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POLAND'S BANKING SECTOR: SUMMARY AS OF Q3 2014

SUMMARY
e All key banking volumes keep growing.
Volumes e Most growth taking place in retail segment.
e Deposits grow faster than loans.
¢ Deposit margins have been under pressure again due to falling market interest rates
following central bank rate cuts.

¢ Lending margins are in an increasing trend
e The overall lending quality is improving. Both consumer and corporate debt show

. . decreasing NPL rates.

Lending Quality £ _ . . . .
* The only loan category where quality is falling is mortgage. The cause is ageing portfolios
and only limited dilution from new loans due to very slow mortgage origination.
e Total interest revenues are increasing thanks to growing volumes.
e Pressure on fee and commission income persists mainly due to regulatory developments
Profitability (e.g. payment card interchange, fx mortgage repayment, bancassurance etc.).
* However, slowing f&c income is more than compensated by interest income and falling
risk cost.
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BOTH RETAIL DEPOSITS AND RETAIL LOANS ARE GROWING

HOUSEHOLDS

Annual growth rate in outstanding loans / deposits at banks
Dec.2010-Oct.2014
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THE GROWTH IN CORPORATE VOLUMES HAS BEEN GRADUALLY ACCELERATING SINCE
EARLY 2013

CORPORATE

Annual growth rate in outstanding loans / deposits at banks
Dec.2010-Oct.2014

in

‘y;o ; Corporate Deposits (billion PLN 30 - Corporate Loans (billion PLN) . I

27 27
” Demand deposits /K e "
1 ‘ g I\ 21 e The growth in :
corporate volumes g
18 - I ‘ 18 P > . H
Total deposits R} \ K Total loans has been positive and ¢
15 A I b4 !{ l\ 15 ~ increasing since the ‘
o i beginning of 2013. :
A A Investment & « Corporate deposits :
9 Y 9 other loans P p_ g
have been growing S
6 6 . 2
I \ slightly faster than 5
3 . AR 3 oo, tel g
' ‘/{f \! z\[ 23 /\1 |! corporate loans :
0 v 0 \{ — rece.ntly. Howeve.r,. E
/‘ﬂj f'd looking forward, it is
3 -3 A .
P 18ansin c/a corporate lending,
-6 -6 which is expected to
g g grow faster than
N & N
deposits.
-12 / 12 7
Term deposits
-15 I -15
-18 -18
21 ) 21
-24 -24
o Ll Ll — — o o o~ o~ m m (22] (32} < < < o — — — — o~ o~ o~ o [42] [32] [42] (42] < < <
AR S L B U S B B R R R - S R
© & 5§ § & 85 5 § 8 55 & @& & 5 & ¢ = 5 § 3 5 5 & @ 85 & 8 &8 5 &
a > 5 uw o S 5 oo >SS 5 oo S 5 wun a > S5 u a0 3 5 oo S 5 oo S 5 un

5

Inteliace Research

inteliace
Source: NBP, Inteliace Research g

research



MOST OF RECENT BANKING VOLUMES GROWTH TOOK PLACE IN THE RETAIL SEGMENT

Recent changes in outstanding loans and deposits by business segment, Dec.2013-Oct.2014
in billion PLN

Deposits (billion PLN) Loans (billion PLN)

Retail clients 32.8 569.3 26.1 573.2
536.5 . i 547.1 . )
(Households)
.\. Highest i
" absolute H
= +6 1‘y volumes growth +4 8<y .,:
y 0L A in retail segment ez H
Dec-13 A Oct-14 Dec-13 A Oct-14
Corporate
clients*
N 208.0 24 2104 244.7 | 16.9 | 261.5
“ +1.2% +6.9%
Dec-13 A Oct-14 Dec-13 A Oct-14
6

*Corporate subjects only. Excluded: non-monetary financial institutions and public sector . .
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THE QUALITY OF CONSUMER AND CORPORATE LENDING HAS RECENTLY
IMPROVED. HOWEVER, MORTGAGE LOANS ARE STILL DETERIORATING
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The share of non performing receivables in total lending by
segment/product, Jan.2010-Oct.2014
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e Quality of lending portfolios of
banks is improving across all key
segments with exception of
mortgage loans.

e Mortgage lending quality is
gradually deteriorating as
mortgage portfolios of banks are
getting older and there is little

dilution due to low new sales. 7
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DEPOSIT MARGINS ARE SHRINKING AGAIN AFTER THE RECENT DROP IN
REFERENCE RATES

Dec.2011-Sep.2014, in percent, PLN volumes only
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** Theoretical margin calculated against WIBOR 6M
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REDUCED EMPLOYMENT AND SHRINKING BRANCH NETWORKS CONTRIBUTE
TO HIGHER PRODUCTIVITY IN POLAND'S BANKING SECTOR

Evolution of bank outlets and employment at banks*

Dec.2012-Jun.2014

in thousand

176 +

175 +

174 +

173 +

172 +

171 +

170 +

169 +

168 +

167 +

166

Total number of bank outlets
(right-hand scale)

Total employment
(left-hand scale)

Dec-12 Mar-13  Jun-13

Sep-13

Dec-13 Mar-14 Jun-14  Sep-14

- 14.9

- 14.8

- 14.7

14.6

Change (in%)
Dec.12-Sep.14

D

101.0

Average bank* assets per bank outlet
in million PLN

97.2

90.7 93.0 09138

4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14

Average bank* assets per bank employee
in million PLN

Average number of employees per bank* outlet
in FTE

114 113 112 113 114 114 113 113 @

4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14

* Data for all banks operating in Poland including cooperative banks and foreign bank branches

Source: NBP, KNF, Inteliace Research
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SINCE 2012, BANK BPH HAS BEEN SHRINKING WHILE THE BANKING MARKET @) Bank BEH
HAS BEEN GROWING

UNCONSOLIDATED

BANK BPH - total assets evolution, 4Q 2012-3Q 2014

ACCOUNTS
PLN billion
33.5 33.7 33.5
32.7 32.1 31.0 30.7 30.2 e BANK BPH has been

continuously getting
smaller since 2012. At
the same time the
banking market has
been growing.

e As a consequence of
negative growth rates, )
the market share of
Market share evolution, 4Q 2012-3Q 2014 BANK BPH, if

Percent (of commercial banks and foreign bank branches assets) measured by assets,
has fallen to 2.1% in

third quarter of 2014.

2.65 2.63 2.56 2.45 2.45 2.31 2.21 2.11

4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14

4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14

11
* Compound Annual Growth Rate 1 telnce Research inteli
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Source: BANK BPH, KNF, Inteliace Research g!cesr'earg lace



BANK BPH RANKED # 14 IN TERMS OF TOTAL ASSETS AS OF 3Q 2014

Top 15 commercial banks in Poland by total assets, as of 3Q 2014

UNCONSOLIDATED
ACCOUNTS

Total TOP 15 = 1 177 billion PLN

@ Bank BPH

Y102 J2qWa93Q Hdg YUEq PUE puBjod Ul 103935 BUIUE] 3U3 U SPUBI) 3URD3Y

Bank Assets, PLN billion Market Share by Assets*, %  Share change vs. 12/2013, in p.p.
1 e PKOBP | 226.0 @5.D
2 7Bank Pekao Pekao | 160.4 11D
3 BZ WBK [ Jso
4 VSR mBank [ 131
5 ING# ING 93.6
6 @@  BGK [ ]709
7 E=EDpeax Getin Noble :I 66.4
8 Millennium :I 60.3
9 Raffeisen  Raiffeisen :I 56.2
10 cihandiowy Citibank [ 495
11 {BarkBGZ BGZ | Ja02
12 [oeuschesank  Deutsche B. :I 34.9
13  Nordea™ Nordea** j 30.7 @
14 BPH [ ] 302 QD
15 Alior [ ] 2022
82.0

* Market share among commercial banks and foreign bank branches (cooperative banks excluded)

** Nordea bank will merge with PKO in Q4 2014
Source: KNF, banks, press, Inteliace Research
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BANK BPH HAS BEEN LOOSING MARKET SHARE IN KEY PRODUCT/CLIENT @ Bank BPH
SEGMENTS RECENTLY

Value of loans* Value of deposits*
CAGR
in billion PLN 4Q12-3Q14 in billion PLN
222 221 7218 212
_ — 7 205 203 199 193 P CAGR
Retail ~—a 4Q12-3Q14
Retail
7.5 7.8 7.7 7.7 7.7 7.6 7.4
Corporate U gl o
& SME —

46 4.6 4.§NCorporate

S22 49 47 46 44 42 41 11 €D
—_—— e — —

5.2 53 5.3 5.2 51

2930 ‘Hd HUeq PUE PUE|Og Ul 103295 UpjURq B3 Ul SPUBJ} 1U3%BY

& SME
4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Ql4 4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2014 3Q14
retal D A B B @ D D @ @ D OO S GO D :
coporate €D @ @ @ @ @ B @ D O D DD D@D S onorate
& SME & SME
———ee—— ———ee——
Market share in loans* , in percent Market share in loans* , in percent
T ———
* As combined loan volumes exceed client deposits, the difference has to be financed on the interbank market and by the major shareholder.
* Bank's market share has been falling recently across key segments.
13

* Client volumes with exception of public sector and monetary institutions
Source: BANK BPH, NBP, Inteliace Research Inteliace Research 'ﬂinteliace
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IN SELECTED REGIONS, THE BRANCH NETWORK OF BANK BPH SEEMS TO BE

UNDERDEVELOPED

BANK BPH - branch network by region and its share in the overall banking network, Q1 2014
Number of outlets and % share in the total banking network*

Legend

2.75% share and more
<2.74%-2.15%>
2.14% share and less

Regions
where BPH's
network is

best

developed Average
relative to — 0
other banks = 2.47%

(2.09%)

Regions where
BPH's network is
least developed
relative to other
banks

\ Partner
@ Bank BPH Bank BPH

Bank BPH - Network:

e Total outlets: 441 , of which:
* 280 own outlets

160 partner/agency outlets

BANK BPH's branch network covers the
whole country and bank is controlling ~2.5
% of all banking outlets in Poland.

In selected regions, e.g. in Southern and
Central part of Poland, BANK BPH is
relatively underrepresented in terms of
bank outlets.

Bank BPH could still consider increasing its
presence in few important regions
including: Wielkopolskie and Matopolskie,
where its share of network is low if
compared to competitors.

* Banking network including commercial banks, foreign bank branches, cooperative banks and SKOK credit unions
Source: Inteliace Research — Bank outlets database 2014
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PROFITABILITY OF BANK BPH IS LOW AND FALLING, PRIMARILY DUETO @ PankBLH

EXCESSIVE OPERATING COSTS

Profitability tree — Bank BPH vs. commercial banks, 2012- H1 2014* Net interest revenue UNCONSOLIDATED
Percent of average assets (May not add to 100% due to rounding) ACCOUNTS

36
26 3035 30,5

Bank BPH Net banking revenue Other net revenue

All commercial banks 5.0 44 4.4 40 4340 2012 2013 14H1

B
— QI"/ 0307 0306 0306
Profit before tax Net fee & commission revenue

2012 2013 14H1 2012 2013 14H1

Profit after t | o> 102f 0'6|—|1'5 S R falling but still
rofrit atter tax |—|_| I_l_l evenues talling but sti g
higher than market average 1111 1110 1009 g
2012 2013 14H1 e I I s
0712 0911 gg12 -@ 2012 2013 14M1 :
= 1 1—J1 | Income tax Costs & charges :
4.1 3.8 3.7
2012 2013 14H1 3.0 27 26
Low profitability 0203 0202 0103 Personnel costs Depreciation %
2012 2013 14H1 2012 2013 14H1 20 1117 1, 18,
' ' ' 0202 0202 0202
still high a1
BankB!?H operating cost 2012 2013 14H1 2012 2013 14H1
Cost to income (CIR ratio) ROAE Other operating costs Net reserves
% %
748 9.4 81
49.2 51.0 =1 48.5
_’—‘ _’—‘ —| 6.9 11.0 7.4 101 37 113 16 909 1449 15,4 0308 0406 (506
e P e Pl e ] R
2012 2013 14H1 2012 2013  14H1 2012 2013 14H1 2012 2013 14H1

.......................................... High CIR ratio — ris costs
profitability y 15

* Data for H1 2014 annualized . i
Source: BANK BPH, KNF, Inteliace Research inteliace Research '!1!55138 lace



SINCE EARLY 2010, BANK BPH HAS BEEN STRONGLY UNDERPERFORMING ITS @ Bank BPH
PEER GROUP

Performance Index Bank BPH multiples (Dec. 19, 2014)
Jan 1, 2010 = 100% e Market cap: PLN 3.6 billion (Euro.84b)
% e P/E** ratio: 24.9
160 — WIG-BANKS* O P/B** ratio: 0.72
140 +
120 +

e Bank BPH has relatively
low valuation as it is being
IVl L A A W () S A P ittt : traded significantly below

' its book value (P/B of 0.72).

Difference of 78 pp.:
WIG-banks: 131.6%

80 T Bank BPH: 53.3% e During last four years ,
bank BPH has strongly
underperformed its peer

Y102 J2qWa93Q Hdg YUEq PUE puBjod Ul 103935 BUIUE] 3U3 U SPUBI) 3URD3Y
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ol Bank BPH
BANK BPH
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* performance Index for banks listed on the Warsaw Stock Exchange 16

** Based on book value as of Q3 2014 and net profit for the period Q4 2013 — Q3 2014. . .
Source: WSE, Inteliace Research Inteliace Research '!1 !esneatrgllace



MAJOR BANK ACQUISITIONS IN POLAND AFTER 2013

Upcoming deals

Price paid* Market share
Date Buyer Target (for 100%) acquired** Description
illi ~ 0 e Santander agreed to acquire Kredyt Bank from KBC Group by merging
2012 Santander Kredyt Bank 1.0 billion EUR 3.4%
(P/BV: 1.4) it with its other business in Poland — BZ WBK.
@ T e Santander paid with a new issue of BZ WBK shares. The agreement was
——
KR Kredyt Bank based on an exchange ratio of 6.96 shares of BZ WBK for every 100
shares of Kredyt Bank.
i i i 0 e DnB Nord decided to divest retail operations in Poland and offered for
2012 Getin Noble  Retail business of n/a <0.2%
Bank DnB NORD sale its retail branch network (40 outlets), retail and SME clients z
an n (35,000) and retail lending portfolio (~1 billion PLN). 2
DnNB NORD :
2013 PKO BP Nordea bank 2.65 billion PLN 2.5% ¢ Nordea decided to withdraw from Poland and it offered its multiple 5
(P/BV: 1.07%**) businesses for sale in 2013 .. H
) /] o e PKO acquired a bundle of Nordea bank Polska, portfolio of corporate j
Nordea loans to Polish top companies of Nordea bank AB, leasing operations :
via Nordea Finance Polska and a life insurer - Nordea Polska TuNZ S.A. g
e ..Nordea AB will finance lending portfolios_over next 7 years. H
2013 BNP Paribas Bank BGZ 4.2 billion PLN 2.7% e Rabobank signed an agreement to sell 98.5% stake in BGZ to BNP Paribas. i’
( P/BV' 1.2 ) ¢ Transaction will be very important for BNP group. The market share of BNP *
( Bank BGZ - in Poland is expected to almost triple from current 1.5% (as of 2013) after
9
the transaction is completed.
2014 Alior Bank Bank Meritum 0.36 billion PLN ~0.2% e Alior agreed to acquire 98% share in Meritum at attractive terms.
meritua ( P/BV' 1.2 ) e Transaction to be financed with cash and new Alior shares.
? ? Bank BPH ? Expected value 2.1% ¢ Owner of the bank, General Electric Company is looking for buyers of BPH
@ BankBpH £ PLN ~4-5 billi odbAY as it wants to exit the investment which has failed to provide satisfactory
ANk = 0 -2 BIllion (43 14) return over recent years.
? ? Raiffeisen e According to press speculations, Raiffeisen is considering sale of parts of its
Polbank ? Expected value of 3.9% Polish business, which could be an effect of Group policy change towards its
2 .a.n PLN ~7-10 billion (Q3 14) foreign investments. Earlier, Raiffeisen has committed to the local regulator
Rofifeisen to make an IPO in the Warsaw Stock Exchange.
* Implied price (valuation) of a 100% stake *** Multiples as declared by PKO 17

** Market share in terms of total assets
Source: Banks, press, Inteliace Research
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About this report

This report has been prepared using Inteliace Research
proprietary research and publicly available sources,
including: financial reports, press publications, industry
magazines, directories, financial databases and expert
opinions.

Views presented in this report reflect solely the
independent and unbiased opinion of Inteliace Research
and authors.

All due care has been taken in the production of this
report. However, Inteliace Research does not accept any
responsibility or liability for any omissions or inaccuracies
of the information contained in this publication.

This report is copyrighted. Any distribution, storage,
replication and usage is restricted to Inteliace Research
clients only. In case of any doubt please contact us at:
info@Inteliace.com

About Inteliace Research

Inteliace Research is an independent and privately owned
research firm based in the heart of Eastern Europe in
Warsaw / Poland.

Our company specializes in value-added research services
and tailored business intelligence solutions.

Through our customized research services we help our
clients to better understand their customers, competitors
and overall market dynamics.

The lead researcher and founder of Inteliace Research is
Marcin Mazurek.

Our contact details:

Inteliace Research

Foksal 17b lok. 31

00-372 Warszawa, Poland

Tel. +48 22 408 66 20,

Tel. +48 502 512 178

Fax. +48 22 349 21 40

mail: info@Inteliace.com
http://www.inteliace.com/en/publications.php
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BANK OUTLETS DENSITY IN POLAND (1/3)
GESTOSC SIECI PLACOWEK BANKOWYCH W POLSCE (1/3)
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Number of bank outlets per 1000 sq km, by region, 2011

1000 km2
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BANK OUTLETS DENSITY IN POLAND (3/3)

LACOWEK BANKOWYCH W POLSCE (3/3)
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GE MONEY BANK — OVERVIEW

Recent Reports:

2013

* February - Mortgage Lending in Poland ’13
* May - Banking Market in Poland ’13

» May - Bank outlets database ’13

« June - Insurance Market in Poland 13

» September - Top 200 CEE banks ’13

* November - Investment Funds and Asset Mgmt. ’13

2014

* February - Mortgage Lending in Poland 14
» May - Bank outlets database 14

* May - Insurance commissions survey ’14

» May - Banking Market in Poland ’14

« June - Insurance Market in Poland 14

» September - Top 200 CEE banks ’14

* November - Investment Funds and Asset Mgmt. "14

and many other ...
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