10%.
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Definitions of the Alternative Performance Measures mentioned in this annual report are provided in the respective section herein.



2017

Separate data (CZK million) 2018 restated’ 2016 2015 2014
Financial results
Net operating income 30,707 29,216 30,608 28,995 27,762
of which Net interest income 19,499 17,756 20,571 19,883 18,875
of which Net fees and commissions 5,585 5,702 5,979 6,287 6,370
of which Net profit on financial operations 3,181 3,570 3,830 2,665 2,363
Total operating costs (13,155) (13,058) (12,710) (13,113) (11,871)
Net profit 15,238 14,914 14,119 12,424 12,768
Balance sheet
Total assets 1,001,504 944,230 868,065 835,526 862,766
Loans and advances to customers, net? 553,888 531,085 527,143 484,474 449,180
Amounts due to customers 755,039 702,053 638,410 593,059 601,412
Total shareholders’ equity 92,721 87,004 93,032 93,303 95,634
Ratios (%)
Return on average equity (ROAE)* 16.96 16.42 15.15 18.15 14.24
Return on average assets (ROAA)* 1.57 1.64 1.66 1.46 1.56
Net interest margin® 217 2.13 2.34 n.a. n.a.
Cost/income ratio 42.84 44.69 41.53 45.23 42.76
Capital®
Capital adequacy (%) 19.60 19.41 16.91 16.66 17.05
Tier 1 ratio (%) 18.97 18.75 16.91 16.66 17.05
Tier 1 77,769 72,622 67,263 61,665 59,151
Tier 2 2,578 2,560 0 0 0
Total regulatory capital 80,347 75,181 67,263 61,665 59,151
Total risk-weighted assets 409,958 387,330 397,796 370,228 346,938
Other data
Number of employees, average 7,458 7,551 7,549 7,538 7,624
Number of points of sale 365 387 392 397 399
Number of clients (thousands) 1,668 1,664 1,654 1,647 1,626
Number of ATMs 776 764 768 772 754
Notes

1. Comparative data has been restated to reflect the presentation of the current period - see section 3.6 Changes in accounting policies and reclassifications in Separate
Financial Statements. Balance sheet items presented as of 1 January 2018 including effect of IFRS 9 implementation.

According to the Komeréni banka methodology.
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According to Basel IIl.

Definitions of the Alternative Performance Measures mentioned in this annual report are provided in the respective section herein.

Further information

Detailed financial and operational information about
Komeréni banka Group is available in other publications

on KB’s website for shareholders and investors
www.kb.cz/investors. Additional information on

corporate social responsibility and ethics at KB is

available in the ‘Corporate Social Responsibility’ section

at https://www.kb.cz/en/about-the-bank/about-kb.
Information about KB’s products and services is accessible
from the homepage www.kb.cz/en.

This document contains a number of forward-looking
statements relating to the targets and strategies of
Komeréni banka Group. These statements are based

Figures for 2014-2016 include also debt securities issued by KB corporate clients.

Ratios for 2018 based on figures according to IFRS 9; ratios for 2014-2017 based on figures according to IAS 39.

on numerous assumptions, both general and specific.

As a result, there is a risk that these projections will not be
fulfilled. Forward-looking statements are valid only as of the
date they are made, and it should not be assumed that they
will be revised or updated in the light of new information

or future events. Readers are therefore advised not to rely
on this information more than is justified, as the Group’s
future results are liable to be affected by a number of
factors and may therefore differ from current estimates.

Readers are advised to take into account factors of
uncertainty and risk when basing their investment decisions
on information provided in this document.

Contacts

Komercéni banka, a.s.

Na Prikopé 33, 114 07 Prague 1
Telephone: (+420) 485 262 800
Email: mojebanka@kb.cz
Internet: www.kb.cz

Contact for shareholders and investors:
Investor Relations
Telephone: (+420) 955 532 155,
955 532 156,
955 532 734
Internet: www.kb.cz/investors
Email: investor_relations@kb.cz



Loans to clients
(KB Group, gross loans, CZK billion)*

2017 606.1

2018 634.6

CZK 634.6 billion +4.7%

* Excluding Other amounts due from customers and repo operation with
clients, but including debt securities issued by KB corporate clients.

Client deposits
(KB Group, CZK billion)*

2017 756.0

2018 795.6

CZK 795.6 billion +5.2%

* Excluding repo operations with clients.

Profit attributable to the Group’s equity holders
(CZK billion)

-
©

2017 4

2018 14.8

CZK 14.8 billion (0.6%)

Number of standalone Bank clients

2017 1,664,000

2018 1,668,000

1,668,000 clients +0.2%
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The full legal names of KB Group companies mentioned in
simplified form throughout this annual report are listed in the
section “Komercni banka Group” on pages 27 and following.

History

Komeréni banka was established in 1990 as a state institution,
and in 1992 it was transformed into a joint-stock company.
KB’s shares have been listed on the Prague Stock Exchange
since its inception in 1993, as well as within the RM-System.

In 2001, the state’s 60% holding in Komeréni banka was
purchased by Société Générale. Following privatisation,

KB began significantly to develop its activities for individual
customers and entrepreneurs while continuing to build on its
traditionally strong position in the enterprises and municipalities
market.

The development of the Bank was based not only on organic
growth but also on optimising the Bank’s and the Group’s
presence on the market in the form of acquisitions. Therefore,
in 2004, a short-lived subsidiary of KB and SG, Franfinance
Consumer Credit, was merged with ESSOX and focused on
consumer finance. In 2005, Komeréni banka sold 100% of

its stake in the asset management company IKS KB, a.s. to

SG Asset Management and a 51% stake in Komer¢ni pojistovna
to SOGECAP S.A., whereby it retained a 49% minority interest.
In 2006, it completed the acquisition of Modra pyramida by
buying the remaining 60% stake, through which the Bank
gained full control over the third-largest building savings bank
in the Czech Republic. Another significant step in extending the
offer to clients was the acquisition of a 50.1% share in SGEF,
the leading provider of asset-backed financing in the Czech
Republic. Through a branch, SGEF also is active in Slovakia.

In 2016, KB established a business alliance for credit and

debit card acceptance whereby it transferred its share of its
Cataps subsidiary to Worldline NV. In July 2016, then, ESSOX’s
subsidiary completed takeover of a 100% stake in PSA Finance
CZ and PSA Finance SK.

KB is progressively optimising the location of its individual central
functions at two locations in Prague, one of which is a building
on Wenceslas Square in the city centre and the other a new
office complex at Stodulky in the western part of Prague. The
first relocation to the new headquarters building in Stoddlky took
place in 2012, and in 2017 KB decided to purchase a second,
neighbouring building that it has been using since 2018. In the
context of this optimisation, and among other things, KB in

2017 sold the Na Pfikopé 33 building in the centre of Prague to
Commerz Real, a part of the Commerzbank Group.

Komeréni banka has been operating in Slovakia since 1995,
originally in the form of a subsidiary. Komer¢ni banka Bratislava
has successfully implemented changes connected with adoption
of the euro (EUR) in 1 January 2009. In January 2009, the

KB Board of Directors approved a plan for transformation of
Komeréni banka Bratislava from a subsidiary to a foreign branch,
which was completed by a merger of the two entities. Since

1 January 2011, it has operated as a foreign branch of the Bank.

| Profile of KB

Société Générale Group

Komeréni banka has been an important part of Société Générale
Group’s international retail banking since October 2001. Societe
Generale is one of the leading European financial services
groups. Based on a diversified and integrated banking model,
the Group combines financial strength and proven expertise

in innovation with a strategy for sustainable growth. It aims to

be a trusted partner for its clients and is committed to positive
change in society and the economy.

Société Générale has been helping clients for more than 150
years and maintains a strong position in Europe and connections
to the rest of the world. Société Générale has over 147,000
employees in 67 countries and supports on a daily basis 31
million individual clients, businesses and institutional investors
around the world by offering a wide range of advisory services
and tailored financial solutions. The Group is built on three
complementary core businesses:

e French Retail Banking, which encompasses the Societe
Generale, Crédit du Nord and Boursorama brands. Each offers
a full range of financial services with omnichannel products at
the cutting edge of digital innovation;

¢ |nternational retail banking, insurance and financial services
to corporates with a presence in emerging economies and
leading specialised businesses;

e Global Banking and Investor Solutions, which offers
recognised expertise, key international locations and
integrated solutions.

Société Générale is included in the main sustainability indices:
DJSI (World and Europe), FTSE4Good (Global and Europe),
Euronext Vigeo (World, Europe and Eurozone), four of the

STOXX ESG Leaders indices, and the MSCI Low Carbon Leaders
Index.
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Company profile

Komeréni banka, a.s. (hereinafter also “KB” or the “Bank”) is
the parent company of KB Group (hereinafter also the “Group”)
and a member of the Société Générale international financial
group. KB ranks among the leading banking institutions in the
Czech Republic, as well as in Central and Eastern Europe. It

is a universal bank providing a wide range of services in retalil,
corporate and investment banking. Member companies of
Komeréni banka Group provide additional specialised financial

services, such as pension savings and building society schemes,
leasing, factoring, consumer lending and insurance. These are
accessible through KB’s branch network, its direct banking
channels, and the subsidiaries’ own sales networks. The Bank
also provides services in the Slovak Republic through its branch
focused on serving corporate clients as well as through selected
subsidiaries.

Loans to clients (gross loans)* Amounts due to customers**

CZK billion
KB Group
KB - total (including KB Slovakia)
- Individuals
— Businesses and other (including KB Slovakia)
— Small businesses
— Medium corporates and municipalities
- Top Corporates and other (including KB Slovakia)
Modra pyramida
ESSOX (including PSA Finance)
Factoring KB
SGEF
Bastion
Consolidation and other adjustments

31 December 2018

31 December 2017 31 December 2018 31 December 2017

634.6 606.1 795.6 756.0
561.8 541.4 736.5 696.1
249.5 244.0 276.6 251.5
312.3 297.4 459.9 444.6
35.5 34.1 187.1 175.9
104.8 103.4 157.9 150.5
172.0 159.8 114.9 118.1
50.7 43.6 61.8 62.6
17.3 15.5 0.2 0.1
9.0 8.0 0.8 1.3
28.1 26.1 n.a. n.a.
2.7 2.8 n.a. n.a.
(34.9) (31.3) 3.7 4.1)

*

Excluding Other amounts due from customers and repo operations,
Excluding repo operations with clients.

*k

but including debt securities issued by KB corporate clients.

Komer¢ni banka, a.s. | Annual Report 2018



The Bank’s identification details
as of 31 December 2018

Komeréni banka, a.s., entered in the Commercial Register
maintained with the Municipal Court in Prague, Section B,
File No. 1360

Date of registration:
5 March 1992

Registered office:
Prague 1, Na Pfikopé 33, building identification number 969,
postal code 114 07

Identification number:
45317054

Legal entity identifier (LEI):
[YKCAVNFR8QGFO0HV840

Legal form:
Public limited company

Business activities:
I.  The Bank shall carry on business pursuant to

Act No. 21/1992 Coll., the Banking Act, as amended.

The business activities of the Bank shall include:
acceptance of deposits from the public;
granting of loans;
investing in securities on the Bank’s own account;
financial leasing;
making and receiving payments and administration of
a clearing system;

f) issuing of payment instruments, such as payment cards
and traveller’s cheques,

g) provision of guarantees;

h) issuing of letters of credit;

i) provision of collection services;

j) provision of investment services including:

e main investment services of reception and transmission,
on behalf of investors, of orders in relation to investment
instruments,
main investment services of execution of orders on
behalf of investors in relation to investment instruments,
main investment services of dealing in investment
instruments for the Bank’s own account in relation to
investment instruments,
main investment services of managing portfolios of
investments in accordance with mandates given by
investors on a discriminatory, client-by-client basis
where such portfolios include one or more investment
instruments,
main investment services of underwriting in respect of
issues of investment instruments and/or the placing of
such issues in relation to investment instruments,
ancillary services of safekeeping and administration in
relation to investment instruments,
ancillary services of safe custody,
ancillary services of granting credits or loans to an
investor for the purpose of allowing the investor to carry
out a transaction in one or more investment instruments
wherein the firm granting the credit or loan is involved in
the transaction in relation to the investment instrument,

cL
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| Profile of KB

ancillary services of advice to undertakings on capital
structure, industrial strategy and related matters and
advice and service relating to mergers and the purchase
of undertakings,
ancillary services of services related to underwriting in
relation to investment instruments,
ancillary services of investment advice concerning
investment instruments in relation to investment
instruments, and

¢ ancillary services of foreign-exchange service where

these are connected with the provision of investment
services;

k) dealing on the Bank’s own account or on the client’s

account in foreign currencies and gold;
I) financial brokerage;
m) foreign exchange operations (purchase of foreign
currency);
provision of depository services;
provision of banking information;
renting of safe-deposit boxes;
issuing of mortgage bonds; and
activities directly related to those mentioned in paragraphs

a)-q).
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Il. Furthermore, the business activities comprise activities
carried out for another as long as these activities relate to
the operation of the Bank and to the operation of other banks
controlled by it, of saving and credit unions, investment
companies, insurance and reinsurance companies, financial
institutions and of businesses which provide ancillary banking
services in the scope specified below:

a) accounting consultancy activities, book-keeping, tax
record-keeping;

b) intermediating of trades and services;

c) advisory and consulting activities, preparation of expert
studies and reports;

d) administration and maintenance of real property;

e) organisation of specialised courses, training, and other
educational programmes, including teaching;

f) provision of software, advisory in information
technologies, data processing, hosting and relating
activities and web portals; and

g) administration and organisational services.

Registered capital:
CZK 19,004,926,000; of which paid up: 100%

Method of the Company’s establishment:

In accordance with the privatisation project of the state financial
institution Komeréni banka, with its registered office at Prague,
Na Prikopech 28, approved by resolution of the Government of
the Czechoslovak Federative Republic No. 1 of 9 January 1992
and No. 109 of 20 February 1992, the National Property Fund of
the Czech Republic, as the sole founder, established the public
limited company Komeréni banka, a.s., based on a Deed of
Incorporation of 3 March 1992 under Sec. 172 of the Commercial
Code.

Foreign branch:

Name: Komeréni banka, a.s., pobocka zahrani¢nej banky
Registered office: Bratislava, HodZovo namestie 1A, postal
code 811 06, Slovak Republic
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Report of the Board of Directors

on the Bank’s and Group’s business activities
and financial position

Vision

Real bank for real situations

Mission

We stand by discerning individuals and their families, small
businesses and corporations, support them throughout their
lifetime journeys and diverse business ventures to succeed in

the dynamic world. We provide first-class advisory, tailor-made
solutions and leading industry innovations through our passionate
people and convenient digital channels.

KB Change - KB’s updated strategy

KB aims to be a lifetime partner with a human touch for active
individual, small business and corporate customers, to provide
employees a sense of purpose and room for growth, and to
deliver long-term sustainable profitability to shareholders while
acting responsibly towards society.

In order to address the key challenges existing in the Czech
banking market, including the ongoing erosion of product
margins due to competition and regulation, clients’ swiftly
escalating preference for digital banking channels, and rapid
development of banking technologies, Komeréni banka has
decided in 2018 to update its strategic direction. The KB Change
programme defines the steps of this transformation.

The updated strategy for 2018-2020 years focuses on reinforcing
or achieving market-leading customer satisfaction status as
measured by Net Promoter Score in the target client segments of
affluent individual clients, small and medium-sized enterprises, as
well as large corporations. KB will differentiate itself in the market
by best-in-class advisory, a relevant and comprehensive product
offer leveraging the global scale of the Komer¢ni banka and
Société Générale groups, and its ability to provide better service
in a simple and efficient way with tailored financial solutions.

In the years 2018-2020, KB will simplify, digitalise and accelerate
key customer processes and journeys in retail and corporate
segments. The simple basic services will be increasingly provided
through digital and self-service tools. The Bank will be proactively
seeking options for improving the experience and value it delivers
to customers, including through partnerships with external
providers of services that may enrich KB’s offer. Mainly to further
strengthen its concentration on client satisfaction, KB will also
upgrade the employee motivational schemes.

The improvements in culture, organisation and motivations
should lead to increased engagement of employees. Leadership,
accountability and information flow will be enhanced by
organisational delayering and by optimising the management
span of control. Activities leading to change or improvement in
the Bank’s functions, which represent approximately 30% of
headquarters activities, will be organised in agile cross-functional
teams built around specific client needs or journeys, with
advanced data analytical capacities. The operating model for the
retail network will adapt to the pace of change in consumption

of banking services, the network management structure will be
simplified, the number of branches will be reduced by 10-15%,
and the Bank will increase the share of branches wherein cash
services are provided through deposit-taking ATMs. The capacity
to share specialised expertise by remote means will be enhanced.
The improved coordination and efficiency of processes will bring
a 5% reduction in the number of employees from the end of 2017
through the end of 2019’s first half. The control environment of
the Bank will remain unaffected.

The KB Change 2020 plan is designed to generate recurring
financial benefits in terms of faster growth of revenues and
gross operating income, mainly driven by stronger growth of
lending and assets under management; savings in operating
expenditures from improved overall efficiency; and, in the later
stage, savings in needed capital expenditures due to improved
processes and allocation efficiency. In support of achieving the
plan’s goals, KB will enhance its investments in 2018 and 2019,
mainly focused on improving its capacity for provision and sales
of services through digital channels. Implementation of the plan
will bring a net positive financial contribution starting from 2019.

Komer¢ni banka, a.s. | Annual Report 2018



Key ambitions of KB Change programme for the year
2020

Ambition category Target population Metric Target as
announced in May
2018
Client Defined Net Promoter Number 1
satisfaction individual clients Score among key
Small and peers in each
medium target segment
enterprises
Large
corporations
Employee KB Group Composite index =80%
engagement employees
Working in agile KB headquarters % of HQ 30%
employees
Revenues KB Group Net banking >CZK 33 billion
income
(excluding one-
off items)
Operational KB Group Operating <45%
efficiency expenses / Net
banking income
(excluding one-
off items)
Profitability KB Group Return on >12%

shareholders’
equity (excluding
one-off items)

Principles of corporate social responsibility

To act responsibly towards the society where it operates is

a strategic priority of Komeréni banka. Responsibility is the basis
of every partnership, and it is also a pre-condition for a long-
term successful business. Komeréni banka acts responsibly

in relations with clients, employees, shareholders, society as

a whole and the environment. KB perceives that such behaviour
is in accordance with interests and expectation of the main
stakeholders, as well as with applicable regulations.

Specifically, KB develops responsible business in economic,
environmental and societal areas, through a variety of activities at
all levels, and as an integral aspect of the entire organisation.

KB’s CSR activities are developed within the following
organisational areas:

Client satisfaction

Ethics and responsible banking

Responsible employer

Protection of environment

Social trends and innovations

Sponsoring and charity

The detailed non-financial information on Komeréni banka’s
corporate responsibility activities and results, including on the
topics of environment, social and employment relations, respect
for human rights and fight against corruption and bribery, is
provided in the separate chapter of this annual report.

| Strategy and results

Code of conduct

Only by taking an ethical approach to doing business and
providing financial services, can Komer¢ni banka hope to
maintain and even strengthen its market position over the
long-term horizon. A fundamental prerequisite to successfully
developing the company consists in professional conduct

and behaviour on the part of its employees, as exemplified

in particular by fostering and preserving direct and open
relationships with clients as well as by fortifying the mutual
trust between KB and its clients. Komeréni banka expects all its
employees to be fully aware of and committed to their obligation
to act in accordance with the ethical standards set forth in its
Code of Ethics and to endeavour always to adhere to those
standards.

Corporate governance

Komeréni banka acceded to and upholds all the principal
standards of corporate governance in compliance with the
Corporate Governance Code based on the OECD principles
as amended in 2004 and issued by the Czech Securities
Commission. The Czech wording of the Revision of the Code
is available on the website of the Ministry of Finance of the
Czech Republic at www.mfcr.cz. Moreover, in September
2018, Komeréni banka registered for compliance with all

main corporate governance standards set by the Corporate
Governance Code of the Czech Republic (2018), issued by the
Institute of Administrative Bodies on the basis of international
standards of corporate governance (in particular G20 / OECD
Principles of Corporate Governance from 2015). Its full text in
Czech is available at http://www.cginstitut.cz/cs/dokumenty/.
Komeréni banka’s Board of Directors applies and develops the
aforementioned principles of corporate governance in a spirit
of transparency, accountability and long-term prospects, and it
translates these best practices into its internal procedures and
regulations.

Sustainable development

Komeréni banka is aware of the influence that its activities

have on the surroundings wherein it operates, and it considers
responsible behaviour to be important. Therefore, it adopts
adequate measures which on the one hand should eliminate
negative influences on the environment and on the other
contribute to its protection and improvement. KB monitors the
impact of its activities on the environment and identifies those
areas upon which it needs to focus. Komeréni banka then adopts
measures directed towards effectively reducing its environmental
impact.

Profile of KB
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Major events of 2018
January

From 1 January 2018, PSA Finance Czech Republic became

a part of ESSOX. The merger created further room for improving
services to clients in the automotive financing area and for
boosting operational efficiency.

The second EU Payment Services Directive (PSD2), introducing
the concept of Open Banking, became effective. KB will gradually
enrich its offer with services and applications of other financial
service providers.

February

KB significantly improved access to bank branch services

for hearing-impaired clients. More than 60 branches are now
equipped with the eScribe online service that transcribes the
discussion between a client and bank advisor into a written form.
The service is provided by Transkript online, a social enterprise
employing blind speedwriters.

March

Komeréni banka launched a new version of its website
www.kb.cz, which now offers greater clarity, simplicity and
transparency. Separate home pages were created for major
groups of clients (individuals, entrepreneurs and businesses),
reflecting their differing requirements. Obtaining a banking
product or service has been made much easier on the new www.
kb.cz. The website even provides tips and advice for typical life
situations.

The Bank outfitted its internet banking application for small
businesses with a Fakturoid tool for issuing, administering, and
following up invoices and similar payments.

KB opened the first business centres within its branch network.
Their aim is to provide services and advice to clients from small
companies and entrepreneurs to an extent that heretofore has
been reserved for large companies.

April

At the General Meeting on 25 April, Komeréni banka’s
shareholders approved the reported financial results, distribution
of profit, and paying out of the 2017 dividend of CZK 47 per
share. Shareholders were informed about Komeréni banka’s
strategic directions to be pursued in the months ahead.

KB extended its partnership agreement with the Association of
Private Farming of the Czech Republic. Through this partnership,
the Bank supported, for example, a traditional rural festival during
which members of the Association opened their farms to the
public all across the Czech Republic.

With its KB Express Financing product, the Bank shortened
to 5 days the time required to decide on uncomplicated loans
for small and medium-sized enterprises in amounts up to
CZK 25 million.

May

The number of clients with the KB Mobilni banka application
surpassed 500,000. KB recently enhanced its mobile banking
application with several features that were heartily welcomed by
clients, such as Face ID and Touch ID authorisation, the Trusteer
Mobile security solution from IBM, and integration with Apple
Watch and Android Wear devices.

SGEF allocated CZK 2.5 billion under a programme entitled
“Climate Action” that, thanks to a guarantee from the European
Investment Bank, provides advantageous financing for projects
reducing undesirable environmental footprints. SGEF and KB
traditionally partner with European financial institutions.

June

In co-operation with Société Générale, KB introduced a multi-
bank internet banking application known as Sogecash Web, as
well as its mobile version Sogecash Web Mobile. With a single
login, clients are able to manage their accounts in several SG
Group banks across multiple countries. With the possibility to
extend the Sogecash® SWIFTNet and Sogecash® SFTP tools,
KB is now able to meet the comprehensive cash management
needs of multinational companies.

KB introduced a new and limited WANTED range of payment
cards depicting such diabolical comic book characters as Harley
Quinn, the Joker and Catwoman.

July

In co-operation with Benzina, KB launched the first of a new type
of ATM specially designed for motorists. The so-called “Drive-up”
ATM enables convenient cash withdrawals or deposits directly
through the car window.

With effect from 1 August 2018, the Supervisory Board of
Komeréni banka elected Mr David Formanek and Mr Miroslav
Hirsl as new members of the Board of Directors.

August

Komeréni banka launched a new version of its internet banking.
Among other advantages, the new version simplifies the sending
of money between corporate and personal accounts and enables
easy simultaneous viewing of multiple owners’ accounts.

The Bank accelerated payments to other banks within the Czech
Republic. Payments in Czech crowns are now transferred within
one day.

September

Komeréni banka became the first company in the Czech Republic
to be included into the FTSE4Good Index Series. This series

of stock market indices is one of the tools investors can use in
looking for companies based upon their approach to managing
environmental, social and corporate governance risks.
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In co-operation with the fintec platform Creative Dock, Komeréni
pojistovna launched its fully online Mutumutu life insurance that
promotes a healthy lifestyle and motivates people to take care of
themselves.

October

Gaél Loaec became Komeréni pojistovna’s new CEO and
Chairman of the Board of Directors.

Komeréni banka and the Agrarian Chamber of the Czech
Republic extended their partnership agreement into 2019.

This step once again confirms the traditionally good long-term
relationship between Komeréni banka and the Agrarian Chamber,
many of whose members are also KB clients.

The Association of Small and Medium-Sized Enterprises and
Tradesmen of the Czech Republic (AMSP CR) and Komeréni
banka concluded a framework co-operation agreement for 2019
and continue their partnership in support of Czech entrepreneurs
and their competitiveness.

The Czech National Bank’s recommendation on the maximum
ratio of a client’s debt to net annual income and the maximum
ratio for the amount of debt service to net income came into
effect for mortgage lending.

Komeréni banka’s clients who hold accounts also with Ceska
spofitelna or Air Bank will be able to interconnect these accounts
using KB’s MojeBanka online banking, as well as with KB’s
Mobilni banka.

November

Komeréni banka once again won the title Best Private Bank in
the Czech Republic. This recognition is regularly awarded by the
renowned financial magazine The Banker, part of the Financial
Times Group.

Komeréni banka and the Union of Towns and Municipalities of
the Czech Republic concluded another three-year co-operation
contract that will contribute to the development of local
governments while improving local representatives’ knowledge
of banking services and bankers’ knowledge in the field of public
administration.

KB Clients can now pay using Garmin (Garmin Pay) and Fitbit
(Smart Pay) watches.

Komeréni pojistovna introduced another new product, a fully
online CUBIQ personal property insurance product. The KP

product was created in collaboration with the Creative Dock
platform.

Komeréni banka launched a new way of signing into internet
banking using a secure smartphone application, so-called KB
Key. Customers are given a choice to replace their security
certificates with a smartphone application, thus allowing them
access to their bank accounts from any device.

| Strategy and results

December

Both KB internet and mobile banking allowed clients to view their
balances and transaction histories on the accounts at some other
banks.

The Bank began processing payment orders in 24/7 mode.
Transfers between accounts within KB are executed in seconds.

KB introduced a multicurrency overdraft with cash pooling for
corporate clients, an effective liquidity management tool.

Year 2019

On 7 January 2019, KB SmartSolutions, s.r.o. (a fully owned

KB subsidiary) was established with the aim to facilitate the
preparation of some new KB Group services. Subsequently, on
8 January 2019, My Smart Living, s.r.o. (a fully owned subsidiary
of KB SmartSolutions, s.r.0.) was established. It will develop
solutions to meet clients’ needs in relation to housing.

With effect from 14 January 2019, Ms Sylva Kynychova,

Mr Ondfej Kudrna and Mr Vojtéch Smajer were elected members
of the Supervisory Board. The newly elected members of the
Supervisory Board are employees of Komeréni banka.

With effect from 14 January 2019, Mr Margus Simson was
elected by the Supervisory Board as a new member of the

Board of Directors. Mr Simson will hold the post of Chief Digital
Officer with responsibility for managing Information Technology,
Organization and Change Management, Information Management
and Tribes for Platform Services, Enterprise Services, Business
Services and Data Management.

The Supervisory Board appointed Ms Cécile Camilli

a substitute member of the Supervisory Board with effect from

15 January 2019 until the next general meeting. Komeréni banka,
a.s., has received a favourable opinion from the Czech National
Bank regarding her appointment. Ms Camilli is Managing Director
and head of CEEMEA Debt Capital Markets at Société Générale.

With effect from 14 January 2019, Mr Pavel Jirak became
Chairman and CEO of Modra pyramida stavebni spofitelna.

With effect from 1 February 2019, Mr Jan Kotik became Chairman
and CEO of Factoring KB.

Profile of KB
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Economic and monetary environment in 2018

The year 2018 marked the time when the Czech National Bank
moved substantially in a direction towards normalising monetary
conditions. Extremely loose monetary policy had previously
existed as a legacy of the 2012 and 2013 European debt crisis.
The first step had been to abolish the exchange rate regime in
April 2017, thereby initiating a trend of rising interest rates to
finally move them away from zero. After a two-fold rise in rates
during 2017, the climbing trend gained momentum in 2018. Five
increases in the key two-week repo monetary policy rate brought
that to 1.75% at the end of 2018. The return of interest rates
closer to neutral values — which we regard as being between
2.50% and 3.00% — was due to a particularly robust inflationary
environment against a background of rapid wage growth and
strong consumer demand.

The Czech economy was operating during 2018 with a gradually
narrowing but positive output gap. The above-average economic
expansion of 4.5% seen in 2017 had definitely ended, as 2018
saw economic growth return to a more sustainable level close

to its potential. Overall growth in the Czech economy of 3.0%'
was driven primarily by domestic demand. Its strength was more
than offset, and especially in the second half of the year, by

a worsening external environment.

Domestic demand was benefitting from both of its main
components: household consumption and investment activity.
The performance of each came up against significant limits
existing in the domestic economy during 2018, however.
Shortages in the work force and historically high utilisation of
production capacities had stimulated investment activity in the
private sector since mid-2017. Although public investments had
been lagging behind, these eventually picked up as well in 2018’s
second half. Public investment activity was supported by the
need to tap into the allocated part of EU funds. Otherwise, there
was a risk that the Czech Republic would not be able to utilise
them at all.

The year 2018 was characterised by an extremely tight labour
market. The unemployment rate sank to 2.1% in the last quarter
of the year and was the lowest in the history of the time series
since 1993.2 From mid-year, ongoing economic growth and

the related job creation had intensified the existing acute

labour shortage. According to labour office data, the number

of vacancies in December 2018 exceeded the total number of
job seekers by 1.4 times.® This resulted in robust wage growth
that reached the highest dynamics seen since 2001. Higher
disposable income naturally was reflected in higher sales by
retailers.* Retail sales in real terms (excluding car sales) added
4.8% last year. Car sales, however, fell by 2.1%. In the service
sector,’ sales increased by 2.8% in real terms, with revenues from
information and communication activities rising faster (5.3%) than
the average.

" https://www.czso.cz/csu/czso/ari/gdp-preliminary-estimate-4th-quarter-of-2018

2 https://www.czso.cz/documents/10180/61546974/czamcr020419.xIsx/86736680-
Obbe-4d47-8f4a-a8b381c61c75?version=1.1

3 http://portal.mpsv.cz/portalssz/download/getfile.do?filename=stat-2018-12.zip&_
lang=cs_CZ

4 https://www.czso.cz/csu/czso/ari/retail-trade-december-2018
5 https://www.czso.cz/csu/czso/ari/services-4-quarter-of-2018

While domestic demand (excluding inventories) recorded

a significant positive contribution to economic growth in 2018,
the contribution of external trade was negative. The strong
domestic demand induced greater imports of consumer and,
especially, capital goods. On the contrary, exporters did not
perform all that well in 2018. Weak external demand was
especially evident for Czech producers in the key automotive
industry. German car producers had to face the transition to new
homologation of combustion engines, and the escalation of trade
conflicts between the United States and its key trading partners
coupled with uncertainty surrounding Brexit to play a significant
role in cooling foreign trade dynamics. Overall, last year’s external
trade balance recorded a surplus of CZK 132.7 billion.® That

was its lowest level in the past three years. The Czech Republic
thereby reconfirmed its strong dependence on the European
market. The vast majority — 83.6% — of all Czech exports were
destined for the EU in 2018. The most important trading partner
remains Germany, which received 31.3% of goods exported

from the Czech Republic.” The export dynamics were driven
mainly by exports of motor vehicles (with a share of 27.1% of total
exports), but also by export of products from the engineering
and electrotechnical segments (each accounting for 11.1%). Total
exports grew by 3.5% in 2018 while imports rose by 4.6%. The
dynamics of industrial production were consistent with these
figures, as it expanded by 3.0%.8 Despite a lower external trade
surplus and a continuing deficit in the primary income balance,
the current account balance recorded a surplus at 0.7% of GDP.°
Thus, the external position of the Czech Republic again remained
generally strong last year.

Rising unit labour costs were a major pro-inflationary factor

in 2018. Overall inflation was 2.1% during 2018, even as core
inflation was at a stable 2.2% throughout the year. As usual,
fuel prices (+6.2%) and food prices (+1.3%) were much more
volatile. The robust core inflation, supported by wage growth
and Czech crown exchange rates generally resistant to
appreciation, enabled the central bank to move fairly quickly
towards normalising interest rates. The CNB raised the key
two-week repo rate five times during 2018 to reach 1.75%."° The
Czech crown'’s inability to appreciate against the euro can be
viewed as the currency’s being overbought in the market. This
may be seen in the Czech Republic’s high foreign exchange
reserves of EUR 124.5 billion as of the end of December 2018."
The large reserves are a result of the exchange rate regime that
had been in place between November 2013 and April 2017. The
crown’s exchange rate against the euro during 2018 was much
more tied to the movement of other regional currencies (in
particular the Polish zloty and Hungarian forint), which suffered
from heightened geopolitical risk and rising dollar interest rates.
As a consequence, portfolio investors were redirecting their
investments from emerging markets into dollar assets.

8 https://www.czso.cz/csu/czso/ari/external-trade-december-2018

7 Komer¢ni banka’s computations based on data in the table available at https://
www.czso.cz/documents/10180/61166030/vzonucr020619_4.xIsx/84b0d82e-3af1-
4402-9ece-4cd96327ebe5?version=1.0

8 https://www.czso.cz/csu/czso/ari/industry-december-2018

¢ KB’s forecast

0 https://www.cnb.cz/en/monetary_policy/bank_board_minutes/2018/index.html

" https://www.cnb.cz/en/statistics/bop_stat/international_reserves/drs_rada_en.htm
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Czech bond yields' were on an upwards trend through most of
the past year, and the 10-year yield finally surpassed 2%. The
higher yields were supported by economic growth, inflation, and,
above all, the CNB’s interest rate hikes. As the end of 2018 was
approaching, however, the longer end of the yield curve came
under downward pressure due to generally growing uncertainty
in the financial markets. Investors were increasingly concerned
about the prospects for continuing growth in the global economy
in light of mounting uncertainty about trade wars and Brexit. The
slope of the yield curve was therefore rather flat at the end of the
year, and in the case of interest rate swaps it was even downward
sloping.

Fulfilment of targets set for 2018

The Group result at the level of total revenues exceeded the
targets set for 2018, due to a better net interest income and net
profit from financial operations, while income from fees and
commissions were marginally below the plan. The recurring
operating expenditures were in line with the budgeted level, and
an additional amount of the restructuring reserve was related to
the update of KB’s strategy approved during the first half of 2018.
The costs of risk were again better than planned, but the level
of 2018 is not sustainable. In line with its plan, KB maintained
its overall share on the deposit market. The volume growth of
lending was somewhat behind expectation, affected mainly by
intense competition on the market. The new regulations of the
housing market played a role, too. The detailed comments on
drivers of individual lines of the income statement and business
categories are provided in the sections “Comments on the IFRS
consolidated financial results” and “KB Group clients and their
service” of this annual report.

Already in line with the updated strategy, KB Group pursued
customer-experience improvements and leadership in digital
banking. The Bank has also moved forward with its organisational
optimisation. It has rolled out the agile@KB organisational concept
while launching 16 cross-functional teams fully dedicated to
specific customer journeys or business needs. The teams are
supported by 5 specialised centres of expertise. The share of
headquarter employees deployed in the agile concept reached
40%. KB has reorganised its management structure, leading to

a significantly lower number of management positions. Within this
distribution network, the changes included reducing the number
of regional management districts from ten to five and decreasing
the overall number of branches by 22. KB also established a new
platform for development of start-up projects, KB SmartSolutions.
The risk control environment remained unaffected.

Expected development and main risks to that
development in 2019

In its baseline macroeconomic scenario, Komeréni banka expects
the Czech economy will grow its output in 2019 at a similar, or
just a slightly slower, pace compared to 2018. Rising household
consumption should still be the main driver of that growth, while
fixed investments should contribute positively, too.

' The source of reported earnings data on the financial markets is the Bloomberg
terminal.

| Strategy and results

The labour market is expected to remain tight. On the one

hand, that will boost disposable incomes and households’
consumption. On the other, employers will continue to experience
difficulties in finding sufficient staff to pursue expansion plans
and the mounting wage bill will eat into profit margins.

Price pressures from abroad receded at the beginning of 2018,
following a decline in crude oil prices, but core inflation will be
affected by domestic factors, mainly rising wages. Average
consumer price inflation is thus expected to accelerate slightly to
2.3%, and the CNB will probably continue in gradually raising its
monetary policy rates, albeit more slowly than in 2018.

Competition on the banking market will remain vigorous. It will be
characterised by excessive Czech crown liquidity in the market,
attempts by some players to acquire or regain market shares

in certain important product categories, and rapid adoption of
technological innovations by both clients and financial institutions.

The regulatory limits on the debt-to-income and debt service-
to-income ratios of mortgage borrowers in effect from October
2018 will hinder access to credit by some potential borrowers.
The CNB will also continue in raising banks’ capital requirements.
Most notably, the countercyclical capital buffer requirement is
going to increase every half year. A new cross-border payments
regulation that will put a cap on charges for payments within the
Single European Payments Area is expected to enter into force
only towards the end of 2019.

The loan market should grow similarly as in 2018, with the
exception that housing loans are expected to decelerate due

to the recently implemented regulations, as well as issues of
affordability. On the deposit market, meanwhile, the faster growth
in retail segments will probably continue.

In this context, KB management expects that the annual
percentage growth rate of the loan portfolio in 2019 will remain

in mid- to low-single digits. The expansion could be faster in
unsecured consumer lending. KB will aim to maintain the pace of
growth in housing loans, despite the anticipated deceleration of
the market. Business lending should benefit from the investment
activity and increasing need for working capital financing, but
the result also will be influenced by the volume of bond issuance,
which KB is promoting as a financing alternative to its corporate
clients. Total deposit balances will probably climb relatively faster
in the retail segments and on saving and term accounts more so
than current accounts. The volume of assets under management
in mutual funds, life insurance, and pension funds should
continue to expand.

KB Group’s total net operating income for 2019 should rise
slightly in comparison with 2018. This growth should be driven
mainly by net interest income, underpinned by increasing
volumes of loans and deposits and by higher average interest
rates year on year. The upside will be limited, however, by
competitive pressure on lending spreads. Income from fees and
commissions is expected to recover marginally (mainly due to
more transactions), if the boost from growth in numbers and
activity of clients prevails over negative effects in relation to
pricing. The level of net profit from financial operations achieved
in 2018 was excellent, reflecting in part the contributions from
several extraordinarily large deals, and that is rather unlikely to
repeat in 2019.
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Recurring operating expenditures are targeted to increase at

a rate similar to that of inflation. The Bank has agreed with the
trade unions to 6.5% growth in average remuneration for 2019,
but the impact on costs will be mitigated by an ongoing decrease
in employee numbers that is facilitated by improving productivity
of operations. Non-personnel costs will be managed very
vigorously, even as KB Group will continue to invest substantial
amounts into such areas as new products development,
digitalisation, and staff training.

The net release in 2018 of provisions for credit losses was an
exceptional situation. The pace for future normalisation of risk
costs will depend mainly on how macroeconomic conditions
develop in the Czech Republic, and to some extent in Slovakia,

or, possibly, on individual circumstances of clients with larger
exposures. The IFRS 9 accounting standard newly implemented in
2018 requires that part of credit loss provisions be created on an
expected-loss basis. In comparison with the previous regulation,
this means an earlier building up of provisions once the economic
outlook worsens. The expected continuing growth trend within the
Czech economy is consistent with a cost of risk for 2019 that is
still below a normalised rate of 30 to 40 basis points.

Komeréni banka Group is a complex undertaking which is
naturally subject to a whole array of risks. These range from
economic, competitive, regulatory and reputational risks to
operational, capacity, counterparty, legal, market and credit risks.
It may also be impacted by human error or fraud, insufficiency

of skills and experience, or flawed management decisions.

Not least, it may incur losses resulting from unforeseen or
catastrophic events.

Among the specific risks to the expectations described above is
that deceleration in growth of the Czech and European economies
would be sharper than expected. Such slowing could potentially
be triggered by a range of uncertain factors, such as obstacles

to international trade stemming from the United Kingdom’s
planned departure from the European Union or erecting of new
trade barriers. Sudden changes in the main parameters of the
financial markets, such as interest rates, a solitary impairment

of a large credit exposure, or a significant worsening of the
competitive situation on the Czech banking market that leads to
material erosion of profit spreads on key products are examples of
ever-present risks to the banking business.

The Group’s business model has proven itself robust. Komeréni
banka’s capital and liquidity include adequate buffers to

absorb unexpected adverse market developments. Credit-
granting standards have been calibrated to assure the Bank’s
satisfactory performance even in the declining phase of the
business cycle. KB’s hedging policy mitigates the short-term
impacts of interest rate fluctuations. Its funding is assured due
to its broad and stable base of client deposits. Placements of
free liquidity are confined by strict limits, and these are directed
mostly towards operations with the Czech National Bank and
towards government bonds. KB’s risk management strategy and
techniques are further elaborated in the respective chapter of this
annual report.

The management expects that KB’s operations will generate

sufficient profit in 2019 to cover the Group’s capital needs
ensuing from its growing volume of assets as well as to pay out

dividends constituting 65% of consolidated net profit attributable
to shareholders.

KB Group clients and their service
Business model

KB is a universal bank with a multi-channel distribution

model. Komeréni banka’s business model is founded upon
building long-term relationships with customers and offering
relevant solutions for situations occurring during clients’ lives.
The business strategy focuses on reinforcing or achieving
market-leading customer satisfaction status in the target client
segments throughout each client’s entire lifespan. KB will
differentiate itself in the market by best-in-class advisory,

a relevant and comprehensive product offer leveraging the global
scale of the Komer¢ni banka and Société Générale groups, and
its ability to provide better service in a simple and efficient way
with tailored financial solutions.

KB is focusing on simplification, digitalisation and acceleration

of key customer processes and journeys in retail and corporate
segments. The simple basic services will be increasingly provided
through digital and self-service tools. The Bank proactively seeks
options for improving the experience and value it delivers to
customers, including through partnerships with external providers
of services that may enrich KB’s offer. The development of client
and internal solutions is organised in cross-functional teams
applying the agile@KB working method.

KB perceives its competitive advantage on the banking market
as consisting in the value of partnerships with clients, the
ability of its banking advisors to provide high-quality advisory,
a wide range of relevant and advantageous financial products,
and proximity to clients via the branch network and advanced,
secure direct banking. Digital banking is an integral part of the
multi-channel distribution model. The Bank aims to maintain
its leadership position on the Czech market in mobile banking.
KB's own distribution network is further complemented by the
subsidiaries’ distribution capacities (especially those of Modra
pyramida) and, in the cases of selected products, also by the
business partners’ networks. Services and products of other
KB Group companies are available within their own distribution
networks, in the KB branch network, and potentially through the
business partners.

Komeréni banka adheres strictly to regulatory requirements in
all areas of its activities, and it is developing the “know your
client” concept. KB perceives knowing the client and the client’s
needs to be an integral part of the business relationship with the
customers and a process reflecting the respect, responsibility
and trust the Bank has in its clients. Knowledge of clients also
provides a basis for the Bank to offer appropriate advisory and
services corresponding to clients’ actual needs. In this sense, the
concept is a business activity directly influencing the customer
experience, and especially at the beginning of the business
relationship. Komeréni banka is dedicating increased attention
to training employees in this area and to continuously updating
business processes so that they adequately serve to maximise
business efficiency and ensure compliance with evolving
regulatory demands.
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Komeréni banka is developing a system for detailed segmentation
of customer relationships. The highest-level segments in the Bank
are the following:
e |ndividuals,
e Small Businesses (the indicative criterion being annual
turnover up to CZK 60 million),
e Corporates and Municipalities (annual turnover up to
CZK 1.5 billion), and
e Top Corporations (annual turnover greater than CZK 1.5 billion).

A set of sub-segments within these segments is elaborated.

Developments in the client portfolio and distribution
networks

At the end of December 2018, KB Group was serving

2,391,000 clients on a consolidated basis. Standalone KB
recorded 1,668,000 clients (+0.2% year on year), 1,410,000

of which were individuals. The remaining 258,000 customers
were comprised of entrepreneurs, businesses and corporations
(including municipalities and associations). Modra pyramida was
attending to 490,000 customers, and the number of pension
insurance participants at KB Penzijni spole¢nost reached
532,000. Services of ESSOX Group (including the PSA Finance
franchise) were being used by 212,000 active clients.

The number of clients using at least one direct banking channel
(such as internet or telephone banking) reached 1,455,000 by the
end of December 2018 and corresponds to 87% of all clients.
Mobile banking was itself was available to 611,000 of KB’s clients.
Customers held 1,565,000 active payment cards, of which
178,000 were credit cards. The number of active credit cards
issued by ESSOX came to 104,000.

Komeréni banka’s clients had at their disposal 365 banking
branches (including one branch for corporate clients in Slovakia)
and 776 ATMs (of which 320 are deposit-taking). Modra
pyramida’s customers had at their disposal 204 points of sale and
720 advisors. SGEF was providing its leasing services via nine
branches (two of which are in Slovakia), as well as through KB’s
network. Financing from ESSOX was available at almost 1,700
merchants.

Client satisfaction

Komeréni banka'’s strategy is based on building long-term

and mutually advantageous partnerships with its clients.

A professional approach and high quality of the Group’s services
are prerequisites for maintaining and developing partnership
with clients. The people at the branches meet the clients daily,
and those in Contact Centres talk to them every day. The client
experience, however, also encompasses internet banking,
mobile banking, card payments at merchants, ATM withdrawals,
the website, advertisements, contracts, and other aspects of
the bank—client relationship. This means that all employees

of KB Group work for clients, and it is why client experience
permeates into all activities of the Group.

| Strategy and results

Komeréni banka systematically determines and measures the
satisfaction of all its clients. KB clients are contacted after having
visited a branch and can therefore provide an opinion on the
quality of the services. Every feedback provided is examined
with due care. In most cases, the feedback is positive, and that
contributes to a sense of meaningfulness about the work to the
banking advisors themselves. If, however, a rating is negative,
then the branch management is notified and contacts the client
to determine the cause, doing so with the objective of helping the
client. KB measures satisfaction and recommendation rates also
in its digital distribution channels (MojeBanka and Mobilni banka)
and in the Contact Telephone Centres.

An independent agency (currently Ipsos) systematically
measures KB client satisfaction in the individual segments

using the Net Promoter Score (NPS) method. Clients are asked
to express, on a scale from 0 to 10, how probable it is that

they would recommend the Bank’s services to their friends or
colleagues. Clients who give a score of zero to six are considered
detractors. Clients who rate at seven and eight are neutral,

while those who put the probability of recommendation at nine

or ten are considered promoters. NPS is calculated as the
difference between the number of promoters and detractors,

and is therefore positive if promoters are predominant among
customers and negative if detractors predominate. The
measurement results from 2018 in the individual segments are
stated in the following text. Across all segments, KB recorded
positive values and year-on-year improvement. Clients from all
segments positively evaluate the quality of their banking advisors,
and mobile banking also received excellent scores.

KB also is developing the Client Journey project, which focuses
on monitoring and understanding the development of clients’
needs in their individual life stages and continuously verifies
whether the offered services continue to correspond to the
clients’ expectations. As may be necessary, it identifies the need
for modifying these services.

The Quality Guarantee programme ensures high quality of the
services currently provided and maintaining a professional
approach on the part of the employees and the Bank as a whole.
Client feedback is acquired also by means of this programme.

In addition, clients may try out KB services free of charge and
without worries for up to six months.

e The Quality Guarantee ensures that if a client is not satisfied
with a service, he or she does not have to pay for it. The client
can therefore make his or her decision whether a solution is
the right one for him or her directly on the basis of his or her
actual experience.

e Every change to the price list, terms and conditions, or
services gives our clients up to six months to simply try
everything out with the Quality Guarantee and potentially to
change their minds. Within this programme, Komeréni banka
undertakes that, if the client is dissatisfied, he or she may
request that the fees be returned, and that can be done even
online.

e The Quality Guarantee brings transparent information about

each service and its content, including to state the price. The
clients are always informed of changes sufficiently in advance.
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e The Quality Guarantee also provides opportunity for searching
out and offering effective solutions that will maximise the
extent to which the clients’ expectations are fulfilled.

Of course, we rigorously comply with the Code of Conduct of
the Czech Banking Association and the Code of Mobility, which
precisely defines the relationship between the Bank’s employees
and its clients.

Complaints and claims also serve as a source of inspiration
towards improving products and services. From a short-

term perspective, a complaint that is quickly resolved helps

in maintaining the client relationship. A new tool for resolving
complaints that was created and implemented by the Bank allows
for resolving client complaints better and more quickly. Already

in 2004, Komeréni banka became the first bank in the Czech
Republic to introduce the position of an independent ombudsman
for the entire Group, and KB fully respects the ombudsman’s
decisions in resolving complaints.

Development of digital capabilities

KB has reflected clients’ swiftly escalating preference for

digital banking channels and the rapid development of banking
technologies in its KB Change programme. As part of the
strategic transformation, KB will simplify, digitalise and accelerate
key customer processes and journeys in retail and corporate
client segments. This approach will carry over also to support
and analytical functions. Simple, basic services will increasingly
be provided through digital and self-service tools. The Bank will
proactively seek options for improving the experience and value
it delivers to customers, including through partnerships with
external providers of services that can enrich KB’s offer.

As of 31 December 2018, more than 600,000 of Komercéni banka’s
clients were able to control their accounts via mobile phone. Its
state-of-the-art mobile banking application was already being
used by every third client of the Bank. KB was the first bank in the
Czech Republic to enable authorisation of mobile banking access
and payments by fingerprint and later by facial identification. This
has greatly accelerated and simplified the approval of payments
while also enhancing security. KB is still the only Czech bank to
provide its clients at no charge with the Trusteer security tool
from IBM that protects their computers and mobile devices

from most banking-related cyberattacks, such as fake, harmful
websites (phishing) and malware, as well as attempts to detect
passwords (e.g. keylogging).

KB was one of the first banks in the Czech Republic to introduce
an option for paying retailers via an NFC mobile phone using
Google Pay (already in December 2017). In 2018, the Bank begun
offering its clients the possibility of making contactless payments
to retailers through Garmin (Garmin Pay) and Fitbit (Fitbit Pay)
smart watches. Along with Google Pay, these are additional
innovative alternatives to the classic plastic cards.

In March 2018, Komeréni banka rebuilt its website from scratch.
The site is now clearer, simpler and more understandable. One
of the new features is advisory for model life situations having
financial implications, such as graduation, search for a first job
and housing, inheritance or divorce.

In April 2018, the MojeBanka internet banking application was
upgraded as well. The application’s homepage was made clearer
and easier to navigate. Clients got the option to shift money
between their accounts simply by dragging a bookmark. Also
introduced was a possibility to pay an invoice using a QR code by
uploading it to the internet banking.

KB prepared another important improvement in the digital
experience for clients with its KB Key (KB Kii¢) token. Customers
have been given a choice to replace their security certificates
with a smartphone application, thereby allowing them access to
banking services in a highly secure manner from any device.

Communication with corporate clients also is being progressively
digitalised. This means that some products, such as current
accounts or credit cards, can be operated without any paper
documentation and delivered via internet banking. Clients

can also use this manner of communication to send financial
statements and other documents needed for approval of credit
products and they can even apply for drawing of credit lines.
Clients can be in touch with their Bank through a videocall, too.

Komeréni banka was the first bank on the Czech market enabling
clients also to check balances on their accounts with other

banks using KB'’s internet as well as mobile banking applications.
From November 2018, KB clients have been able to pay by
smartwatches of an additional two brands, Garmin and Fitbit.
Also, Komeréni pojistovna in co-operation with a partner start-up
platform expanded its portfolio of insurance policies available
online with a fully digital Cubiq insurance for personal belongings.

During 2019, KB Group will continue developing a range of
solutions for improving client experience in digital banking,
acquiring new clients, introducing and selling additional products
and services, accelerating payments and leveraging on the

open banking concept. In its operations, KB will prepare for
replacement or upgrading of certain elements of IT infrastructure,
including of monitoring and reporting tools.
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Selected business indicators

Distribution network 31 December 2018 31 December 2017

KB Retail branches 365 387
KB Business centres 10 10
KB Corporate divisions 5 5
Modré pyramida points of sale 204 216
ATMs 776 764

of which deposit taking 320 238

Number of clients 31 December 2018 31 December 2017

Komeréni banka 1,668,000 1,664,000
— individual clients 1,410,000 1,406,000
- using at least one direct banking

channel 1,455,000 1,422,000
Modra pyramida 490,000 488,000
KB Penzijni spole¢nost 532,000 532,000
ESSOX (incl. PSA Finance) 212,000 215,000

Direct channels 31 December 2018 31 December 2017

Active direct banking products 2,435,000 2,284,000
KB Payment cards — active 1,565,000 1,583,000
— debit cards 1,388,000 1,399,000
- credit cards 178,000 184,000
ESSOX credit cards - active 104,000 110,000

| Strategy and results

Loans to clients - gross loans
(CZK billion)' 31 December 2018 | 31 December 2017

KB Group 634.6 606.1
KB - total loan portfolio 561.8 541.4
— Loans to individuals 249.5 244.0

- Volume of KB’s mortgages 223.9 218.9

- Volume of KB’s consumer and

other loans 255 251

— Loans to small businesses 35.5 34.1
- Loans to medium corporates and

municipalities 104.8 103.4
— Loans to top corporates and

other loans? 172.0 159.8
Modra pyramida - total loan
portfolio 50.7 43.6
ESSOX - total loan portfolio
(including PSA Finance) 17.3 15.5
Factoring KB - total loan portfolio 9.0 8.0
SGEF - total loan portfolio 28.1 26.1
Bastion - total loan portfolio 2.7 2.8
Consolidation and other
adjustments (34.9) (31.3)

Amounts due to customers
and assets under management
(CZK billion) 31 December 2018 | 31 December 2017
KB Group deposits?® 795.6 756.0
KB deposits 736.5 696.1
— individuals 276.6 251.5
— small business 187.1 175.9
— MEM corporates 157.9 150.5
— top corporates and other

deposits* 114.9 118.1
Modra pyramida - building savings 61.8 62.6
ESSOX 0.2 0.1
Factoring KB 0.8 1.3
Consolidation and other adjustments (3.7) 4.1)
Non-bank assets under
management 167.5 163.9
Assets under management in
mutual funds® 63.3 62.9
Clients’ assets managed by
KB Penzijni spole¢nost 57.6 53.3
KP life insurance technical
reserves® 46.6 47.8

"Excluding Other amounts due from customers and repo operations, but including
debt securities issued by KB corporate clients.

2Including loans provided by KB Slovakia.

3Excluding repo operations with clients.

“Including deposits in KB Slovakia.

5Assets of KB Group clients managed by third party asset managers.
8Komercni pojisStovna is consolidated by the equity method.

Profile of KB
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New products and Services

February 2018

KB significantly improved access to bank
branch services for hearing-impaired
clients. More than 60 branches are now
equipped with the eScribe online service
that transcribes the discussion between

a client and bank advisor into written form.

March 2018

In line with the European PSD2 directive,
KB equipped its internet banking
application for small businesses with

a Fakturoid tool for issuing, administering,
and following up invoices and similar
payments.

&5p | ek

Komeréni banka opened the first business
centres within its branch network. Their aim
is to provide services and advice to clients
from small companies and entrepreneurs to
an extent that heretofore has been reserved
for large companies.

April 2018

With its KB Express Financing product,
the Bank has shortened to 5 days the
time to decide on uncomplicated loans for
small and medium-sized enterprises up to
CZK 25 million.

May 2018

KB enabled claims on card transactions
via internet (and from August also through
mobile banking).

= |05 B

June 2018

In co-operation with Société Générale,

KB introduced a multi-bank internet
banking application known as Sogecash
Web, as well as its mobile version
Sogecash Web Mobile. With a single login,
clients are able to administer their accounts
in several SG Group banks across multiple
countries. With the possibility to extend

the Sogecash® SWIFTNet and Sogecash®
SFTP tools, KB is now able to meet the
comprehensive cash management needs of
multinational companies.

0.5

July 2018

In co-operation with Benzina, KB
introduced a new type of ATM for
motorists. The “Drive-up” ATM enables
convenient cash withdrawals and deposits
directly through the car window.

11

KB clients can newly use possibilities for
electronically exchanging and signing
documents via the internet and mobile
banking services. These documents are
related to opening of current accounts and
financing for legal entities.

11

% for Business clients

:‘“ for Individual clients

August 2018

September 2018

October 2018

November 2018

December 2018

Q
&3 Internal efficiency

The client has an option to assign

a selected authorised person a right solely
to administer payment cards. Prior to
creating this role, each authorised person
was also permitted to work with accounts
and other information, which had been
unusable for some (especially business)
clients.

(11

Komeréni pojistovna introduced
MUTUMUTU online life insurance, which
covers a loss of income due to incapacity,
disability and death. It allows coverage of
these risks to be combined freely according
to the client’s needs. A component of the
product is a reward for a healthy lifestyle
whereby clients can earn back as much as
30% of the premium.

[T

Komeréni banka was the first bank on the
Czech market enabling clients to check
balances on their accounts with other
banks using KB’s internet as well as mobile
banking applications.

33:

KB clients can now pay using
smartwatches of two additional brands,
Garmin and Fitbit.

[T1]

The Bank successfully rolled out KB Key,
a new and secure authentication method
for access to banking services via

a smartphone app.

[T

In co-operation with a partner start-up
platform, Komeréni pojiStovna expanded
its portfolio of insurance policies available
online to include the fully digital CUBIQ
insurance for personal belongings.

11

Both KB’s internet and mobile banking
allowed clients to view their balances and
transaction histories on accounts at some
other banks.

[T

KB began processing payment orders
in 24/7 mode. Transfers between accounts
within KB are executed in seconds.

[T

KB introduced a multicurrency overdraft
with cash pooling for corporate clients,
an effective liquidity management tool.

[T

SGEF introduced new inventory financing
solutions designed for suppliers and
producers (vendors), who can use it to
finance new and used warehouse items,

to demonstrate and lend them to end users,
and even to have these items insured
through SGEF.

Komer¢ni banka, a.s. |
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Selected awards

February 2018

Top Employer 2018 - 1st place in a survey of university
students and graduates in the category Banking and
Investments

May 2018 FocusEconomics — Best GDP Forecaster — Czech
Republic 2018

October 2018 Hospodarské noviny Best Insurer award:
1st place in category Best Life Insurer
3rd place in category Most Client-Friendly

N[O @A Best Private Bank in the Czech Republic, title awarded
by The Banker magazine from the Financial Times
Group
Bank of the Year competition in the Czech Republic:
2nd place in the category Bank of the Year
3rd place in the category Bank without Barriers

Indicators of business performance

Total gross volume of lending to clients rose by 4.7% year on
year to CZK 634.6 billion." In lending to individuals, the overall
volume of housing loans? grew by 4.6% from the year earlier.
Within this total, the portfolio of mortgages to individuals
expanded by 2.3% to CZK 223.9 billion. The loan portfolio of
Modra pyramida grew by a strong 16.2% to CZK 50.7 billion.
The volume of KB Group’s consumer lending (provided by the
Bank and ESSOX Group in the Czech Republic and Slovakia)
was up by 4.6%, at CZK 39.2 billion. The total volume of loans

to businesses provided by KB Group climbed by 5.5% year on
year to CZK 321.2 billion. Lending to small businesses grew

by 4.0% to CZK 35.5 billion. The overall CZK volume of credit
granted by KB to medium-sized and large corporate clients in the
Czech Republic and Slovakia® increased by 5.4% year on year to
CZK 257.6 billion. At CZK 28.1 billion, the total credit and leasing
amounts outstanding at SGEF were up by 7.7% year over year.

The volume of standard client deposits within KB Group rose by
5.2% year on year to CZK 795.6 billion.* Deposits at Komer&ni
banka from individual clients grew by 10.0% from the year
earlier to CZK 276.6 billion. The deposit book at Modra pyramida
contracted by 1.4% year on year to CZK 61.8 billion. Total
deposits from businesses and other corporations climbed by
3.2% to CZK 446.3 billion.

Client assets managed by KB Penzijni spole€nost were higher
by 8.1%, at CZK 57.6 billion. Technical reserves in life insurance
at Komeréni pojistovna were down by 2.4% year on year to

CZK 46.6 billion. The volumes in mutual funds held by KB Group
clients grew by 0.7% to CZK 63.3 billion.

" Excluding volatile reverse repo operations with clients but including debt securities
issued by KB’s corporate clients. If reverse repo operations are included, gross
lending increased by 4.8% to CZK 636.6 billion.

2 Housing loans: mortgages to individuals provided by KB + loans to clients provided
by Modra pyramida.

3 Inclusive of factor finance outstanding at Factoring KB and car dealers’ financing
from PSA Finance.

4 Excluding volatile repo operations with clients. The total volume of ‘Amounts due to
customers’ climbed by 6.6% to CZK 812.5 billion.

| Strategy and results

The Group’s liquidity as measured by the ratio of net loans®

to deposits (excluding repo operations with clients but including
debt securities held by KB and issued by the Bank’s clients) was
at 77.9%.

Individuals

Komeréni banka ranks among the three largest banks in the
Czech Republic by number of individual clients.® KB acquired
more than 88,000 new clients in this segment, bringing the total
number of individual clients to 1,409,000, a year-on-year increase
of 0.2%. The Bank also maintains a leading position in the
segment for children and young people, with more than 404,000
accounts.

In lending to individuals, the overall volume of housing loans
provided by KB Group grew by 4.6% from the year earlier. Within
this total, the portfolio of mortgages to individuals expanded

by 2.3% to CZK 223.9 billion. The loan portfolio of Modra
pyramida grew by a strong 16.2% to CZK 50.7 billion. The volume
of KB Group’s consumer lending (provided by the Bank and
ESSOX Group in the Czech Republic and Slovakia) was up by
4.6%, at CZK 39.2 billion.

Deposits at Komeréni banka from individual clients grew by

10.0% from the year earlier to CZK 276.6 billion. The deposit
book at Modra pyramida contracted by 1.4% year on year to
CZK 61.8 billion.

Client assets managed by KB Penzijni spole&nost were higher
by 8.1%, at CZK 57.6 billion. Technical reserves in life insurance
at Komeréni pojiStovna were down by 2.4% year on year to

CZK 46.6 billion. The volumes in mutual funds held by KB Group
clients grew by 0.7% to CZK 63.3 billion.

According to an independent client satisfaction survey of

a representative sample of the entire Czech population, the Net
Promoter Score in the individuals segment reached a good level
of 24. The survey detail showed that clients are most satisfied
with KB’s bank advisors, as 91% of clients reported they were
generally positive about making a visit to a KB branch. Nearly
three-quarters of clients (74%) would also recommend KB’s
mobile banking application, which earned the No. 2 rank on
the Czech market under this rating. In addition, there was an
improvement in the perception among clients in terms of the
value for money they receive from the Bank.

In 2018, the Bank significantly expanded the number of branches
with improved access to hearing impaired clients. At more than
60 leading branches, eScribe is now available free of charge.
Negotiations between a hearing impaired client and the bank
adviser are transcribed into a written form online so that the client
can communicate with his or her adviser in a comfortable and
independent way. The service is provided in co-operation with
the social enterprise Transkript online, a successful employer of
blind speedwriters.

5 Gross volume of loans reduced by the volume of provisions for loan losses.
8 Source: Statements of individual Czech banks
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During 2018, Komer¢éni banka simplified conditions for the free
of charge variant of its exclusive TOP current account. Premium
credit cards, service from the best bankers and many other
appealing services can be obtained at no charge by clients
having at least CZK 1.5 million within the KB Group or who have
incoming payments to an account of at least CZK 100,000 per
month.

KB also responded to the growing interest in longer fixation
periods for interest rates among clients concerned about rising
interest rates. KB clients can now take mortgages with interest
rates fixed for as long as 15 years.

The complete segment price list has been shortened by one half
and greatly simplified. A summary of those services most used
can be found in a one-page price list that is available also on the
Bank’s website.

Private Banking

Komeréni banka offers comprehensive Private Banking services
to clients with financial assets exceeding CZK 20 million at its
branches in Prague, Brno and Ostrava, as well as - if such clients
prefer — outside the Bank’s business premises. Clients with
assets in excess of CZK 3 million have access to selected Private
Banking products at 61 regional branches.

Services provided include in particular private portfolio
management, a comprehensive range of investment instruments
and first-class banking service, as well as real estate and
Lombard loans for financing clients’ private needs. Other services
include alternative investment solutions (real estate funds and
private equity funds) and bond instruments. In 2018, KB Private
Banking further developed its services directed to structuring
family assets and multi-generational planning for assets transfer.

An international jury appointed by the renowned magazines

The Banker and PWM from the Financial Times group again
recognised KB with the title “Best Private Bank in the Czech
Republic 2018”. The jury appreciated the Bank’s leading position
in terms of investment offerings, expertise and the long-time
stability of the KB Private Banking trading teams.

Priorities for 2019 include continuing to develop portfolio
management and investment advisory services in an open
architecture and further developing digital services. KB Private
Banking will focus, too, on services to company owners selling
their businesses, intergenerational structuring of assets, and
constructing financial asset portfolios.

Services for businesses and corporations

The economy hit its capacity limits in 2018 and the growth

rate slowed compared to previous years. Unemployment in

the Czech Republic during 2018 was the lowest in the EU and
the number of vacancies significantly exceeded the number of
unemployed. This has forced businesses to make investments
in pursuit of further growth in productivity. Investments into new
machinery brought benefits to engineering firms, which constitute
one of the traditional and key sectors of the Czech economy.
Better performance was achieved by construction companies,
as production grew in both residential and infrastructure
construction. Construction suffered from a lack of capacity as

well, however, which was due to a previous downturn in that
sector lasting several years. The first signs of deceleration
occurred in another major sector — the automotive industry —
after repercussions from uncertainties related to Brexit and new
environmental regulations began showing up. Another factor was
a slowing of demand from the euro zone at the end of 2018.

The fact that the tight labour market is generating strong wage
growth was reflected in a strengthening of inflationary pressures,
to which the CNB responded by gradually raising its monetary
policy rate. Rising interest rates, the Czech crown’s persistently
unsettled exchange rate and, to some extent, growing uncertainty
over an approaching slowdown in the global economic cycle
resulted in a rising trend in both currency and interest rate
hedging operations during 2018.

A key project during 2018 was to prepare, and in December
comprehensively to launch, the concept for so-called Business
Centres. This followed after several months of pilot operations at
three branches. Business Centres are mainly focused on growing
companies with annual sales in the range of CZK 10-60 million.
Each of the 48 key branches offers clients professional and
specialised support that, in comparison to universal branches,
allows for more specific advisory and quicker satisfaction of
clients’ needs. Corporate clients within this size range have

thus gained a breadth and quality of services to meet their
comprehensive needs that previously had been available on the
market only to larger companies.

In 2018, KB created a Corporate and Investment Banking unit,
in charge of services for both medium-sized as well as large
corporate clients. The merger of Corporate and Top Corporate
segments is intended to further simplify and accelerate the
processes that are similar or even identical for business clients
and large corporations and to make the Bank more efficient in
relation to clients.

The opening of new Business Centres will allow the Bank’s
consultants to effectively introduce new technical solutions,
such as mobile banking applications for corporate clients, an
internet platform for exchange rate risk hedging, and credit card
acceptance devices.

Entrepreneurs and small businesses

Due to the enduring positive economic environment,
entrepreneurs and small businesses continued to invest during
2018 into their operations. They utilised their own financial
resources as well as affordable and price favourable medium-
and long-term loans to do so. Their successful business
management was seen in the ongoing increase in financial
balances on deposit accounts at KB, which grew by 6.3%

to reach a total 187.1 billion. The high deposit balances have
somewhat limited clients’ demand for short-term funding.

More than 16,000 entrepreneurs and small businesses opened
business accounts at KB in 2018, and greater than half of those
were just starting their businesses. The total number of clients

served in this segment reached 246,000.

The volume of bank financing provided within this segment grew
year on year by 4.0% to reach CZK 35.5 billion. Besides operating
or investment loans, clients used in increasing volumes also
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leasing, loans from SGEF, ALD Automotive or ESSOX, and the
financing of receivables from Factoring KB.

In this segment, too, and with its strategic goals fully in mind,

KB is monitoring customer satisfaction through the Net Promoter
Score (NPS). The Bank’s NPS among entrepreneurs reached

a solid level of 20, up year on year, with higher scores being
achieved in higher segments of entrepreneurs. The survey
identified areas for further boosting customer satisfaction and
loyalty. KB’s mobile banking achieved the best NPS score on the
Czech market in the small business segment, as 78% of existing
such clients would recommend it.

KB continued to support start-ups by offering preferential
banking services as well as simplified access to funding. It
further developed the Start Up! concept to provide business
people and start-ups with useful information and experience,
including discounted offers for practical services from selected
external partners. Already in its sixth year, the grant programme
associated with Start Up! drew the participation of 45 start-up
projects from various industries.

During the year, KB expanded its offer of third-party services
to add value for its clients. More than 1,000 clients began
using Fakturoid’s online billing service as a part of their
business accounts since its launch in February 2018. Clients
of selected branches could take advantage of the Czech
Information Agency’s CIA NEWS information services about
business opportunities. In co-operation with Kooperace.cz,
the Bank offered to prospective clients in engineering fields
privileged access to this modern portal identifying new business
opportunities directed to increasing utilisation of production
capacities.

The Bank will focus during 2019 on quality implementation of
the Corporate Centres concept, improving the online availability
of financial services, and developing the concept of remote
advisory. KB will further simplify access to credit, accelerate the
development and deployment of new products, and focus on
other factors affecting customer satisfaction and loyalty.

Corporates and Municipalities

The competition in the segment intensified further. Due to a rising
trend in currency and interest rate hedging, the Czech market is
becoming attractive for foreign institutions to provide alternative
financing. Nevertheless, KB retained its leading position in the
corporate banking market. According to a survey, more than

38% of small and medium-sized enterprises have accounts at
Komeréni banka.' The number of clients in the segment grew by
a slight 1.6%. As at the end of 2018, the Bank was operating at 28
sites dedicated to this segment and serving 10,696 enterprises
and municipalities. KB also remains one of the country’s two
largest banks in public sector financing.?

Deposit volumes were expanding within this segment during
2018, their overall volume growing by 4.9% year on year to
CZK 157.9 billion. Even though the economic expansion is
now past its peak, there remains stable demand for credit,

" Source: The Business Register of the Czech Statistical Office, KB’s client database
2 Source: reports of other Czech banks, KB’s internal data

| Strategy and results

including that accompanied by EU support. KB provides its
clients a complete advisory service to obtain co-financing

from EU structural funds. The volume of funding provided by

the Bank increased by 1.3% compared to the previous year to
reach CZK 104.8 billion. Demand for financing is mainly driven

by investments into further development at corporations and

by continuing construction of residential as well as commercial
real estate. The share of public sector funding is gaining,

too, with infrastructure investment being co-financed by EU
structural funds as well as national resources. Growing demand
for preferential financing stems from, among other things, the
Bank’s long-enduring co-operation with the international financial
institutions (European Investment Bank, European Investment
Fund). KB has long been one of the most active banks in this
area. Altogether, KB provided corporate segment clients more
than 3,700 loans with preferential terms in total volume exceeding
CZK 52 billion. In 2018 alone, preferential financing was provided
via 939 credit transactions in an overall volume of nearly

CZK 11.3 billion.

The Net Promoter Score in the segmented reached 34.
Contributing most to the year-on-year gain was the fact

that clients reached by the survey appreciated the Bank’s
simplification of its credit process. The expertise and high
professional level of bank advisers was confirmed by clients to be
a pillar of KB’s good rating. The quality of the product offer and
electronic banking also were given good marks.

The Bank introduced a number of innovations in this segment
during 2018. In particular, small and medium-sized business
with a need for rapid financing have welcomed a new, simplified
KB Funding Express process for loans up to CZK 25 million.
Within this process, loan applications are settled in 7 days or
less, compared to the earlier 15 to 25 days. Through the end of
2018, the offer had been used by almost 700 clients in a total
amount of CZK 8 billion. Another successful activity is the
provision of complete subsidy management for clients. This
was delivered for 60 projects with a funding volume of CZK 600
million. In addition to digitalising communication with clients and
some processes (e.g. sending documents for approving credit
products or drawing credit lines), the Bank further expanded the
availability of investment specialist services, especially in the
provision of hedging of exchange rates or interest rates, as well
as of financial market trades generally. This service is available
now also for smaller companies that previously had not had
access to it.

A priority for 2019 in the corporate and municipal segment is
for KB to further improve customer care. During 2018, KB had
unified corporate segmentation in order to provide smaller
businesses with the same range of services and consultancy as
was previously available to medium and large firms. Improved
customer care is also associated with the creation of a special
business division that will be devoted to municipalities and other
public sector clients.

Profile of KB
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Top Corporations

Komeréni banka has long been one of the leading banks in
providing services and financing to large companies. The
services of KB are used by 55% of enterprises' with turnover
exceeding CZK 1.5 billion, and the market share for loans
provided to these enterprises was almost 24% in 2018.2 KB holds
similar market share in the provision of payment and day-to-

day banking services. The portfolio and number of clients in the
Top Corporation segment is relatively stable. Among the Bank’s
strategic objectives are to maintain its leading position and to be
regarded as a reference bank for this segment. KB provides its
clients a wide range of banking products and services, including
those highly specialised in the fields of investment banking,

as well as export, structured and syndicated finance. It also
provides comprehensive solutions for unique banking market
transactions, including primary bond issues and M&A consulting.
The offer is supplemented by the services of subsidiary and
affiliated companies that provide leasing, factoring services and
supplementary pension insurance.

KB’s clients can rely on the professional approach and
knowledge of its stable sales team, as well as the experience and
contacts within the international network of the Société Générale
Group, especially in the fields of trade and export finance,
cross-border payments, international cash-pooling structures
and investment banking. The Net Promoter Score among large
corporate clients increased to an excellent level of 59, with
relationship management and the scope of products and services
quoted as main strengths of KB in the segment.

The situation on the banking market was most affected during
2018 by return to an environment with a floating exchange rate
regime and non-zero interest rates. Consequently, the structure
of deposits of non-financial corporations changed, with foreign
currency deposits making a positive contribution to year-on-year
growth. Meanwhile, crown-denominated deposits slightly
declined. Deposits in KB from the Top Corporations segment
recorded a decline by 2.0% to CZK 100.6 billion. The financing
of these corporations in 2018 grew fastest in foreign currencies.
The total volume of loans (excluding reverse repo operations) in
the Top Corporations segment increased year on year by 9.1%
to CZK 150.0 billion. Conditions remained favourable for mergers
and acquisitions, which continued to be reflected in demand for
structured and acquisition finance. In this area, KB participated
in a record number of transactions not only in traditional sectors
of the economy, such as telecommunications, engineering or
healthcare, but also in the emerging e-commerce sector. Strong
lending activity continued also in the area of real estate financing,
where KB financed projects in residential, commercial, as well
as office space. In addition to loans, clients used other forms of
financing, and particularly bond issuance, where the Bank was an
arranger and co-operated with Société Générale to issue bonds
for Czech clients.

In order to optimise cash management, from the end of 2018,
clients could use in combination with cash-pooling structures
a multi-currency overdraft facility that Komeréni banka had
introduced in 2017. This was especially useful for multinational

" Source: The Business Register of the Czech Statistical Office, KB’s client database
2 Source: The Central Credit Register of the Czech National Bank, KB’s internal data

companies and those with branches abroad. During 2018,
KB also made contractual loan documentation easier and clearer
for clients.

With the economy expected to slow in 2019, the corporate
banking market will continue to be characterised by strong
competitive pressure on interest margins and fees. That is
despite the CNB’s further projected raising of rates. During
2019, KB will focus on improving the customer experience of top
corporate customers, notably by providing higher value added
services and digitalisation in corporate banking. In addition,
internal processes for both lending and deposit-taking will be
simplified, and the Bank will develop the exchange and signing of
documents by clients through secure electronic communication.
The first product innovations for large companies will be non-
recourse factoring without insurance, which the Bank will offer in
co-operation with its affiliate Factoring KB.

Komercni banka, a.s., pobocka zahrani¢ni banky
(KB SK)

KB SK is Komer&ni banka’s sole foreign branch. It operates in

Slovakia on the basis of a single banking licence issued by the
CNB. KB SK is a trusted financial partner for top corporations

within Slovakia, as well as for those clients of the KB and

SG groups operating there.

The performance of KB SK reflects the situation on the Slovak
market. The euro is the domestic currency of Slovakia, and
therefore excess liquidity, magnified by the European Central
Bank’s ongoing asset purchase programmes, has influenced
business in Slovakia’s financial sector. KB SK experienced

a narrowing of spreads for standard client financing, although
this was successfully offset by deeper penetration into structured
transactions and year-on-year growth in the total volume of loans
to reach a new high point in the branch’s history. Disciplined
management of operating expenditures and the excellent result
seen in the cost of risk allowed the branch to post the best result
in its history.

KB SK’s team remained very stable, and its professionals
delivered the Bank’s services to clients at a high quality standard.
The Net Promoter Score among clients in Slovakia reached

a great 58 level. The professionalism and expertise of the staff
were also here mentioned as an important differentiating factor.

The branch further invested into its systems and processes

to meet rigorous regulatory requirements. Projects mitigating
operational risks, particularly in the area of anti-money laundering
and combating the financing of terrorism, remain an ongoing top
priority.

Even as the Slovak economy’s solid performance is boosting
clients’ performance as well as their investment appetites,
growing uncertainty and concerns of a global economic
downturn are weighing on investor sentiment. That situation
points to a cautiously positive outlook regarding the demand
for financing that will be a key driver of KB SK’s performance in
2019. A continuing focus on efficiency, prudence in lending and
compliance with regulatory requirements will remain a proven
recipe for growing stakeholders’ value also in 2019.

Komer¢ni banka, a.s. | Annual Report 2018



Investment banking

After financial markets started out 2018 on an optimistic note,

a break in trend came in April. Accumulation of risk-off events
and monetary tightening by the US Federal Reserve triggered

a sell-off on emerging markets. The Czech crown began to
depreciate, and over the year it lost around 1% vis-a-vis the

euro and almost 5% against the U.S. dollar. Compared to other
regional currencies like the zloty and forint, however, this was still
a sound performance.

The Czech stock market, as measured by the PX index, declined
by 8.5% in 2018. Adding in the dividends paid out, the total return
was about —4%. Although the result was in sharp contrast to the
strong gain of the year earlier, the Czech PX index outperformed
western European markets generally because a majority of them
were down even more sharply. The Czech stock market was

hit in December by the global sell-off on equity markets. After

a delisting of Fortuna shares in the first half of the year, Unipetrol
also left the PSE in the third quarter. Shares of a newcomer,
Avast, have become very attractive among investors, gaining
more than 15% in CZK terms between the IPO in May and the
end of the year. Rising electricity prices that positively impacted
on the share price of the electric utility CEZ and the CNB’s raising
interest rates were the main topics of interest in the Czech stock
market. The crown’s rate of exchange against the euro that was
weaker than expected enabled the CNB to hike its two-week
monetary policy rate to 1.75%, and that supported the stock
prices of financial institutions.

KB’s investment banking achieved excellent results in 2018
across all teams. The Bank further broadened its offer of
products and services, often in professional co-operation with
the financial markets division of Société Générale. The Czech and
Slovak corporate sales desks put in a solid performance while
executing large and sophisticated transactions in the interest
rate, cross currency swap, foreign exchange and commodity
markets. Volumes and revenues from the eTrading platform also
increased. The Financial Institution Sales Desk executed several
corporate bond issues and cross currency repo transactions.
The good performance of the sales teams was supported by the
greater volatility of exchange and interest rates associated with
the CNB'’s rather significant rate increases. Traders earned good
income from market making activities, as flows from clients were
substantially greater. Moreover, interest rate derivative and bond
flow was strong in relation to the CNB rate hikes.

Structured finance, Corporate finance

KB’s Structured Finance Arm (SFA), established in early 2016
through reorganising and merging a number of front office teams
into a single arm, offers structured financing, primary issues on
capital markets and advisory solutions in a wide range of sectors,
including export finance, real estate finance, energy finance,
leveraged finance and debt syndications. In January 2017, KB
relaunched its financial advisory services in the corporate finance
area, including debt and M&A advisory.

Composed of approximately 50 professionals with in-depth
knowledge in their respective areas, SFA aims to strengthen KB'’s
origination and execution capabilities for structured financing
transactions and financial advisory in its core domestic markets
(Czech Republic and Slovakia). In addition, SFA supports and

| Strategy and results

assists a number of Société Générale Group entities in Central
and South-Eastern Europe by providing structured finance
solutions to their clients.

This configuration addresses the growing needs of KB customers
for sophisticated and tailor-made solutions. It also enables
Komeréni banka to provide better support to its clients for

their international and complex transactions by enhancing co-
operation with Société Générale Group and fully leveraging on
Société Générale Group’s expertise and worldwide reach.

During 2018, KB successfully set up complex financings for
some of the most important projects on its domestic markets,
doing so in close co-operation with Société Générale Group. This
including, for instance, playing a leading advisory and structuring
role in the largest syndicated loan made within the CEE region
since 2011.

Komeréni banka intends during 2019 to strengthen its leading
position on the Czech and Slovak structured finance markets.

In this context, SFA will maintain its client-centric approach while
offering customised solutions and continuing to benefit from
close and active co-operation with Société Générale Group.

Transaction and payment services

Cash payment operations

KB’s greatest achievement during 2018 in the area of cash
payment operations was to improve the efficiency of cash
payment operations while maintaining the same level of
convenience for clients.

All through the year there was growing interest in ATMs that
accept cash deposits. During 2018, KB put in place more than 80
new deposit-taking ATMs. That means clients can deposit money
at almost 320 locations (119 of which enable banknote recycling),
and their number will continue to grow. The number of ATM
deposit transactions exceeded 200,000 monthly at the end of
the year, and the average deposit was in excess of CZK 23,000.
Komeréni banka operates the largest network of ATMs in the
Czech Repubilic. Its monthly turnover of nearly CZK 5 billion
reflects a year-on-year gain of 100%. Safely, without delay, and
at any time of day or night, an amount deposited is immediately
credited to the selected account.

An appealing new service in the past year was launch of the
Czech Republic’s first drive-up ATMs. Motorists can withdraw
money right through the windows of their cars. The first ATM of
this kind was installed at a Benzina petrol station in Prague, and
the second was put into operation in Hradec Kralové. A surprising
finding was that clients use this cash machine more for deposits
than for withdrawals.

In 2018, KB also began preparing ATMs for contactless card
readers. From 2019, these can be accessed also by customers
using NFC mobile phones.

Branch offices have proven the value of introducing recycling
cashiers. KB launched 60 of these during 2018, and more will
be added in 2019. Komeréni banka is also testing a new way of
depositing cash using free, one-time packaging with a special
pocket. Such a deposit is credited to the client’s account
immediately upon the Bank’s receipt of the package.

Profile of KB
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Non-cash payment operations

Komeréni banka is among the largest players on the Czech
market for non-cash payment operations. The Bank recorded

a 3% year-on-year rise in the number of domestic non-cash
payments and even 7% greater foreign payments. The share of
euro payments within the Single Euro Payment Area (SEPA) in the
total number of foreign payments already reached 85%.

In 2018, the Bank improved the clarity of information on executed

and pending payments and other sections of its internet banking.

It has also made it easier to enter domestic payment orders, such
as by providing an option to enter a payment order within internet
banking by reading a QR code or simply selecting from previously
used beneficiary accounts.

From the end of August 2018, Komer&ni banka has accelerated
the execution of payments in Czech crowns to other domestic
banks. Payments made by clients on working days up until
1:00 pm and those posted on a business day by 2:15 pm, are
credited to the account of the beneficiary in another domestic
bank on the same day without any additional charge for priority
processing. In total, more than 12 million payments have been
processed in this way.

At the end of November 2018, Komeréni banka introduced
payment processing in 24/7 non-stop mode between current and
savings accounts within KB that are denominated in the same
currency. That means these payments made at any time of the
day are processed immediately. So long as there are sufficient
funds, the transfer is credited to the beneficiary’s account in KB
within seconds. Intra-bank 24/7 payment processing for direct
payments to and from other domestic banks is in preparation and
will be implemented during 2019.

In 2019, KB will further improve its payment processing, improve
client awareness of payments processing, simplify payments
orders, and improve the clarity of some statements for clients.

Payment cards

With 1.6 million payment cards issued, KB is one of the most
important issuing banks on the Czech market. The number of
KB transactions with merchants rose by 20% during 2018 and
transaction volumes by 17%. A wide range of KB credit card
types and designs contributed to the growing popularity of KB
card payments.

In 2018, KB introduced another special limited edition of
credit card designs. Following upon the successful series
of Superheroes, which Komeréni banka had offered in 2017
to clients in co-operation with Warner Bros., a new series of
fiendishly famous heroes, including Harley Quinn, Joker or
Catwoman, has arrived.

In addition to cards, Komeréni banka is a pioneer in the market
for introducing additional payment instruments. After being
among the first banks in the Czech Republic to introduce Google
Pay in 2017, KB was the first in 2018 to allow payments by smart
watch in the Czech Republic and abroad using Garmin Pay and
FitBit Pay.

In the area of credit card acceptance, KB is developing

a business alliance with Worldline under the KB SmartPay brand.
Within this co-operation, the number of merchant transactions
grew by 17% and their volume by 14%.

Trade finance and cash management

KB is one of the leading providers of trade finance. For the
second consecutive year, the Bank recorded a gain in sales
volume for export letters of credit. In total, documentary
payments grew by more than 30% year on year. The volume

of new bank guarantees decline slightly, mainly due to an
unfavourable situation on the domestic market (particularly in
the areas of construction, civil engineering and forestry). Despite
these negative effects, the overall exposure increased year on
year. As a part of the digitalisation process, the proportion of
clients’ requests for trade finance submitted online through the
Trade & Finance OnLine platform reached 95% for letters of
credit and 73% for bank guarantees.

In offering cash management services for local companies as
well as for the local representatives of international corporations,
KB confirmed its strong position on the domestic corporate
banking market. KB also co-operates with Société Générale to
offer international solutions, and especially for countries where
SG is present. A new service from KB enables clients to perform
delocalized international payments in XML E2E format. The
Bank offers clients centralised management of financial flows on
accounts held abroad through multi-bank applications provided
in co-operation with Société Générale.

Selected indicators on payment services

Komeréni banka Year-on-year

(Bank only) 2018 2017 change
Number of payment

cards in circulation 1,565,000 1,578,000 -1%
- debit cards 1,388,000 1,396,000 -1%
- credit cards 178,000 182,000 -2%
Volume of payments

using KB cards

(in CZK million) 110,000 94,000 17%
Number of payments

using KB cards 149,763,000 124,711,000 20%
Volume of cash

withdrawals

(in CZK million) 236,000 254,000 -7%
—-via ATM 136,000 132,000 3%
- via non-ATM 100,000 122,000 -18%
Volume of

cash deposits

(in CZK million) 259,000 300,000 -14%
—-via ATM 47,000 28,000 68%
- via non-ATM 212,000 272,000 -22%
Number of cash

withdrawals 27,650,000 28,289,000 -2%
—-via ATM 26,331,000 26,769,000 -2%
- via non-ATM 1,319,000 1,520,000 -13%
Number of cash

deposits 6,007,000 6,494,000 7%
—-via ATM 2,073,000 1,368,000 52%
- via non-ATM 3,934,000 5,126,000 -23%
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| Komercéni banka Group

As of 31 December 2018, Komerc¢ni banka had 10 subsidiaries
and 1 associate, Komeréni pojistovna, where it held a 49%
share. KB considers these companies as part of the Group. In
addition to its ownership interests in the Group, KB held strategic
interests of 20% in Czech Banking Credit Bureau, a.s. and 1% in
Cataps, s.r.o.

With the aim of maximising all potential synergy effects,

KB Group deepened mutual business co-operation within the
Group during 2018 and also with other members of Société
Générale Group operating on the Czech market. Special
emphasis is given to improving co-ordination of product
development in business areas, as well as in distribution,
procurement, IT and other supporting services. The result should
be optimal, comprehensive and effective satisfaction of clients’
financial needs. An example is the merger of ESSOX and its
subsidiary PSA Finance Czech Republic, s.r.o. with effect from

1 January 2018. PSA Finance Czech Republic, s.r.o. finances
Peugeot and Citroén cars and has been a member of the Group
since July 2016. Its merger with the parent company ESSOX will
simplify and streamline the process of financing car acquisitions.

On 7 January 2019, KB SmartSolutions, s.r.o. (a wholly owned
subsidiary of KB) was established with the aim to facilitate the
preparation of some new KB Group services. Subsequently,
My Smart Living, s.r.o. (@ wholly owned subsidiary of KB
SmartSolutions, s.r.0.) was established. This company will
address clients’ needs in relation to housing.

Information on values and changes in equity investments is
provided in the Separate Financial Statements according to IFRS,
Note 23 ‘Investments in subsidiaries and associates’.

Summary of the results of major companies in Komercéni banka Group

Holding
(%)*

CZK million, IFRS
Domestic participations

Group Total assets

Shareholders’ equity Net profit

Consolidation

2017 2018 2017 2017 method

Modra pyramida stavebni spofitelna, a.s. 100 83,225 83,822 5,945 6,284 721 898 Full
Komeréni pojistovna, a.s. 49 51,674 53,167 2,007 2,406 347 437 Equity
KB Penzijni spole¢nost, a.s. 100 2,372 2,092 1,863 1,658 205 256 Full
SG Equipment Finance Czech Republic s.r.o. 50.1 30,290 28,951 3,349 4,072 277 313 Full
ESSOX s.r.o. 50.93 16,713 13,164 3,544 3,577 375 412 Full
Factoring KB, a.s. 100 9,790 8,756 1,620 1,598 115 86 Full
Protos, uzavreny investi¢ni fond, a.s. 100 6,109 6,146 6,095 6,133 157 195 Full
KB Real Estate, s.r.o. 100 937 956 504 498 6 1 Full
VN 42, s.r.o. 100 2,053 2,136 2,019 2,104 27 26 Full
STD2, s.r.o. 100 566 410 187 9 2 1) Full
PSA FINANCE CESKA REPUBLIKA, s.r.0.

(100% subsidiary of ESSOX s.r.0.) 50.93 N/A 2,574 N/A 755 N/A ) Full
Foreign participations

Bastion European Investments S.A. 99.98 3,233 5,524 533 2,726 20 5 Full
ESSOX FINANCE, s.r.o.

(100% subsidiary of ESSOX s.r.o.) 50.93 2,368 2,166 236 150 4 (25) Full

* KB direct and indirect holding

KB Group companies conduct their business in the Czech
Republic, except for ESSOX FINANCE, which operates in the
Slovak Republic, and Bastion which is financing an EU project

| Strategy and results

in Belgium. Komeréni banka is also active in Slovakia through
a branch. Detailed information on activities of KB Group
companies is provided in the following text of this chapter.

Profile of KB

0
=
3
0
[
=
e
i=
©
>
o
[
-
©
i
=
(2]

Corporate governance

Corporate social responsibility

Risk management



Basic information on Komerc¢ni banka Group’s major companies

m KB

Komercni banka, a.s.,
poboc¢ka zahraniénej banky

In Slovakia, Komeréni banka serves
corporate clients through its branch,
Komer¢éni banka, a.s., poboc¢ka zahrani¢nej
banky (KB SK). The KB branch in the
Slovak Republic is oriented towards
serving large and medium-sized
enterprises with turnover of EUR 40 million
or more. The position of the KB branch

in Slovakia is a strong one in this field,
having at its disposal the know-how of the
parent KB and utilising the synergies of the
KB and SG groups to provide its clients
with comprehensive financial solutions.
KB’s branch in the Slovak Republic offers
standard banking services, including

cash management, direct banking,
payment cards, financing, and investment
banking products, as well as trade finance
solutions.

Financial summary (IFRS, CZK thousand)

31.12.2018  31.12.2017

Total assets 29,265,723 27,800,535

Shareholder’s equity 289,376 294,102

Loans and advances

to customers (gross) 22,502,115 20,825,828

Volume of deposits 5,236,284 5,979,692
Net operating income 508,449 424,064
Tax (82,941) (76,817)
Net profit 337,054 300,488
Average number

of FTEs 41 40
Number of points

of sale 1 1
Public support

received 0 0

Contact:

HodZovo namestie 1A

P. 0. BOX 137

811 06 Bratislava

ID 47231564

Phone: +421/2/592 77 328, 329
Fax.: +421/2/529 61 959
E-mail: koba@koba.sk

2 Modra pyramida

Modra pyramida stavebni
sporitelna, a.s.

Modréa pyramida is a fully owned
subsidiary of KB. This second largest
building savings bank in the Czech
Republic as measured by loan volume
with an 18% market share'. Main products
offered by Modra pyramida include:
state-subsidised savings accounts,
bridging loans and building savings
loans. With its 720 advisors, Modra
pyramida’s distribution network provides
such additional products of KB Group
as mortgages and KB bank services,
supplementary pension saving, mutual
funds and life and non-life insurance.

Financial summary (IFRS,? CZK thousand)

Total assets 83,163,448 83,212,400°
Shareholder’s equity 5,944,572 6,284,309°

Loans and advances

to customers (gross) 51,240,521 43,802,262
Volume of deposits 61,845,090 62,018,716
Net operating income 1,341,878 1,512,591
Tax (52,690) (50,821)
Net profit 720,962 896,523
Average number

of FTEs 328 327
Number of points

of sale 204 216
Public support

received 0 0

Contact:

Modra pyramida stavebni spofitelna, a.s.

Bélehradska 128, ¢&. p. 222

120 21 Prague 2

ID: 60192852

Phone: +420 222 824 111

E-mail: info@modrapyramida.cz

Internet: www.mpss.cz
www.modrapyramida.cz

' Source: comparison of internal data with reporting of
other building societies and CNB ARAD statistics at
http://www.cnb.cz/docs/ARADY/HTML/index_en.htm

2 Not audited.

3As of 1 January 2018, adjusted for the effect of IFRS 9
implementation

KB

~1 Penzijni spolecnost

KB Penzijni spole¢nost, a.s.

A fully owned subsidiary of Komeré&ni
banka, KB Penzijni spole¢nost’s core
business is to collect contributions and
manage them in pension funds pursuant
to the Supplementary Pension Savings Act
and as supplementary pension insurance
in the Transformed Fund. By number of
participants, this pension company has

a 14% share in the supplementary pension
savings market (3rd pillar) and an 11%
share in the pension insurance market
(Transformed Fund).*

Financial summary (CAS,’ CZK thousand)

31.12.2018  31.12.2017

Assets under
management?

of which

58,850,207 54,590,966

in Transformed Fund 53,517,368 50,788,892

Shareholder’s equity 1,609,778 1,658,411
Net operating income 491,448 470,126
Tax (49,227) (1,030)
Net profit 204,893 256,634
Average number

of FTEs 49 48
Public support

received 0 0
Contact:

KB Penzijni spole¢nost, a.s.
nam. Junkovych 2772/1
155 00 Prague 5

ID: 61860018
Phone: +420 955 525 999
E-mail: kbps@kbps.cz

Internet: www.kbps.cz

“Source: Association of Pension Funds of the Czech
Republic, www.apfcr.cz

5CAS: Czech Accounting Standards, not audited.
8Total volume on client accounts
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SOCIETE GENERALE

Equipment Finance

SG Equipment Finance Czech
Republic s.r.o.

SGEF is owned by Komeréni banka
(50.1%) and SG Equipment Finance
International (49.9%). Through KB and

its own network of seven branches in the
Czech Republic and two in Slovakia, this
company provides financing of equipment,
agricultural and forestry technology,
vehicles for transportation of goods and
passengers, high-tech, real estate and
special projects by leasing and lending.
SGEF has a 9% market share in the
non-bank financing market in the Czech
Republic as measured by financed amount
(excluding consumer loans).!

Financial summary (CAS,? CZK thousand)

31.12.2018  31.12.2017

Total assets 31,442,046 30,120,410
Shareholders’ equity 3,377,545 4,096,524

Volume of new

B ESSOX

ESSOX s.r.o.

Owned by Komeréni banka (50.93%) and

SG Consumer Finance (49.07%), ESSOX is

a non-bank provider of consumer loans and
financial leasing for consumers and performs
activities of payment institutions within the scope
of payment services under a licence from CNB.
ESSOX has a 20% market share in consumer
lending provided by companies associated in
the Czech Leasing and Finance Association.®
Main products include financing of consumer
goods and automobiles, general-purpose loans
and revolving credit (credit card). Through the
acquisition of PSA Finance Czech Republic
and PSA Finance Slovakia, ESSOX entered

the market for financing new cars in 2016.

As of 1 January 2018, PSA FINANCE Czech
Republic became part of its parent company,
ESSOX s.r.0., and PSA FINANCE Slovakia
changed its name to ESSOX FINANCE, s.r.o.

Financial summary (CAS,*5 CZK thousand)

Total assets 16,612,466 13,030,293
Shareholders’ equity 3,415,427 3,381,966

Loans and advances

financing 11,995,473 11,947,817 to customers (gross) 14,909,954 10,843,369
Net operating income 479,541 1,008,114 Net operating income 952,863 904,890
Tax (49,375)  (149,466) Tax (54,296) (62,038)
Net profit 193,021 606,579 Net profit 369,011 384,158
Average number Average number

of FTEs 130 126 of FTEs 376 352
Public support Public support

received 0 0 received 0 0
Contact: Contact:

SG Equipment Finance ESSOX s.r.o. }

Czech Repubilic s.r.o. F. A. Gerstnera 52, 370 01 Ceské Budéjovice
nam. Junkovych 2772/1, 155 00 Prague 5 ID: 267 64 652

ID: 61061344

Phone: +420 955 526 700

E-mail: info@sgef.cz

Internet: https://www.equipmentfinance.
societegenerale.cz

" Source: Czech Leasing and Finance Association, https://
www.clfa.cz/data/dokumenty/829-2018zebricky.xls

2 CAS: Czech Accounting Standards, not audited.
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Phone: +420 389 010 111
E-mail: essox@essox.cz
Internet: www.essox.cz

3 Source: Czech Leasing and Finance Association, https://
www.clfa.cz/data/dokumenty/829-2018zebricky.xls

4 CAS: Czech Accounting Standards, not audited,
unconsolidated figures.

5 ESSOX s.r.0. merged with PSA FINANCE CESKA
REPUBLIKA, s.r.0. as of 1 January 2018.

KB

~1 Factoring

Factoring KB, a.s.

Factoring KB is a fully owned subsidiary
of Komeréni banka and is the largest
factoring company in the Czech Repubilic.
It has a 32% share on the Czech factoring
market according to the volume of
receivables transferred.® Through its own
and KB’s networks, the company provides
the following products: domestic factoring,
export factoring, import factoring,
modified factoring and receivables
management.

Financial summary (CAS,” CZK thousand)

31.12.2018  31.12.2017

Total assets 16,315,332 14,713,627
1,620,585 1,598,323
50,168,004 42,837,855

Shareholder’s equity
Factoring turnover

Loans and advances

to customers (gross) 15,470,803 13,941,147

Net operating income 166,502 203,679
Tax (26,640) (14,287)
Net profit 115,094 86,535
Average number

of FTEs 41 42
Public support

received 0 0
Contact:

Factoring KB, a.s.

nam. Junkovych 2772/1, 155 00 Prague 5
ID: 25148290

Phone: +420 955 526 906

E-mail: info@factoringkb.cz

Internet: www.factoringkb.cz

8 Source: Czech Leasing and Finance Association,
https://www.clfa.cz/data/dokumenty/829-
2018zebricky.xls

7 CAS: Czech Accounting Standards, not audited.
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KB

~1 Pojistovna
Komerc€ni pojistovna a.s.

The shareholders of Komeréni pojistovna
are SOGECAP (51%) and Komer¢&ni

banka (49%). This insurance company

has a 3% share in the life insurance
market (according to methodology of the
Czech Insurers Association, measured by
premiums written).! Main products include:
savings life insurance, risk life insurance,
capital life insurance, investment life
insurance, accident insurance, payment
card insurance, travel insurance, travel
insurance for payment cards, risk life
insurance for credit cards, risk life
insurance for consumer loans and, since
2016, non-life insurance for residential real
estate and households.

Financial summary (CAS,? CZK thousand)

31.12.2018  31.12.2017

ESSOX

Finance

ESSOX FINANCE s.r.o.

ESSOX FINANCE (formerly PSA FINANCE
SLOVAKIA, s.r.0.) provides its services
through the Peugeot and Citroén brands.
Financial and insurance services include
financial leasing, consumer credit,
accident insurance for motor vehicles,
liability insurance for motor vehicles, loss
insurance and operational leasing, which
is outsourced. The company also provides
inventory financing to authorised dealers
selling new Peugeot and Citroen cars. On
14 July 2017, the ownership structure of
PSA FINANCE SLOVAKIA, s.r.o. changed
and the sole owner of the company
became ESSOX s.r.o. On 1 January 2018,
the name of the company was changed to
ESSOX FINANCE.

Financial summary (SAS,® EUR thousand)

Total assets 47,797,166 49,913,987 Total assets 92,121 84,802
Shareholders’ equity 1,936,468 2,902,470 Shareholder’s equity 9,199 5,635
Technical reserves Loans and advances

(gross) 47,452,817 48,554,350 to customers (gross) 92,687 83,777
Gross premium written 5,146,804 6,149,823 Net operating income 1,161 2,237
Tax (87,355) (90,486) Tax (94) 8)
Net profit 585,824 237,926 Net profit 64 (925)
Average number Average number

of FTEs 210 186 of FTEs 27 25
Public support Public support

received 0 0 received 0 0
Contact: Contact:

Komeréni pojistovna a.s.
Karolinska 1/650, 186 00 Prague 8
ID: 63998017

Phone: +420 222 095 999
E-mail: servis@komercpoj.cz
Internet: www.komercpoj.cz

" Source: Czech Insurance Association, http://www.
cap.cz/images/statisticke-udaje/vyvoj-pojisteno-trhu/
STAT-2018Q4-CAP-CZ-2019-01-28-WEB.pdf

2 CAS: Czech Accounting Standards, not audited.

ESSOX FINANCE, s.r.o.
Karadzi¢ova 16, 821 08 Bratislava,
Slovakia

ID: 35846968

Phone: +421 5348 37 50
Internet: http://www.essoxfin.sk/

3SAS: Slovak Accounting Standards, not audited.

Bastion European Investments S.A.

Bastion European Investments S.A. is

a Special Purpose Vehicle, based in
Belgium, intended for financing a long-
term transaction of the European

Union. Given the long-term profile of
this transaction, Bastion European
Investments S.A. was financed by both
a long-term loan and KB’s own capital.
This transaction helps to diversify the KB
portfolio by adding a financial asset with
a very low risk profile. The ownership
share of Komeréni banka a.s. in Bastion
European Investments S.A. was 99.98%
as of 31 December 2018.

Financial summary (IFRS,* EUR thousand)

31.12.2018  31.12.2017

Total assets 125,692 216,297
Shareholders’ equity 20,710 106,734
Loans and advances

to customers (gross) 104,976 109,245
Volume of deposits 0 0
Net operating income 709 249
Tax 107 (11)
Net profit 784 205
Average number

of FTEs 0 0
Public support

received 0 0
Contact:

Bastion European Investments S.A.
Rue de la Science 14b, 1040 Brussels,

Belgium
ID: BE 0877.881.474
E-mail: operations@bastion-ei.be

“Not audited.
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VN 42 s.r.o.

VN 42 s.r.0. was established in 2013 to
provide administration and maintenance
for real property and real estate services.
In 2013, KB placed into this company KB’s
headquarters at Wenceslas Square 42,
which VN 42 s.r.o. subsequently leases

to Komeréni banka. VN 42 s.r.o. was

fully owned by Komeréni banka a.s.

as of 31 December 2018.

Financial summary (CAS,' CZK thousand)

31.12.2018  31.12.2017

KB Real Estate s.r.o.

KB Real Estate s.r.o. was established

in 2011 to provide administration and
maintenance of real property and real
estate services. In 2012, KB Real Estate
acquired the office building in Stoddlky,
which was subsequently leased to KB.
Komeréni banka a.s. fully owned KB Real
Estate s.r.o as of 31 December 2018.

Financial summary (CAS,? CZK thousand)

STD2 s.r.o.

The company STD2 s.r.o. (originally
named Office Center Stodulky a.s.)

was purchased in 2017 and owns the
office building in Stodulky, whose
construction was completed in 2018. The
company STD2 s.r.o. rents office space
to KB. Komeréni banka a.s. fully owned
STD2 s.r.0. as of 31 December 2018.

Financial summary (CAS,® CZK thousand)

31.12.2018  31.12.2017

Total assets 2,052,572 2,135,833 Total assets 937,806 956,446 Total assets 569,015 409,158
Shareholder’s equity 2,018,711 2,103,548 Shareholder’s equity 504,445 498,484 Shareholder’s equity 186,869 9,418
Net operating income 178,398 174,338 Net operating income 60,321 58,752 Net operating income 17,967 266
Tax (24,789) (24,504) Tax (1,399) (277) Tax (531) 181
Net profit 27,248 25,841 Net profit 5,961 1,181 Net profit 2,450 (1,005)
Average number Average number Average number
of FTEs 0 0 of FTEs 0 0 of FTEs 0 0
Public support Public support Public support
received 0 0 received 0 0 received 0 0
Contact: Contact: Contact:
VN 42 s.r.o. KB Real Estate s.r.o. STD2 s.r.o.

Vaclavské namésti 796/42,
Prague 1, 110 00 Nové Mésto
ID: 02022818

Vaclavské namésti 796/42,
Prague 1, 110 00 Nové Mésto
ID: 24794015

Vaclavské namésti 796/42,
Prague 1, 110 00 Nové Mésto
ID: 27629317

T CAS: Czech Accounting Standards, not audited.

| Strategy and results

2 CAS: Czech Accounting Standards, not audited.

3 CAS: Czech Accounting Standards, not audited.
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Protos, uzavreny investicni fond a.s.

Protos, uzavreny investi¢ni fond a.s.

(a closed-end investment fund) was
established in 2007as a fund for qualified
investors. The company’s investment
objective is the implementation of
investment decisions, in particular
primary issues of government bonds and
other receivables issued or guaranteed
by governments of the European

Union member states. The company’s
long-term intention is to provide a regular
and equitable dividend that follows

the principle of accrued revenues and
costs in the company’s accounts. For
this reason, the company prefers to
minimise purchases and sales on the
asset portfolio in such a way that trading
gains and losses do not create additional
dividend volatility. The ownership

share of Komerc¢ni banka a.s. in Protos,
uzavreny investi¢ni fond a.s. was 83.65%
as of 31 December 2018. The share of
Factoring KB, a.s. in Protos, uzavieny
investi¢ni fond a.s. was 16.35% as of

31 December 2018.

Financial summary (CAS,' CZK thousand)

31.12.2018  31.12.2017

Total assets 6,109,109 6,159,262
Shareholders’ equity 6,094,898 6,133,383
Net operating income 357,891 444,282
Tax (8,289) (10,254)
Net profit 157,488 194,833
Average number

of FTEs 0 0
Public support

received 0 0
Contact:

Protos, uzavreny investi¢ni fond a.s.
Rohanské nabrezi 693/10,

Prague 8, 186 00 Karlin

ID: 27919871

T CAS: Czech Accounting Standards, not audited.

Komeréni banka, a.s.
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| Corporate governance

(A separate part of the annual report pursuant to § 118 (4) (b),
(c), (e) and (j) and (5) (a)-(k) and (6) of Act No. 256/2004 Coll., on
Capital Market Undertakings, as amended)

Komeréni banka acceded to and upholds all the principal
standards of corporate governance in compliance with the
Corporate Governance Code based on the OECD principles
as amended in 2004 and issued by the Czech Securities
Commission. The Czech wording of the Revision of the Code
is available on the website of the Ministry of Finance of the
Czech Republic at www.mfcr.cz. Moreover, in September
2018, Komeréni banka registered for compliance with all
main corporate governance standards set by the Corporate
Governance Code of the Czech Republic (2018), issued by the
Institute of Administrative Bodies on the basis of international
standards of corporate governance (in particular G20 / OECD
Principles of Corporate Governance from 2015). Its full text in
Czech is available at http://www.cginstitut.cz/cs/dokumenty/
(hereinafter referred to as the “Codes”).

Komeréni banka’s Board of Directors applies and develops the
aforementioned principles of corporate governance in a spirit
of transparency, accountability and long-term prospects, and it
translates these best practices into its internal procedures and
regulations.

Compliance with the Codes is maintained through the Bank’s
open approach to disclosing information on material matters of
the Bank, in particular concerning its financial position, dividend
policy, performance, ownership, corporate governance and
company management. The financial reports provide a true

and fair view of the Bank’s accounting and financial position.
Shareholders are informed in a timely manner as to the date,
location, and agenda of the General Meeting, with the proposals
of the individual resolutions and their rationale, including
information on the proposal for paying out the share in profit

and the method of this payment. Shareholders are informed of
their rights relating to their participation in the General Meeting,
including a description of how to participate in the General
Meeting, whether in person or on the basis of a power of attorney,
and have at their disposal in advance materials concerning the
agenda of the General Meeting. The invitation to the General
Meeting also explains the rules and voting procedures governing
the General Meeting. This information is available on the Bank’s
website and in the press, and press releases are issued regularly.

Furthermore, the Code is fulfilled by the chosen management
system. The Bank has a two-tier management system that
entails a separation of the executive and control functions. The
Board of Directors performs all key functions of the Bank’s
management. Operational management is divided among the
individual members of the Board, and each member of the Board
has competence over a certain area of the Bank’s activities

| Corporate governance

(functional division). The Board of Directors nevertheless decides
collectively at its meetings, which are held regularly at two-week
intervals. Under the Bank’s Articles of Association, members of
the Board are subject to rules and regulations over conflicts of
interest even stricter than as defined by Act No. 90/2012 Coll., on
Business Corporations. They are obliged to inform the Board of
Directors and Supervisory Board of any existing or even potential
conflicts of interest relating to functions they perform in any other
legal entity and are obliged to abstain from voting on all matters
concerning the Bank’s relationship to such a legal entity. The
Bank’s corporate governance and management system provides
the members of the Board of Directors and the Supervisory
Board with timely and relevant information relevant to the
performance of their functions. The Board of Directors and the
Supervisory Board apply proper and effective procedures relating
to their conduct, keep records of the decisions taken and retain
them for the duration of the Bank’s existence.

The Supervisory Board is a control body supervising the activities
of the Board of Directors and of the entire Bank. Three of the
Supervisory Board’s nine members are independent and two are
employee representatives. The Supervisory Board is to establish
Audit, Risk, Nominations and Remunerations committees.
Members of the Audit Committee are appointed by the General
Meeting. The majority of members of the Audit Committee,
including the Chairperson, are independent and professionally
qualified. The Audit Committee plays an important role in
supervising the Bank’s proper management, the independence
and objectivity of the external auditor, the auditor’s conduct of the
mandatory audit, effectiveness of the risk management systems
(together with the Risk Committee), and mechanisms of internal
management and control. The Risk Committee monitors the
Bank’s approach to risk, its strategy in the risk area, acceptable
levels of risk and risk management.

The Bank applies a policy of diversity. The Supervisory Board
endeavours within its scope of competence to ensure that

the Board of Directors and Supervisory Board consist of
persons with appropriate professional, time-related, and other
requirements for the performance of their duties, that both
bodies are balanced in terms of professional competence and
experience, and that the composition of the Board of Directors
and the Supervisory Board as a whole is diverse by taking

into account the requirements of the Bank for the specifics of
its business. For this purpose, the Nominations Committee of
the Supervisory Board of Komeréni banka adopted the Main
Principles for Nominating Members of the Supervisory Board
and the Board of Directors and for Their Composition and
Performance. These principles reflect the tenets of corporate
governance, requirements of the Act on Business Corporations,
the Banking Act, CNB Decree No. 163/2014 Coll. and Stock
Exchange Standards. Since mid-2018, the Bank has also
implemented EBA guidelines for assessment of suitability of
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members of corporate bodies. In nominating candidates for
open positions on the Supervisory Board and Board of Directors,
the Nominations Committee follows the stated principles and
instructions and assesses first the balance of professional
competence and experience and the diversity of the Supervisory
Board’s and Board of Directors’ composition as a whole (diversity
is assessed in terms of experience, education, qualifications,
profession, social position, gender, nationality, and age), followed
by the profile of the current members of the Supervisory Board
and Board of Directors and their specific knowledge, followed

by the candidate’s professional competence, experience,
professional successes, understanding of the Bank’s activities
and its main risks on the candidate’s side and, last but not least,
his or her moral profile and integrity. The Nominations Committee
also considers the target representation of the less represented
gender according to the accepted principles and the candidate’s
time considering the time requirements of the obligations
connected with the performance of the membership function.
Candidates undertake to assess and evaluate compliance

with the credibility, knowledge, experience, management and
independence requirements and respond to questions prepared
for evaluating their suitability for the Bank’s bodies and submit

a professional CV, an extract from the criminal record, and
references. Once a year, the Nominations Committee evaluates
the trustworthiness, professional competence, and experience
of the individual members of the Supervisory Board and the
Board of Directors and of the two bodies as a whole and submits
reports on this evaluation to the Supervisory Board. These
evaluations form the basis for seeking candidates for open
positions and for ensuring that the two Boards as a whole as well
as their members have suitable professional, time-related, and
other requirements for performing their activities.

In 2018, these principles were applied to all changes that
occurred during the year in the Board of Directors, in particular
in the event of the termination of three members of the Board
of Directors and appointment of two new members (while the
sixth of the Board of Directors was appointed in January 2019.
The main principles were applied during 2018 in relation to all
changes made in the Supervisory Board of Komer&ni banka,
when changing representative of the majority shareholder, as
well as when electing new members of the Supervisory Board
representing employees. The Bank has ensured the proper
and effective exercise of the employees’ right to elect one-third
of members of the Supervisory Board and their right to seek
election to the Supervisory Board.

At its meeting in March 2018, the Board of Directors also
assessed the activity of the Board of Directors of Komeréni
banka, and its individual members during 2017 and proceeded
similarly regarding the Supervisory Board of Komer¢ni banka and
its individual members.

In the course of 2018, five meetings of the Committee for
appointment of the Supervisory Board of Komeréni banka were
held, one of which was per rollam.

The Board of Directors and Supervisory Board coordinate with
each other the main strategies and changes in the management
direction of the Bank. The Board of Directors shall periodically
provide the Supervisory Board with information on all relevant
facts in relation to all material facts concerning the Bank and its
controlled companies.

There were no fundamental changes during 2018 that would
adversely influence the aforementioned standards for the Bank’s
corporate governance. Komeréni banka will continue to respect
the principles of corporate governance, inasmuch as these

best correspond with the Bank’s business model as well as the
interests of the Bank and its shareholders and employees.

Shareholders and the General Meeting

Komeréni banka’s share capital totals CZK 19,004,926,000 and
is divided into 190,049,260 ordinary listed shares admitted to
trading on the European regulated market, each with a nominal
value of CZK 100. All the Bank’s shares carry the same rights.

Major shareholders of Komeréni banka owning more
than 1% of the share capital as of 31 December 2018
(per the extract from the issuers register taken from the Central
Securities Depository)

Shareholder Proportion of share capital

Société Générale S.A. 60.353%
Chase Nominees Limited 4.878%
Nortrust Nominees Limited 3.872%
Clearstream Banking, S.A. 2.464%
State Street Bank and Trust Company 1.981%
GIC Private Limited 1.739%
Brown Brothers Harriman CO. 1.571%
Other shareholders 23.142%

Shareholder structure of Komeréni banka

as of 31 December 2018

(per the extract from the issuers register taken from the Central
Securities Depository)

Proportion

Number of in number of Proportion of

shareholders shareholders share capital

Number of shareholders 48,265 100% 100%

of which: legal entities 746 1.55% 95.96%

private individuals 47,519 98.45% 4.04%

Legal entities 746 1.55% 95.96%
of which: from the Czech

Republic 219 0.45% 1.94%

from other countries 527 1.09% 94.03%

Private individuals 47,519 98.45% 4.04%
of which: from the Czech

Republic 42,907 88.90% 3.82%

from other countries 4,612 9.56% 0.21%
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The General Meeting is the supreme body of the Bank. The
Regular General Meeting is convened at least once per year,

and in no case later than four months from the last day of

each accounting period. A quorum of the General Meeting

shall be constituted if the attending shareholders hold shares
the total nominal value of which exceeds 30% of the Bank’s
registered capital, provided that voting rights are attached
thereto in accordance with generally binding legal regulations
and except in cases specified in § 12, para.1 of the Articles of
Association. The quorum is confirmed at the time of convening
the General Meeting and always before each vote. The General
Meeting shall approve resolutions by a majority of votes of the
attending shareholders unless legal regulations or the Articles

of Association require a qualified majority of votes. The General
Meeting’s order of business is governed by the agenda stated in
the invitation to the General Meeting, which contains proposed
resolutions and their justification and further information about
the conditions of shareholders’ participation, execution of
shareholder rights, and the main information from the financial
statements. At least 30 days prior to the General Meeting, the
General Meeting shall be convened by means of a public notice
calling the General Meeting, which shall be posted on the Bank’s
website www.kb.cz and on the notice board in the Bank’s
registered office, as well as published in the Mlada Fronta DNES
daily newspaper. All documents relating to corporate governance
are published on the Bank’s website. Issues not included in the
proposed agenda for the General Meeting are decided upon only
with the attendance and consent of all the Bank’s shareholders.
The General Meeting shall be opened by a member of the Board
of Directors authorised for this purpose by the Board of Directors
or a person designated by the Board of Directors. This member
of the Board of Directors shall also conduct the General Meeting
until a Chairman of the General Meeting is elected.

Unless otherwise stipulated by law or the Articles of Association,
all persons registered in the list of attending shareholders and
present at the General Meeting at the time of calling a vote are
entitled to vote. The sequence of voting corresponds to the order
on the General Meeting’s agenda. The casting of votes shall be
carried out using an electronic voting system. Each CZK 100 of
nominal share value represents one vote. Any proposal presented
by the Board of Directors shall be voted upon first. Should such
proposal of the Board of Directors be accepted by the required
majority, other proposals or counter-proposals to this point shall
not be voted upon. Other proposals or counter-proposals shall be
voted upon in the sequence in which they have been presented.
Should such a proposal or counter-proposal be approved in

a vote by the General Meeting, other proposals or counter-
proposals shall not be voted upon.

The Articles of Association allow the possibility of correspondent
voting before the general meeting if the Bank’s Board of Directors
so decides and while thus voting under the conditions specified
in the invitation to the General Meeting.

| Corporate governance

The General Meeting has within its powers to:

a) decide upon changes to the Articles of Association, with the
exception of a change in consequence of an increase in the
registered capital by the authorised Board of Directors or
a change made on the basis of other legal circumstances;

b) decide upon a change in the amount of the registered
capital, except that, unless it is reduced to cover a loss, the
registered capital may be reduced only upon prior approval
of the Czech National Bank;

c) elect and remove members of the Supervisory Board; elect
and remove members of the Audit Committee;

d) approve the Board of Dire