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Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

Consolidated profit and loss account

. ) 1 January 8 1 January 9
Consolidated profit and loss account Note 31 December 2017
31 December 2018
(restated) ¥
Gross written premiums 10 23,470 22,847
0=AFKMJ=JKA K@9J= AF ?JGKK OJALL -] (755 (612
Net written premiums 22,715 22,235
Movement in net provision for unearned premiums (365 (88)
Net earned premiums 22,350 21,354
Revenue from commissions and fees 11 3,374 2,319
Net investment income 12 11,679 9,051
Net result on realization of financial instrumentnd investments 13 (195 247
Mov_ement ir_1 allowances for expected credit losses and impairment losse| 14 (1,809 (1,207
on financial instruments
Net movement in fair value of asse#sd liabilities measured at fair value 15 770 380
Other operating income 16 1,693 1,178
Claims, benefits and movement in technical provisions (14,980 (15,376
0=AFKMJ=JKA K@9J= AF ; D9AEK/ : =Fj3 417 435
Net insurance claims and benefits paid 17 (14,563 (14,941
Fee and commission expenses 18 (7549 (557
Interest expenses 19 (2,049 (1,350
Acquisition expenses 20 (3,130 (2,90
Administrative expenses 21 (6,609 (5,357
Other operating expenses 23 (3,859 (2,758
Operating profit 7,087 5,458
Share of the net financial results of entities measured by the equity methd (@) 16
Profit before t ax 7,086 5,474
Income tax 24 (1,719 (1,289
Net profit, including: 5,368 4,185
- profit attributable to the equity holders of the Parent Company 3,213 2,895
- profit attributable to holders of noncontrolling interest 2,155 1,290
Weighted average basic and diluted number of common shares 25 863,347,22 863,519,60¢
Basic and diluted profit per common share (in PLN 25 3.72 3.35

Y Information on restatement of the 2017 data is presented in sect®8.

Warsaw, 12 March 2019

The accompanying notes form an integral part of the consolidated financial statements
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Consolidated financial statements according to IFRS for the year ended 31 December 2018
(in millions of PLN

Consolidated statement of comprehensive income

. L 1 January 8 1 Jaruary 9
Consolidated statement of comprehensive income Note 31 December 2017
31 December 2018
(restated) ¥
Net profit 5,368} 4,185
Other comprehensive income 24 (98 66
Subject to subsequent transfer to profit or loss 150 57

Valuation of fjept instruments measured at fair vauhrough other 15 n/a

comprehensive income

Measurement of financial instruments available for sale n/a 117

Foreign exchange translation differences 36 (71

Cash flow hedging 99 11

Not to be reclassified to profit or loss in the future (248 9

Valuation of gqqity instruments measured at fair value through other (247 n/a

comprehensive income

Reclassification of real property from property, plant and equipment 3 5

investment property

Actuarial gains and losses related to provisions for eloyee benefits 4 7
Total net comprehensive income 5,270 4,251
;:(;onrqnppars;ensive income attributable to equity holders of the Parent 3.027 2.882
- comprehensive income attributable to holders of necontrolling interest 2,243 1,369

Y Information on restatement of the 2017 data is presented in sect®B.

Warsaw, 12 March 2019

The accompanying notes form an integral part of the consolidated financial statements
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(in millions of PLN

1HOfC9 C;Q

Consolidated statement of financial position

Assets Note 31 December 2018 31 December 2017 1 January 2017
(restated) ¥ (restated) ¥
Goadwill 26 3,871 3,830 1,583
Intangible assets 27 3,180 3,443 1,463
Other assets 28 562 692 866
Deferred acquisition expnses 29 1,546 1,485 1,407
0=AFKMJ=JKA K@9J= AF L=; @A 41 1,512 1,250 990
Property, plant and equipment 30 3,184 3,287 1,467
Investment property 31 1,697 2,355 1,738
Entities measured by thequity method 32 17 20 37
Loan receivables from clients 33 182,054 169,457 44,998
Financial derivatives 34 2,487 2,351 953
Investment financial assets 85 101,665 110,044 59,335
Measured at amortized cost 45,234 n/a n/a
:\élgg;uered at fair value tlmugh other comprehensive 38,737 n/a n/a
Measured at fair value through profit or loss 17,694 n/a n/a
Held to maturity n/a 21,237 17,346
Available for sale n/a 48,519 11,652
Measured at fair value through profit or loss n/a 20,243 21,001
Loans n/a 20,047 9,336
Deferred tax assets 44 2,234 1,590 641
Receivables 37 6,343 9,096 5,664
Cash and cash equivalents 38 17,055 8,239 2,973
Assets held for sale 39 1,147 317 1,189
Total assets 328,554 317,458 125,304

Warsaw, 12 March 2019

The accompanying notes form an integral part of the consolidated financial statements
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(in millions of PLN

1HOfC9 C;Q

Consolidated statement of financial position (cont.

31 Decenber 2017

1 January 2017

Equity and liabilities Note 31 December 2018 (restated) ) (restated) ¥
Equity
Equity attributable to equity holders of the Parent 14,925 14,599 12,990
Share capital 40.1 86 86 86
Other capital 40.3 12,566 11,917 10,869
Retained earnings 2,273 2,596 2,035
Retained earnings (940 (299 100
Net profit 3,213 2,895 1,935
Non-controlling interest 22,482 22,961 4,067
Total equity 37,407 37,560 17,057
Liabilities
Technical provisions 41 45,839 44,558 42,194
Provisions for employee benefits 42 531 556 128
Other provisions 43 519 497 367
Deferred tax liability 44 486 638 469
Financial liabilities 45 236,316 224,550 60,045
Other liabilities 46 7,407 9,096 5,011
Liabilities related directly to assets classified as held for sg 39 49 3 33
Total liabilities 291,147 279,898 108,247
Total equity and liabilities 328,554 317,458 125,304

Y Information on restatement of déa as at 1 January and 31 December 2017 is presented in sebt®n

Warsaw, 12 March 2019

The accompanying notes form an integral part of the consolidated financial statements
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(in millions of PLN

C; Q

Consolidated statement of changes in equity

Equity attributable to equity holders of th e parent

Other capital

Retained earnings

c lidated stat tof ch ) Actuarial gains N?n'l Total
onsolidated sta er;:en ofchanges in Note Share Other and losses Foreign col?nro ) equity
equity ital | Treasury | Supplement| Revaluation related to exchange Retained ) Total ) 9
capita X reserve o . X Net profit interest
shares ary capital reserve capital provisions for | translation earnings
P employee differences
benefits
Note 40.1 40.3 40.3 40.3 40.3 23
As at 1 January 2018 86 - 11,824 157 5 4 (73) 2,596 - 14,599 22,961] 37,560
Effect of the application of IFRS 9 and eth ) . - 7 - - - (519 - (512 (1,149 (1,659
changes
As at 1 January 2018 after the change of 86 - 11,824 164 5 4 73) 2,077 - 14087  21815| 35902
accounting policies
Valuation of equity instruments measured at
fair value through other comprehens&income (s P, 8 (247
Valuation of debt instruments measured at faif
o - - - 9 - - - 9 6 15

value through other comprehensive income
Cash flow hedging - - - 24 - - - - - 24 75 99
Foreign exchange translation differences - - - - - - 37 37 (2) 36
Actuarial gains and losses related to provision|
for employee benefits “ “ “
Reclassification of real property from property

- . - - - 3 - - - 3 - 3
plant and equipment to investment property
Total net other comprehensive income - - - (219) - (4) 37 - - (186) 88 (98)
Net profit (los9 - - - - - - - 3,213 3,213 2,155 5,368
Total comprehensive income - - - (219) - (4) 37 - 3,213 3,027 2,243 5,270
Other changes, including: - (11) 836 (10) 13 - (3,017) - (2,189) (1,576)| (3,765)
Distribution of financial result 40.2.1.1 - - 848 - 14 - - (3,02 - (2,159 (1,659 (3,819
Transactions on treasury shares - (11 - - - - - - (1) - (11
Transactionswith non-controlling shareholders - - (19 - - - - - - (29 83 64
Sale of revalued real estate and other - - 7 (20 (2 - - 4 - - - -
As at 31 December 2018 86 (11) 12,660 (65) 18 - (36) (940) 3,213 14,925 22,482 37,407

Warsaw,12 March 2019

The accompanying notes form an integral part of the consolidated financial statements
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C; Q

Consolidated statement of lsanges in equity (continuel

Equity attributable to equity holders of the parent

) ) Other capital Retained earnings Non-
Consolidated staterpent of changes in : : : control - Totgl
equity Share Suppleme _ Actuarial gains and  Foreign ‘ Total ling equity
(restated)? capital Treasury ntary Revaluation | Other reservej Iosses_ r'elated to exchan.ge Reta!ned Net profit otal interest
shares capital reserve capital provisions for _ tr_anslatlon earnings
employee benefits| differences
Note 40.1 40.3 40.3 40.3 40.3 23
As at 1 January 2017 86 (@) 10,758 106 5 3 (2) 2,043 - 12,998 4,086 17,084
Adjustment of the opening balance - - - - - - - (8) - (8 (29 27
As at 1 January 2017 after adjustment 86 @ 10,758 106 5 3 2 2,035 - 12,990 4,067 17,057
Z/Ia?:surement of financial instruments available for ) ) ) 53 ) ) ) ) ) 53 64 117
Cash flow hedging - - - 2 - - - - - 2 9 11
Foreign exchange translation differences - - - - - - (79 - - (79 - (71
Actuarial gains a_md losses related to provisions for ) ) ) ) ) 1 ) i i 1 6 7
employee benefits
Reclassi_fication of_ real property from property, planf ) ) ) 2 ) ) ) ) ) 5 ) 5
and equipment to investment property
Total net other comprehensive income - - - 57 - 1 (71) - - (13) 79 66
Net profit (los9 - - - - - - - - 2,895 2,895 1,290 4,185
Total comprehensive income - - - 57 - 1 (712) - 2,895 2,882 1,369 4,251
Other changes, including: - 1 1,066 (6) - - - (2,334) - (1,273) 17,525 16,252
Distribution of financial result - - 1,125 - - - - (2,339 - (1,209 - (1,209
Acquisition of shares in Pekao - - - - - - - - - - 17,719 17,711
Transactions on treasury shares - 1 - - - - - - - 1 - 1
Changes in the composition of the PZU Group and
transgctions with hoIIZIers of norcontrolling intgrests ) ) (= ) ) ) ) ) ) G5 e ey
Sale of revalued real estate - - 6 (6) - - - - - - - -
As at 31 December 2017 86 - 11,824 157 5 4 (73) (299) 2,895 14,599 22,961| 37,560

Y Information on restatement of the 2017 data is presented in sectt®B.

Warsaw,12 March 2019

The accompanying notes form an integral part of the consolidated financial statements
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(in millions of PLN

C: Q

Consolidated cash flow statement

. 1 January 8 1 January 3
Consolidated cash flow statement Note 31 December 2017
31 December 2018
(restated) ¥
Profit before tax 7,086 5,474
Adjustments (6,683 9,948
Movement in loan receiviales from clients (15972 (13,222
Movement in liabilities under deposits 9,093} 19,478
Movement in the valuation of assets measured at fair value (770 (411
Interest income and expenses (2,279 (1,749
Realized gains/losses from investing actigis and impairment losses 1,664 960
Net foreign exchange differences (189 (589
Movement in deferred acquisition expenses (61 (78
::L(i)gtlnf:rt:?n of intangible assets and depreciation of property, plant and 1,103 884
Movementintherein®ld =J KA K@9J= AF L=; @FA; (262 (260
Movement in technical provisions 1,281 2,364
Movement in receivables (586 (559
Movement in liabilities (871 2,025
Cash flow on investment contracts (21 (89
Acq_ulisitions and redemptions of paitipation units and investment (126 (229
certificates of mutual funds
Income tax paid (1,899 (1,229
Other adjustments 3,203 2,646
Net cash flows from operating activities 403 15,422
Cash flow from investing activities
Proceeds 909865 904328
- sale of investment property 22 59
- proceeds from investment property 300 301
- sale of intangible assets and property, plant and equipment 51 13
- sale of ownership interests and shares 3,590 3,115
- realization of debt securities 204,645 200,893
- closing of buysell-back transactions 460379 369,251
- closing of term deposits with credit institutions 208,469 235,593
- realization of other investments 30,645 88,276
-interest received 1,655 1,757
- dividends received 66 37
-increase in cash due to purchase of entities and change in the scope of
consolidation 4 5,000
- other investment proceeds 39 33

Warsaw, 12 March 2019

The accompanying notes form an integral part of the consolidated financial statements
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C: Q

Consolidated cash flow statement (continugd

. 1 January 8 1 January 9
Consolidated cash flow statement Note 31 December 2017
31 December 2018
(restated) ¥
Expenditures (900694 (916,362
- purchase of investment property (109 (56
- expenditures for the maintenance of investment property (105 279
- purchase of intangible assets and property, plant and equipntie (8249 (578
- purchase of ownership interests and shares (3,379 (1,819
- purchase of ownership interests and shares in subsidiaries (29 (6,867
- decre'ase' in cash due to the sale of entities and change in the scope of ) (54
consolidation
- purchase of debt securities (192,342 (214,622
- opening of buysell-back transactions (462749 (366,738
- purchase of term deposits with credit institutions (209,697 (234,07}
- purchase of other investments (31,436 (91,372
- other expendituies for investments (28 (8)
Net cash flows from investing activities 9171 (12,034)
Cash flows from financing activities
Proceeds 202272 228,417
- proceeds from the is.sue.of shares by subsidiaries (in the part paid up by 13 )
holders of noncontrolling interesty
- proceeds from loans and borrowings 38 4,284 1,605
- proceeds on the issue of own debt securities 38 6396 5,829
- opening of repurchase transaions 38 191,579 220,983
Expenditures (203072 (226,462
- dividends paid to equity holders of the parent 40.2.1.1 (2,159 (1,209
- dividends to owners of norcontrolling interests (1,659 (1,823
-repayment of loans and borrowings 38 (3,373 (1,530
- redemption of own debt securities 38 (3,389 (150
- closing of reprchase transactions 38 (192217 (221,637
-interest on loans and borrowings 38 (49 (6)
- interest on outstanding debt securities 38 (239 (207
Net cash flows from financing activities (800) 1,955
Total net cash flows 8,774 5,343
Cash and cash equivalents at the beginning of the period 8,239 2,973
Movement in cash due to foreign exchange differences 42 77
Cash and cash equivalents at the end of the period, including: 38 17,055 8,239
- restricted cash 38 25 41

Y Information on restatement of the 2017 data is presenté section5.3.

Warsaw, 12 March 2019

The accompanying notes form an integral part of the consolidated financial statements
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Supplementary information and notes

1. Introduction

Compliance statement

2 @=K i GFKGDA<9L=< >AF9F; A9D KL9L=E=FLK G> L@= .GOKR=; @FQ 89
KL9L=E=FLKA 9F< &a. §haveY%skrGivedakel in line KitH the IntéxndtolmaQFinancial Reporting Standards as
endorse< : Q L @= # MJ GH =9 B publSHedahKikféree Bs abBd Dekdmbek 2018.

Period covered by the statements
These consolidated financial statements cover the period of 12 months from 1 January to 31 December 2018.
Approval of the statements

These consolidated financial statements were signed and authorized for publication by the Management Board of Powszechny
89Cf9< 3: =RHA=; R=1 1HOf C9 Con QB Madch ZDH9. aBd3 viillloe subj€ct)tes &pproval ByEtE9 F Q A
shareholder meetingof GOKR=; @FQ 89Cf9< 3: =RHA=; R=1 1HOf C9 C; QBF 9y

Functional and presentation currency
.83AK >MF; LAGF9D 9Fc< HI=K=FL9LAGF ; MJJ=F; Q AK L@= . GDAK@ R

consolidated financial statements are stated in miins of Polish zloty.

The functional currency of the companies domiciled in Ukraine is the Ukrainian hryvnia, the euro is the functional curréncy o
the companies domiciled in Lithuania, Latvia and Sweden and pound sterlingf the company domiciled in theUnited
Kingdom.

Going concern assumption

These consolidated financial statements have been drawn up under the assumption that PZU Group companies remain a going
concern in the foreseeable future, i.e. in the period of at least 12 months after the enldeofeporting period. As at the date of
signing these consolidated financial statements, there are no facts or circumstances that would indicate a threat to thty albil

PZU Group companiet® continue their activity in the period of 1&onths after theend of the reporting period as a result of an
intentional or an induced discontinuation or a material curtailment of their hitherto activity.

Discontinued operations
In 2018, the PZU Group companies did not discontinue any material type of activity.
Glossay

The most important terms, abbreviations and acronyms used in the consolidated financial statements are explained below.

(12)
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Company names

AASBalt®d H<JG+FAFL*F9F9K C; ABM 19: A=<J2z2:9 9DL9y
Alior Banks Alior Bank SA.

Bank BPHS Bank BPH SA.

ElvitadPrzedA U: AGJ KL OG ( OA 9 <ProRecji Zd@wia BEE\0Talawd@znadll spzo.0.
EMG EMC Instytut Medyczny SA.

Alior Bank Groupd Alior Bank with its subsidiaries: DAGJ 1=JNA; =K KHg R Gy GyJZl ! =FLJME - :
liquidation, Alior Leasing sp. z 0.0., Meritum Services ICB SA, Alior TFlI SA, New Commerce Sewves, gghsource sp. z 0.0.,

Serwis Ubezpieczeniowy sp. z 0.0.

Armatura Groupd JE9LMJ9 ) J9COO 1 Aglaforma@sAAguaformkBildpriddukieACGMbH Adfarm Ukraine

6 &V, Aquaform Romania SRL, Morehome.pl sp. z 0.0. in liquidation

Pekao Groups Pekao with its subsidiariesPekao Bank Hipoteczny SA, Centralny Dom Maklerski Pekao SA, Pekao Leasing sp. z

0.0., Pekao Investment Banking SA, Pekao Faktoring sp. z 0.0adP®8RE in liquidation, Pekao TFI, Centrum Kart SA, PFS,

Il =FLJME 9FCGOGI ; A =RHGI J =<F A5B <Ky KR G KRG KK G.xFIC A G C.91GG KB=MFL<M1}
liquidation, PIM, Xelion.
Link43* AFCFf 2GO9JRQKLOG 3: =RHA=; R=1I 1 ¥

NZOZTrzebiniad, A=HM: DA; RFQ 89Cf9< - HA=CA 8<JGOGLF=B 2JR=: AFA9 KHgK F
Pekaod Bank Pekao SA.

Pekao DFB Pekao Dobrowolny Fundusz Emerytalny.

Pekao OFB Pekao Otwarty Fundusz Emerytalny.

Pekao PTE Pekao Powszechne Towarzystwo Emerytalne SA in liqumatifformerly Pekao Pioneer Powszechne Towarzystwo
Emerytalne SA

Pekao TFB Pekao Towarzystwo Funduszy Inwestycyjnych SA (formerly Pioneer Pekao Towarzystwo Funduszy Inwestycyjnych
SA.
PFRS Polski Fundusz Rozwoju SA.

PFSS Pekao Financial Services spo.o.

9FC . &AK BGIZIFMRAF=KXIL G> L@= : MKAF=KK AF; DM<AF? 9DD G>
L@= 9KK=LK 9F< =]l MALQ 9F< DA9: ADALA=K L@9L J=E9AF=< gad 9FC
business.

PIM3 Pekao Investment Management SA (formerly Pioneer Pekao Investment Managemént SA

PTE PZW& Powszechne Towarzystwo Emerytalne PZU SA.

PZU, parent company, pareldi. GOKR=; @FQ 89Cf9< 3: =RHA=; R=1 1HOfC9 C;, QBF9¢§
PZU C®PZU Centrum Opmacji SA.

PZU Ukrained PrJSC IC PZU Ukraine.

PZU Ukraine Lifé PrJSC IC PZU Ukraine Life Insurance.

.83 J3QGMKR=; @FQ 89Cf9< 3:=RHA=; R=l F9 | Q; A= 1HOfCH9 C;: QBF 9§
TFI PZU SATowarzystwo Funduszy Inwestycyjnych PZU SA.

TUW PZUW Towarzystwo Ubezpip R = | 5R9B=EFQ; @ . GDKCA 89Cf9< 3: =RHA=; R=1 5R9|

Xeliond Dom Inwestycyjny Xelion sp. z 0.0.

13
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Consolidated financial statements according to IFRS for the year ended 31 December 2018
(in millions of PLN

Other definitions
BFG5 Bank Guarantee Fund
CGUWBs cash generating unit.

Forbearance3 tools used to restructure debt, most frequently taking the form ofrangements provided to the debtor by the
creditor.

CODMs chief operating decision maker within the meaning of IFRS 8 Operating Segments.
WSES Warsaw Stock Exchange.
IBNR3 Incurred But Not Reported or 2nd provisigiprovision for losses and accidentséarred but not reported.

PZU standalone financial statements for 20BBO FFM9D KL9F<9DGF= >AF9F; A9D KL9L=E=FLK
1HOf C9 C; QBF9 >GJ I'RpX HJ=H9J=< AF 9;; GJ<9F; = OAL®@ . 171 KA?

KNF8 Polish Financial Supervision Authority.

Commercial Company Cod&Act of 15 September 2000 entitled Commercial Company Code (consolidated text: Journal of Laws
of 2017, Item 1577

IFRS3 International Financial Reporting Standards, as endorsed by the European Commission, published and in force as at 31
December 2018.

NBP3& National Bank of Poland.

Tax Groupd Tax Group established by the power of the agreement signed on 20 Septer@bé7 between 1BZU Group
 GEH9FA=Kn .83J] .83 ] Q; A=J1 * AF CinWestycj8, PZU! ZdrGwie. S& 3TulareGlBvEstmenis J] -
Sp.zo.0., Battersby Investments SA, Ipsilon Sp. z 0.0., PZU Finanse Sp. z 0.0., PZU LAB SA (formerly Ojyf@munrS@A Bis SA.

The Tax Group was established for a period of 3 yedirom 1 January 2018 to 31 December 2020. PZU is the parent company
representing the Tax Group.

PASS Accounting Act of 29 September 1994 (consolidated text: Journal of Laws of 2@b8 395 and regulations issued
thereunder.

PLETS Polish Life Expectancy Tables published annually by the Central Statistical Office of Poland.
RBNPS Reported But Not Paid, or 1st provisidgiprovision for losses reported but not handled and handled buttrpaid.
IASBS International Accounting Standards Board.

Capital Requirements Regulation, CRMRegulation (EYNo575/2013 of the European Parliament and of the Council ofl@ée
2013 on prudential requirements for credit institutions and investmentrfis and amending Regulation (EMo.648/2012.

Consolidated financial statement$ consolidated financial statements of the PZU Group prepared in accordance with IFRS for
the year ended 31 December 2018.

KNF Officed Office of the Polish Financial Supenasi Authority.

Insurance Activity Acd Act of 11 September 2015 on Insurance and Reinsurance Activity (i.e. Journal of Laws of 2019 Item 381, as
amended).

Supplementary Oversight Ac Act of 15 April 2005 on supplementary oversight over credit institudoand insurance
undertaking, reinsurance undertakings and investment firms comprising a financial conglomerate (i.e. Journal of Laws of 2016,
Item 1252, as amended

ZUS3 Social Insurance Institution.
OSM PZ3 Ordinary Shareholder Meeting of Powszechl@ Z f 9< 3: =RHA=; R=1 1HOf C9 C; QBF9y
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(in millions of PLN

2. Composition of PZU Group
2.1 PZU

The parent company in the PZU GroupisPZ®¥ B GAFL KLG; C ; GEH9FQ OAL@ ALK =? AKL=J ="

PZU has been entered in the National Court Register kepthsy District Court for the Capital City of Warsaw in Warsaw, 12th
Commercial Division of the National Court Register, under file number KRS 0000009831.

According to the Polish Classification of Business Activity and the Statistical Classification of E¢orartivities in Europe, the
core business of PZU consists of nbife insurance (65.12

15)
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(in millions of PLN

2.2 PZU Group companies and associates
Date of % of the share capital and % of votes leld
obtaining directly or indirectly by PZU
No. Name of the entity Registered office control / Line of business and website
significant 31 December 2018 | 31 December 2017
influence
Consolidated companies
1 |. GOkR=; @FQ 89Cf9< 3:=RH Warsaw n/a nia n/a Norrlife insurance .
https://www.pzu.pl/grupa-pzu/spolki/pzu-sa
2 | GokRrR=; @FQ 89cCf9< 3:=RH Warsaw 18.12.1991 100.00% 100.00% Life insurance. _ _
https://www.pzu.pl/pl/grupa-pzu/spolki/pzu-zycie
3 *AFCF 2GO9JRQKLOG 3: =RH Warsaw 15.09.2014 100.00% 100.00% Nor+life insurance https://www.link4.pl/
4 ; S 8(‘; ; S Qg L S(R; . i - : E E IA - 5 E ; 'E Warsaw 20.11.2015 100.00% 100.00% Norvlife insurance https://Awww.tuwpzuw.pl/
5 Lietuvos Draudimas AB Vilnius (Lithuania 31.10.2014 100.00% 100.00% Non-life insurance http://www.ld.It/
6 H<IJG#+AFRL#ABAW KL 9: A=<J 7 : Riga, Latvia 30.06.2014 99.99% 99.99% Property insurancehttp://www.balta.lv/
7 PrJScC IC PZU Ukraine Kiev (Ukraing 01.07.2005 100.00% 100.00% Property insurancehttp://www.pzu.com.ua/
8 PrJSC IC PZU Ukraine Life Insurance Kiev (Ukraing 01.07.2005 100.00% 100.00% Life insurancehttp://www.pzu.com.ua/
9 UAB PZU Lietuva Gyvybes Draudimas Vilnius (Lithuania 26.04.202 99.34% 99.34% Life insurancehttps://pzugd.It/
Consolidated companiesd Pekao Group
10 Bank Pekao SA Warsaw 07.06.2017 20.03% 20.02% Banking serviceshttps://www.pekao.com.pl/
11 Pekao Bank Hipoteczny SA Warsaw 07.06.2017 20.03% 20.02% Banking serviceshttp://www.pekaobh.pl/
12 Centralny Dom Maklerski Pekao SA Warsaw 07.06.2017 20.03% 20.02% Brokerage servicesttps://www.cdmpekao.com.pl/
13 Pekao Leasing sp. z 0.0. Warsaw 07.06.2017 20.03% 20.02% Leasing serices.http://www.pekaoleasing.com.pl/
14 Pekao Investment Banking SA Warsaw 07.06.2017 20.03% 20.02% Brokerage servicedttp:/pekaoib.pl/
5 Pekao Faktoring sp. z 0.0. Lublin 07.06.2017 20.03% 20.02% Factoring serviceshttps://www.pekaofaktoring.pl/
16 Eﬁg‘gtm’fzecme Towarzystwo Emerytaine SA | Warsaw 07.06.2017 20.03% 20.02% Management of pension funds.
17 | Pekao TFI SA Warsaw 11.12.2017 20.03% 20.02% (CIEENTIT, e £ I E S O RIS
https://www.pekaotfi.pl/tfi/welcome
18 Centrum Kart SA Warsaw 07.06.2017 20.03% 20.02% Auxiliary financial servicedttp://www.centrumkart.pl/



https://www.pzu.pl/grupa-pzu/spolki/pzu-sa
https://www.pzu.pl/pl/grupa-pzu/spolki/pzu-zycie
https://www.link4.pl/
https://www.tuwpzuw.pl/
http://www.ld.lt/
http://www.balta.lv/
http://www.pzu.com.ua/
http://www.pzu.com.ua/
https://pzugd.lt/
https://www.pekaotfi.pl/tfi/welcome

. GOKR=; @FQ 89Cf9< 3jne@dpA=; R=1 1HOfC9 C; Q
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(in millions of PLN

Date of % of the share capital and % of votes leld
obtaining directly or indirectly by PZU
No. Name of the entity Registered office control / Line of business and website
significant 31 December 2018 | 31 December 2017
influence
Consolidated companiesd Pekao Groupa continued
19 Pekao Financial Services spo.o. Warsaw 07.06.2017 46.829% 20.02% Transfer agenthttp://www.pekao-fs.com.pl/pl/
20 ' =FLJME 9FCGOGI ; A =RH Krakow 07.06.2017 20.03% 20.02% Call-center serviceshttp://www.cbb.pl/
21 Pekao Property SA Warsaw 07.06.2017 20.02% 20.02% Development activity.
22 FPB3 Media sp. z 0.0. Warsaw 07.06.2017 20.03% 20.02% Development activity.
23 .=C9G $MF<MKR ) 9HALO9f G(Q Warsaw 07.06.2017 20.03% 20.02% Business consulting
24 Pekao Investment Management SA Warsaw 11.12.2017 20.03% 20.02% Asset managementhttps://www.pekaotfi.pl/tfi/welcome
25 Dom Inwestycyjny Xelion sp. z 0.0. Warsaw 11.12.2017 20.03% 20.02% Financial intermediation https://www.xelion.pl/
Consolidated companies 8 Alior Bank Group
26 Alior Bank SA Warsaw 18.12.2015 31.93% 32.23% Banking serviceshttps://www.aliorbank.pl/
27 Alior Services sp. z 0.0. Warsaw 18122015 31.93% 32.23% cher Lo suppor_ting LC e e O T )
insurance and pension funds.
28 !. - " L JME - JGLM 5A=JRQLA Krakow 18.12.2015 31.93% 32.23% Trading in receivables.
liquidation
Leasing services.
29 Alior Leasing sp. z 0.0. Wroclaw 18.12.2015 31.93% 32.23% https://www.aliorbank.pl/wlasna-dzialalnosc/alior
leasing.html
30 Meritum Services ICB SA %<91 KC 18.12.2015 31.93% 32.23% IT services.
31 | Alior TFI SA (forerly Money Makers TFI SA Warsaw 18.12.2015 31.93% 19.39% Asset management services and management of Alior St
subfunds.https://www.aliortfi.com/
32 New Commerce Services spo.o. Warsaw 18.12.2015 31.93% 32.23% The company does not conduct any activity
88 Absource sp. z 0.0. Krakow 04.05.2016 31.93% 32.23% Service activity in the area of IT.
34 Serwis Ubezpieczeniowy sp. z 0.0. Katowice 30.01.2017 31.93% 32.23% Brokerage activity.



https://www.pekaotfi.pl/tfi/welcome
https://www.aliorbank.pl/
https://www.aliorbank.pl/wlasna-dzialalnosc/alior-leasing.html
https://www.aliorbank.pl/wlasna-dzialalnosc/alior-leasing.html
https://www.aliortfi.com/
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Consolidated financial statements according to IFRS for the year ended 31 December 2018
(in millions of PLN

Date of % of the share capital and % of votes leld
obtaining directly or indirectly by PZU
No. Name of the entity Registered office control / Line of business and website
significant 31 December 2018 | 31 December 2017
influence
Consolidated companies 8 PZU Zdrowie Group
35 PZU zdrowie SA Warsaw 02.09.2011 100.00% 100.00% hMtter;jslsil\:vjv(\e/\rlvrl)czeljspllpllqrupa-pzu/spolki/ozu—zdrowie
36 Centrum Medyczne Medica sp. z 0.0. Pf G; C 09.05.2014 100.00% 100.00% Medical serviceshttp://cmmedica.pl/
37 isz:o;o BODAKLQ; RF9 . JRQMa@C 5fG:; f90o| 12.05.2014 100.00% 100.00% Medical serviceshttp://cmprofmed.pl/
Hospital, physical th d ices.
38 [19F9LGIAME 3R<JGOAKCGOH  Ciechocinek 09.05.2014 99.09% 99.09% ht?s_‘;/'m ;:r:(;?oriu‘:;if\i';:nkzpjlserv'ces
39 Prz&is_|U FAGIKLOG UOA 94)< PRmAC] Jaworzno 01.12.2014 100.00% 100.00% Medical serviceshttp://www.elvita.pl/
Zdrowia ELVITAJaworzno Il spzo.o.
= U - ? N
40 .spjzso SKAUD AGJKLOG 3KfM? Il 9RAKCH9 01.12.2014 57.00% 57.00% Medical serviceshttp://www.proelmed.pl/
41 Centrum Medyczne Gamma sp. z 0.0. Warsaw 08.09.2015 60.46% 60.46% Medical serviceshttp://www.cmgamma.pl/
42 Polmedic sp. z 0.0. Radom 30.11.2016 100.00% 100.00% Medical serviceshttp://www.polmedic.com.pl/
43 SpJ FAESS  AZHMEDAIREQ 89 Kielce 21.12.2016 100.00% 100.00% Medical serviceshttp://artimed.pl/
44 Revimed sp. z o0.0. %< 91 KC 31.05.2017 100.00% 100.00% Medical serviceshttp://www.revimed.pl/
45 I =FLJME +=<Q; RF=.0l O 1 ! RUKL G; d 09.01.2018 100.00% n/a Medical serviceshttp://www.cmlukasza.pl/
46 isz:o;o 2 A L 01 RS G Gy ) & -1 OAU; A|l 31.12.2018 100.00% n/a Medical serviceshttp://www.multimed.oswiecim.pl/
Consolidated companiesd other companies
M t of ion funds.
47 | Powszechne Towarzystwo Emerytalne PZU SA Warsaw 08.12.1998 100.00% 100.00% ht?pr;a-‘/%mnp:u f)izf}sﬂpinpzu R
48 | PzU Centrum Operacji SA Warsaw 30.11.2001 100.00% 100.00% ﬁm';ary activity associated with insurance and pension
: Creation, representing and management of mutual fund
49 | Towarzystwo Funduszy Inwestycyjnych PZU SA Warsaw 3004.1999 100.00% 100.00% htms_'//wwwizj o /['Jl /irupa o /s%olki i Hiiatiunds
Provisi f ast ices.
50 |PzU Pomoc SA Warsaw 18.03.2009 100.00% 100.00% htrt?)‘;'j;m z;:tsygﬁjszr;;cuiznolki o ebomoc
51 | PzU Finance AB (publ. Stockholm (Swedeh | 02.06.2014 100.00% 100.00% E;?;ﬁ;mg’;e;‘/m Jaruba-pzulspolkilozifinance



https://www.pzu.pl/pl/grupa-pzu/spolki/pzu-zdrowie
http://cmmedica.pl/
http://cmprofmed.pl/
http://www.sanatoriumkrystynka.pl/
http://www.elvita.pl/
http://www.proelmed.pl/
http://www.cmgamma.pl/
http://www.polmedic.com.pl/
http://artimed.pl/
http://www.revimed.pl/
http://www.cmlukasza.pl/
http://www.multimed.oswiecim.pl/
https://www.pzu.pl/pl/grupa-pzu/spolki/pte-pzu
https://www.pzu.pl/pl/grupa-pzu/spolki/tfi-pzu
https://www.pzu.pl/grupa-pzu/spolki/pzu-pomoc
https://www.pzu.pl/pl/grupa-pzu/spolki/pzu-finance
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Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

Date of % of the share capital and % of votes leld
obtaining directly or indirectly by PZU
No. Name of the entity Registered office control / Line of business and website
significant 31 December 2018 | 31 December 2017
influence
Consolidated companies other companies & continued
52 PZU Finanse Sp. z o.0. Warsaw 08.11.2013 100.00% 100.00% Financial and accounting services.
53 Tower Inwestycje Sy o.0. Warsaw 27.08.1998 100.00% 100.00% Devellopment activity, operation and Igase of propertigs.
https://www.pzu.pl/pl/grupa-pzu/spolki/tower-inwestycje
54 | Ogrodowalnwestycje spz 0.0. Warsaw 15.09.2004 100.00% 100.00% Buying, operating, ref‘“”g anq selling real estate.
http://www.ogrodowainwestycje.pl/
55 Arm Property sp. z 0.0. Krakow 26.11.2014 100.00% 100.00% Purchase and salef real estate.
56 Ipsilon sp. z 0.0. Warsaw 02.04.2009 100.00% 100.00% Provision of assistance services and medical services.
57 PZU Corporate Member Limited (Unitlégnlgi(rz;don) 28.09.2017 100.00% 100.00% Investment activity.
58 Ardea Alba SA iiquidation Warsaw 12.07.2001 100.00% 100.00% No business conducted.
Consulting and training services, development of
59 PZU LAB SA Warsaw 13.09.2011 100.00% 100.00% ;iii?g;ogyo?:;\glg:dtorizEF;E;gére;qc:nry_cal and procedure
https://www.pzu.pl/pl/grupa-pzu/spolki/pzu-lab
60 Omicron BIS SA Warsaw 28.08.2014 100.00% 100.00% No business conducted.
61 Sigma BIS SA Warsaw 12.12.2014 100.00% 100.00% No busines conducted.
62 LLC SOS Services Ukraine Kiev (Ukraing 01.07.2005 100.00% 100.00% Assistance services.
63 Battersby Investments SA Warsaw 15.09.2017 100.00% 100.00% No business conducted.
64 Tulare Investments sp. z 0.0. Warsaw 15.09.2017 100.00% 100.M% No business conducted.
Consolidated companiesd Armatura Group
Production and sale of radiators and sanitary fittings ar
65 JE9LMJY9 )J9COO 1 Krakow 07.10.1999 100.00% 100.00% administration and management of the group.
http://www.grupa-armatura.pl/
66 Aquaform SA a3c<9 s5d 15012015 100.00% 100.00% PrO(_iuction and sale of bathroom accessories and fittings
http://www.aquaform.com.pl/
67 Aquaform Badproduke GmbH Anhausen (Germany] 15.01.2015 100.00% 100.00% Wholesale trade.
68 | MO>GJE 3CJ9AF= 625 Zhytomyr (Ukraing 15.01.2015 100.00% 100.00% Wholesale tradehttp://aquaform.org.ua/
69 Aquaform Romania SRL Prejmer(Romanig 15.01.2015 100.00% 100.00% Wholesale trade.
Consolidated companiesd Armatura Group 8 continued
70 Morehome.pl sp. z 0.0. in liquidatioh 0JG<9 5 [I 15.01.2015 100.00% 100.00% No business conducted.


https://www.pzu.pl/pl/grupa-pzu/spolki/tower-inwestycje
http://www.ogrodowainwestycje.pl/
https://www.pzu.pl/pl/grupa-pzu/spolki/pzu-lab
http://www.grupa-armatura.pl/
http://www.aquaform.com.pl/
http://aquaform.org.ua/

. GOKR=; @FQ 89Cf9«<

3 jnEs@ddp\ = ; R=1

1HOfCO9

C:; Q

Consolidated financial statements according to IFRS for the year ended 31 December 2018
(in millions of PLN

Date of % of the share capital and % of votes leld

obtaining directly or indirectly by PZU
No. Name of the entity Registered office control / Line of business and website

significant 31 December 2018 | 31 December 2017

influence

Consolidated companiesd mutual funds

71 PZU SFIO Universum Warsaw 15.12.2009 n/a n/a Investment of funds collected from fund members.
72 PZU FIZ Dynamiczny Warsaw 27.01.2010 n/a n/a as above
73 .83 $'8 1=CLGXP9 , A=JM,; ( Warsaw 01.07.2008 n/a n/a as above
74 PZU FIZ Sektora NieruckBoG | ;%A T Warsaw 21.11.2011 n/a n/a as above
75 .83 $'8 CLQOOO , A=HM: O Warsaw 12.12.2012 n/a n/a as above
76 .83 $'8 CLQOOO , A=HM: O Warsaw 19.11.2012 n/a n/a as above
77 PZU FIZ Surowcowy Warsaw 03.09.2015 n/a n/a as above
78 PZU FIO Globalny Obligacji Korporacyjnych Warsaw 30.05.2016 n/a n/a as above
79 PZU FIZ Forte Warsaw 01.07.2016 n/a n/a as above
80 'FF;L;(IQ:]%V:;‘(?:!;yKAheg;C'?ZEIr?r?(lglk();;merly: pzuU Warsaw 07.09.2016 n/a n/a as above
81 .83 " fMGFQ CLQOFQ Warsaw 26.10.2016 n/a n/a as above
82 PZU FIZ Akcji Combo Warsaw 09.03.2017 n/a n/a as above
83 . 83 C; BA 1HOf=C " QOA<H Warsaw 31.12.2017 n/a n/a as above
84 PZU FIZ Akcji Focus Warsaw 01.04.2018 n/a n/a as above
85 inPZUInwe KL Q; BA - KLJGGFQ; @ Warsaw 10.04.2018 n/a n/a as above
86 inPZU Obligacje Polskie Warsaw 10.04.2018 n/a n/a as above
87 inPZU Akcje Polskie Warsaw 10.05.2018 n/a n/a as above
88 AF. 83 C; BA 0QFCOO 0GR( Warsaw 10.05.2018 n/a n/a as above
89 iF. 83 -:DA?9; BA 0QFCOO Warsaw 10.05.2018 n/a n/a as above
90 AF. 83 -:DA?9; BA 0QFCOO Warsaw 10.05.2018 n/a n/a as above
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(in millions of PLN

Date of % of the share capital and % of votes feld
obtaining directly or indirectly by PZU
No. Name of the entity Registered office control / Line of business and website
significant 31 December 2018 | 31 December 2017
influence
Associates
91 %1 3 GEG; %OJFA; RQ ) DM: Tychy 08.06.1999 30.00% 30.00% Insurance administation. http://gsupomoc.pl/
Human health activities, research and development in the
92 EMC Instytut Medyczny SA Wroclaw 18.06.2013 28.31%" 28.31%" area of medical sciences and pharmaceutical practice.
http://www.emc-sa.pl/
93 CPF Management Tortolal,sir:éssh virgin 07.06.2017 8.01%° 8.01%° Consulting and business activityno business conducted.
94 |PayPo sp. z 0.0. Warsaw 15.11.2018 6.39%” n/a Financial services
0n 1 June 2018, the shareholder meeting adopted a resolution to dissolve the company and open its liquidation process.
2 As a result of the transaction described in ite2.4 starting from 4 June 2018 PZU became thedir L @GD<=J G> rrgfé6 G> . $1 K@9J=K 9F< .=C9GAK K@9J= >=DD LG BHBHrrobg

3 Direct subsidiary of Alior Bank, in which Alior Bank holds a 100% stake (as at 31 December 2017} 68sl&%onsequence, the PZU Management Board considers the PZU Group to berisi obtite company.
9 0n 6 September 2018, Elvity merged with NZOZ Trzebinia. The transaction had no effect on the consolidated financial statement
90n 7 January 2019, an application was filed with KRS on the liquidation of the company.
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vehicles whose number in the resptiee funds was: 18 and 18 (as at 31 December 2017: 15 and 20, respéctively
" The percentage of votes held by PZU is different from the stake held in the share capital, and both as at 31 Decemberd28@4&ta81 December 2017 it was 25.44%. The diffez between the percentage of votes and the stake in the share capital
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Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

pJu

As at 31 December 2018, in addition to the companies listed in the table, the PZU Group held a 100% stake in Syta Development
sp. z 0.0. in liquidation, control over which is exercised by a liquidator independent of the PZU Gandgor this reason the

; GEH9FQ O9K FGL ; GFKGDA<9L=<yK 2@=
Zero.

2.3 Non-controlling interest

2.3.1. Accounting policy

N9 DM= G>

L@=K= K@9J=K AF

Non-controlling interests constitute that part of capitain a subsidiary that is not directly or indirectly attributable to the parent

company. As at the date of obtaining control, narontrolling interests are measured at the at the nanGFLJ GDDAF? AFL
proportionate share in the fair value of the subsiilil QAK A<=FLA>A9: D= F=L 9KK=LKg K 9L L
value of noncontrolling interests is updated by the value of comprehensive income attributable to ramtrolling interests.

2.3.2. Quantitative data

The table below presents subsidias with certain norcontrolling interest (at present or in the pajt

Name of the entity 31 December 2018 31 December 2017

Pekao? 79.97% 79.98%

Alior Bank? 68.07% 67.77%
.JR=<KAU: AGJKLOG 3Kf M?z06.=<Q; RFQ; @ . O0- 43.00%9 43.00%

Centrum Medyczne Gamma sp. z 0.0. 39.54%) 39.54%
19F9LGJAME 3R<JGOAKCGO= 34) JQKLQFC9A K 0.91% 0.91%

UAB PZU Lietuva Gyvybes Draudimas 0.66% 0.66%

AAS Balta 0.01% 0.01%

NZOZ Trebinia n/a® 0.25%

YAs aresult, PZU also holdsngnGF L J GDDAF? AFL=J=KLK AF .=C9GAK KM: KA<A9JA=K DAKL=< AF L@= L9:T

2 As aresult, PZU also holds ngnGF L J GDDAF ?
9 Because of the merger betwedslvita and NZOZ Trzebinia.

Carrying amount of non-controlling interests

A F L subsidigriesKistetl F the tBbke Grbectio®2F C A K

31 December 2018

31 December 2017

(restated)?
Pekao Goup 18,251 18,636
Alior Bank Group 4,225 4,319
Other 6 6
Total 22,482 22,961

Y Information on restatement of data as at 31 December 2017 is presented in sebt®n

l
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Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

Presented below is condensed financial informatioarfthe Pekao Group and the Alior Bank Group included in the consolidated

financial statements.

Pekao Group Alior Bank Group
Assets 31 December 2018 31 December 2017, 31 December 2018 31 December 2017
(restated) ¥ (restated) ¥
Goodwill 692 692 - -
Intangible assets 1,777 2,032 658 662
Other assets 45 95 35 36
Property, plant and equipment 1,682 1,731 461 476
Investment property 13 24 - -
Loan receivables from clients 128,242 118,660 53,811 50,797
Financial derivatives 1,765 1,608 579 454
Entitiesmeasured by theequity method - - 4 -
Investment financial assets 40,354 52,555 13,634 14,020
Measured at amortized cost 12,262 n/a 6,307 n/a
Measured at fair value througprofit or loss 828 n/a 49 n/a
Held to maturity n/a 3,500 n/a 1,339
Available for sale n/a 33,593 n/a 12,259
Measured at fair value through profit or loss n/a 1,731 n/a 87
Loans n/a 13,731 n/a 335
Deferred tax assets 1,112 915 1,076 641
Receivables 2,235 2,017 815 785
Cash and cash equivalents 13,219 5,282 2,069 1,338
Assets held for sale 4 64 - -
Total assets 191,142 185,675 73,144 69,209
Pekao Group Alior Bank Group

Equity and liabilities

31 December 2018

31 December 2017

31 De@mber 2018

31 December 2017

(restated) ¥ (restated) ¥

Equity
Equity attributable to equity holders of the Parent 22,824 23,304 6,207 6,374

Share capital 262 262 1,306 1,293

Other capital 20,7214 20,562 5,609 5,019

Retained earnings 1,841 2,480, (708 62
Non-controlling interest 11 - - 1
Total equity 22,835 23,304 6,207 6,375
Liabilities
Provisions for employee benefits 407 425 32 43
Other provisions 297 305 119 i
Deferred tax liability 33 38 = =
Financial liabilities 164,636 157,903 65,373 60,905
Other liabilities 2,934 3,700 1,413 1,809
Total liabilities 168,307 162,371 66,937 62,834
Total equity and liabilities 191,142 185,675 73,144 69,209

Y Information on restatement of data as at 31 December 2017 is presented in sebt®n
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Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

The table below presents consolidated data of the PZU Group with separated data of the Pekao Group and Alior Bank Group

incorporating the effect of adjustments resulting from the measurement of assets and liabilities to fair vakiatathe date

control was acquired and their subsequent amortization over time.

R L PZU Group
. ) L Elimination of | Elimination of .
Consolidated profit and loss account PZU Grou Elimination of DAGJ consolidation without
for the period from 1 January to 31 December 2018 P . =C9GA . Pekao and
data adjustments :
Alior Bank
Gross written premiums 23,470 - - 16 23,486
0=AFKMJ=JKA K@9J= AF ?JGKK (759 - - (755
Net written premiums 22,715 - - 16 22,731
Movement in net provision for unearned pngiums (365 - - (8) (373
Net earned premiums 22,350 - - 8 22,358
Revenue from commissions and fees 3,374 (2,380 (819 58 233
Net investment income 11,679 (6,649 (3,693 23 1,366
Net result on realization of financial instruments and
investmerts (19 ) () ) ()
Move_ment in allowancgs for‘ex.pected credit losses and (1,809 505 1,152 (127
impairment losses on financial instruments
Net movement in fair value of assets and liabilities measu 770 ) (609 ® 152
at fair value
Other operating income 1,693 (443 (458 27 819
Claims, benefits and movement in technical provisions (14,980 - - (14,980
OzAFKM._]_zJKA K@9J= AF ; D9AH 417 ) ) ) 217
technical provisions
Net insurance claims and benefits paid (14,563) - - (14,563)
Fee and commission expenses (759 392 360 - 2
Interest expenses (2,049 1,117 776 (16 (169
Acquisition expenses (3,130 - - (49 (3,179
Administrative expenses (6,609 3,398 1,574 27 (1,669
Other operating expenses (3,859 1,479 788 (29 (1,610
Operating profit (loss) 7,087 (2,751) (1,038) - 3,298
Share of the net financial results of entities measured by t
: () - - - (@)
equity method
Profit (loss) before tax 7,086 (2,751) (1,038) - 3,297
Income tax (1,719 64 286 - (738
Net profit (loss) 5,368 (2,057) (752) - 2,559
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Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

PZU Group
Consolidated profit and loss account Elimination of Elimination of | Elimination of without
for the period from 1 January to 31 December 20179 PZU Group < DAGJ consolidation Pekao
. =C9GA . )
(restated) data adjustments and Alior
Bank
Gross written premiums 22,847 - - - 22,847
0=AFKMJ=JKA K@9J= AF ?JGKK (612 - - - (612
Net written premiums 22,235 - - - 22,235
Movement in net provision for unearned premiusn (88) - - - (881
Net earned premiums 21,354 - - - 21,354
Revenue from commissions and fees 2,319 (1,279 (831 15 224
Net investment income 9,051 (3,677 (3,900 13 1,487
Net result on realization of financial instruments and 247 59 0 ) 182
investments
Move_ment in allowancgs for‘ex.pected credit losses and (1,203 267 908 . 32
impairment losses on financial instruments
Net movement in fair value of assets and liabilities measu 380 ) 39 ) 339
at fair value
Other operating income 1,178 (185 (169 - 824
Claims, benefits and movement in technical provisions (15,379 - - - (15,379
OzAFKM._]_zJKA K@9J= AF ; D9AH 435 . ) ) 435
technical provisions
Net insurance claims and benefits paid (14,941) - - - (14,941
Fee and commission expenses (557 196 343 - (18
Interest expenses (1,350 607 635 23 (221
Acquisition expenses (2,909 - - (19 (2,919
Administrative expenses (5,357 1,915 1,795 - (1,647
Other operating expenses (2,759 721 500 - (1,53%
Operating profit (loss) 5,458 (1,498) (762) - 3,198
Sha_re of the net financial results of entities measured by t 16 22 ) ) ©
equity method
Profit (loss) before tax 5,474 (1,520) (762) - 3,192
Income tax (1,289 367 231 - (691
Net profit (loss) 4,185 (1,153) (531) - 2,501

Y Information on restatement of data for the period from 1 January

to 31 December 2017 is presented in sécdon

Pekao Group Alior Bank Group
u 1 Juned « 1 January 3
Statement of comprehensive income 1January 9 31 December 1 January & 31 December
31 December 31 December
2018 2017 2018 2017
(restated)” (restated)?
Net profit 2,057 1,153 752 531
Other comprehensive income 88 24 27 86
Valuation of debt instruments measured at faialue
L 13 n/a @ n/a
through other comprehensive income
Valuation of equity instruments measured at fair valu
A 10 n/a - n/a
through other comprehensive income
Measurement of financial instruments available for sg n/a 6 - 86
Net cash flow hedges 65 11 34 -
Actuarial gains and losses related to employee ) 7 ) )
provisions
Total net comprehensive income 2,145 1,177 779 617

Y Information on restatement of data for the period from 1 January to 31 December 2017 is presented in sécion

(2
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(in millions of PLN

Pekao Group

Alior Bank Group

Cash flow statement 1 January 8 1 Juned 1 January 8 1 January 8
31 December 31 December 31 December 31 December
2018 2017 2018 2017
Net cash flows from operating activities (4,233 10,233 2,067 3,067
Net cash flows from investing activities 10,745 (9,729 (949 (3,652
Net cash flows from financing activities 1,387 (1849 (413 869
Total net cash flows 7,899 320 705 285

Pekao Group

Alior Bank Group

Dividend-related information 1 January 8 1 Juned 1 January 8 1 January 8

31 De@mber 31 December 31 December 31 December

2018 2017 2018 2017

Date of ratifying the dividend 21 June 201 19 April 201]
Record date 6 July 2019 21 June 201 -
Dividend payout date 20 July 2014 6 July 2017
Dividend per share (PLN 7.90 8.68 - -
Dividend due to the PZU Group 415 456
Dividend due to norcontrolling shareholders 1,659 1,822 - -
2.4 Changes in the scope of consolidation and structure of the PZU Group

The detailed accounting policy pertainingotsettlement of acquisition transactions are presented in sectibré.

2@= 9; | MAKALAGF G> =FLALA=K HJGNA<AF? E=<A; 9D K=JNA; =K
1H=; BO9DAKLQ; RFQ 89 ™iithned sp. 4 A.g.i€ Aimefl at 5 pDemkenfing Bhe insurance and health services
offered by the PZU Group. Development of the medical service and health insurance offering is one of the core elements of the
PZU Group strategy. Provision of some of the gerv=K AF GOF ; =FL=JK OADD AF; J=9K= L @=
market. The goodwill recognized in the consolidated financial statements is the effect of the planned increase of the $¢his o

business and the volume of services generated tsath insurance, combined with improvement of the profitability of these

services thanks to retaining some of the margin in the PZU Group.

OAF

2.4.1.  Acquisition of shares in Pekao

On 8 December 2016 PZU, acting in a consortium with PFR signed the Pekao share purcta® J = = E 3 With UriCiedit A
1 Hy ¥ OF1=DD=JAN AE3SFA! J=<ALA

On the closing date, i.e. on 7 June 2017, PZU directly acquired a stake in Pekao representing approximately 20% of the total
number of votes and at the same time PFR directly acquired &etan Pekao representing approximately 12.8% of the total
number of votes.

As a result of this transaction PZU recognized that it acquired control over Pekao on 7 June 2017.

The price agreed by the Parties is PLN 123 per share, which entailed the tocal f PLN 10,589 million for the whole stake to

be acquired by PZU and PFR, of which the price for the stake to be acquired by PZU was PLN 6,457 million. The price also
included payment for the acquired right to the dividend adopted by the Pekao Ordinghareholder Meeting held on 19 April

2017 in the amount of PLN 8.68 per share, i.e. PLN 456 million in total.

Final settlement of the Pekao acquisition

The settlement for the acquisition of the stake in Pekao on the date of obtaining control was madtherbasis of the data
prepared on 31 May 2017. No material differences in accounting data transpired between 31 May and 7 June 2017.

(26)



. GOKR=;

@FQ 89Cf9<

3 jnE@ddp\ = ; R=1

1HOf CO

C

e

Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

The consolidated financial statements contain the final fair value of the assets and liabilities acquired (in particfléngedoan
portfolio). In the process of calculating goodwiill:

T L@=
f AFL9F?A: D=

f the assets and liabilities in P&k G A K

?GG<OADD ;

9JJA=<

9KK=LK FGL ;

AF

=C9GAK >

9JJA=<
>AF9F; A9D

1 no contingent liabilities requiring recognition were identified;

L @MK

AF9F; A9D KL9L=E=FLK O9K O
>AF9F,; A9

>9J AF =C9 GAK

KL 9L =E=F L5khe I0an portfolig, the Krivpérty <
portfolio (owner-occupied property, investment property and property for sgldinancial assets held to maturity (measured
by Pekao at amortized co¥and available ér sale (measured by Pekao at historical cpst

no potential indemnification assets requiring recognition were identified.

The final settlement of the transaction is presented below on thesizof the fair value of the acquired assets and liabilities.

Adjustment to fair

Carryin value Adjustment
Assets ying o dfinal Fair value Comments
amount (preliminary
settlement
settlement)
2@= ?GG<OADD J=; G?FAR:
Goodwill 56 56 ) Jwas ellmlngted apd it was recognlz.gq as part of
the goodwill coming from the acquisition of
shares in Pekao.
New assets were identified:
9 trade markdPLN 340 million;
Intangible assets 544 1,450 - 1,994 T cqrg deposit intangibles (CP&PLN 1,000
million;
9 relations with clients holding a PEX cash loan
PLN 110 million.
Other assets 192 - - 192
The property measured by Pekao at historical
Property, plant and equipmen 1,403 253 51 1,707] cost less accumulated depreciation and
impairment losses was meased at fair value.
Investment property 25 - 2 27
Entities measured b The stakes in associates (PIM and Xe)jamhich
. 4 154 400 - 554] Pekao measured using the equity method, were
the equity method .
measured at fair value.
Financial assets 157,634 (1,199 - 156,435
Held to maturity 4,507 22 ) 4,529 The assets measureq by Pekao at amortized co
were measured at fair value.
The equity instruments presented by Pekao at
historical cost were measured at fair value and
Available for sale 22,168 151 - 22,319 the measurement of some assets was done in a
consistent manner in accordance with the mode
in operation in the PZU Group.
Measured a‘F fair value 2,886 ) ) 2,886
through profit or loss
Hedge derivatives 325 - - 325
Loans 127,749 (1,372 - 126,37¢ Theloan portfolio was measured at fair value.
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Adjustment to fair .
Carryin value Adjustment
Assets ying o afinal Fair value Comments
amount (preliminary
settlement
settlement)
Deferred tax assets 867 67) 10 790 The deferred tax on the adjustments made to fai
value was assessed.
Receivables 2,542 (16 - 2,526] Receivables were measured at fair value.
Cash and cash equivalents 4,981 - - 4,981
Assets held for sale 48 2 - 46| Property held for sale was measured at fair valu
Total assets 168,446 763 43| 169,252
o Adjust\r;r:&tato fair Adjustment
Liabilities ying o dfinal Fair value Comments
amount (preliminary
settlement
settlement)
Prowspns for employee 381 40 . 421 The provision fgr employee holidays was
benefits measured at fair value.
Other provisions 249 46 - 295] A fair value measurement of provisions was mac
Deferred tax liability 5 - - 5
Financial liabilities 141,297 43 . 141,340 Liabilities measured at amortized cost were
measured at fair value.
Other liabilities 4,990 66 - 5,056
Total liabilities 146,922 195 - 147,117
Adjustment to fair .
Carryin : value Adjustment
Net assets ing o dfinal Fair value Comments
amount (preliminary
settlement
settlement)
: Impact exerted by the foregoing revaluations on
Net assets attributable to the 21,509 568 43 22,124 the net asset value attributable to the holders of
holders of Pekao
Pekao
Non-controlling interest 15 - - 15
Total net assets 21,524 568 43 22,135

In the settlement of the acquisition, the PZU Group reduced the consideration transferred by PLN 456 million, which was the
price for the right to receive a dividend payable from profits earned by Pekao before thed= G >
obtaining control that amount was presented as a receivable, and it was received on 6 July 2017.

Goodwill calculation Preliminary _Adjustment ° Final settlement
settlement final settlement

Consideration transferred 6,001 - 6,001
Cash transferred 6,457 6,457
Adj_ustment by an amount forming the price for the right to receive the (456 . (456
dividend

Valueofnor, GFLJGDDAF? AFL=J=KLK OXPgPRPPB 17,662 34 17,696

FairvaluetG> L @= .=C9GAK A<=FLA>A9: D= F1 (22,073 (43 (22,129

Goodwill 1,586 9) 1,577

Goodwill will not reduce taxable income.

2.4.2. Purchase of other companies

-F x%x (9FM9JQ I"Pp)Kﬂ, 83 8<JGOA= 1 9; | MAJ = < . repeBentiig@90¥%-okKthe A F

share capital and 100% of the votes at the shareholder meeting with a par value of PLN 600 each.

1AF; = L@= <9L= G> G: L9AFAF?

. GFLJGDJ] Ag=g

X

(9FM9JQ T PpX/

9, 1 MAKALAGFH GF

I
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On3lDecem=J [RPpXJ/] #DNAL9 9:1 MAJ=< fPRRPR K@9J=K AF 1H=; B9DAKLQ:; RF
100% of the share capital and 100% of the votes at the shareholder meeting with a par value of PLN 1 thousand each.

Since the date of obtaiti ? ; GFLJGDJ] A=K rp "=; =E:=J TPRpX/] 1H=; B9DAKLQ:; RF
been consolidated.

Settlement of the acquisition

Fair value of acquired assets as at the time of obtaining control Preliminary settlement
Financial assed 7
Receivables 2
Other assets 2
Total assets 11
Liabilities

Fair value of acquired net assets

Fair value of the payment mad&cash 33
Goodwill 25

Goodwill will not reduce taxable income.

Consolidated profit and loss account taking into account acquired entities

The table below presents the amounts of revenues and profits of the PZU Group, taking into account the financial data of
acquired subsidiasA=K O! =FLJME +=<Q; RF= 1 0y 1 MC9KR9 KHg R GGy 9F< 1H
z0.0.) calculated as if the beginning of the year was the acquisition date for all the combinations effected during the year.

. ) 1 January 8
Consolidated profit and | oss account 31 Decembeyr 2018
Gross written premiums 23,470
0=AFKMJ=JKA K@9J= AF ?JGKK OJALL=F HJ=EAME (755
Net written premiums 22,715
Movement in net provision for unearned premiums (369
Net earned premiums 22,350
Revenue from comissions and fees 3,374
Net investment income 11,679
Net result on realization of financial instruments and investments (19
Movement in allowances for expected credit losses and impairment losses on financial instruments (1,809
Net movement in fair alue of assets and liabilities measured at fair value 770
Other operating income 1,713
Claims, benefits and movement in technical provisions (14,980
0=AFKMJ=JKA K@9J= AF ; D9AEKJ/], : =F=>ALK 9F< EGN-=E-{ 417
Net insurance claims and benefits paid (14,563
Fee and commission expenses (7549
Interest expenses (2,049
Acquisition expenses (3,130
Administrative expenses (6,609
Other operating expenses (3,873
Operating profit 7,092
Share of the net financial results of enits measured by the equity method 2
Profit before tax 7,091
Income tax (1,719
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1 January 3

Consolidated profit and | oss account 31 December 2018

Net profit, including: 5,372
- profit attributable to the equity holders of the Parent Company 3,217
- profit (loss) attributed to holders of noncontrolling interest 2,155

2.4.3. Changes to consolidation of mutual funds

Since control was gained over the PZU FIZ Akcji Focus fund, it is consolidated as of 1 April 2018.
In addition, the following newlycreated fundsF 9 E=DQ AF. 83 ' FO=KLQ; BA - KLJGGFQ; @I AF. ¢

(as of 10 April 2038vhile the following funds, namely in 8 3 C; B= . GDKCA=J1 AF. 83 C; BA 0QFCC
0OQFCOO OGROAFAULQ; @/ AF. 8y&hare cobsalida@epdd &f LOMAF20)BO 5K; @G<Rn;
-F I'f "=;=E:=J TPpX L@ DAI MA<9LAGF G> L@= .83 $'8 CLQOOO

consolidated until its liquidation date.
24.4. Transactions under joint control

On 24 April 2018 PTEPAU= ; =AN=< L@= ), $AK <=; AKAGFK ; GFK=FLAF? LG L@= 9.
DFE. PZU PTE and Pekao PTE entered into a business transfer agreement on 18 May 2018 encompassing i.a. the operations of
Pekao OFE and Pekao DFE, involving ti@nagement of Pekao OFE and Pekao DFE. The business was acquired effectively on

19+ 9Q T Pp Xy i GIJ<AF? LG ), $AK <=; AKAGF L@= <9L= >GJ ; GEE=F;
process will end and the assets of Pekao OFE were metg OAL @ L @= 9KK=LK G> -$# .83 as8faG
Thewinding up of DFE Pekao was in progress since 19 May 2018 was completed on 28 September 2018.

-F F (MF= TPpX L@ ,9LAGF9D ! GMJL =? AKL =tion With ?ha Ispinmaff=< . $1
(organizational, functional and financidland the transfer of the branch of the PZU CO transfer agent (forming an organization
partofabusinessL G . $1 OAL@AF L@= E=9FAF? G> JLA; D= sadtidh was executed> L @=
on the basis of the agreement concluded on 16 March 2018 by and between PZU, Pekao, PFS and PZU CO and the spin off plan
executed on 27 February 2018 by and between PZU CO (company being spamafPFS (acquiring compady . 8 3net! - AK
asset value transferred to PFS on the date of the spin off was PLN 7 million. From the spin off date the transfer ageesservi
rendered thus far by PZU CO are rendered by PFS.

On 6 September 2018, Elvita merged with NZOZ Trzebinia.

The transactiongid not affect the consolidated financial statements.
2.4.5.  Acquisition of an associate

On 15 November 2018 Alior Bank acquired, for PLN 4 million, 2,510 shares with the total par value of PLN 125,500, regpresentin
20% shares in GTR Finanse sp. z 0.0. (currdtdalyPo sp. z 0.9.

.30)
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3. Shareholder structure

83AK K@9J=@GD<=J KLJM; LMJ=/] L9CAF? AFLG
meeting is as follows:

i GFKA<=J9LAGF L @=

As at 31 December 2018

Number of sharesand votes at Percentage held in the share capital and in
Iltem 1@9J=@GD<=JAK F9 : the total number of votes at the
the Shareholder Meeting .
Shareholder Meeting

1 State Treasury 295,217,300 34.1875%
Nationale-Nederlanden Otwarty Fundusz

2 Emerytalny and Nationale Nederlandendbrowolny 43,825,00 5.0751%

Fundusz Emerytalny
3 Other shareholders 524,480,70 60.7374%
Total 863,523,000 100.00%

9 According to the Current Report No. 21/2018 on the list of shareholders holding at least 5% of the number of votes at teddzaly Shareholder Meeting that
took place on 28 June 2018.

As at 31 December 2017

Number of shares and votes a Percentage held in the share capital and in

Iltem 1@9J=@GD<=JAK F9 the Shareholder Meeting the total number of votgs at the
Shareholder Meeting
1 State Treasury 295,217,300 34.1875%
2 Other shareholders 568,305,70 65.8125%
Total 863,523,000 100.00%

9 According to the Current Report No. 11/2018 on the list of shareholders holding at least 5% of votes at the PZU extraglaraholder meting commenced on
27 February and ended on 9 March 2018.

Information on the number of shares taken into account in the calculation of earnings per share is presented in s28tion

Transactions pertaining toignificant stakes in PZU

As a result of a transaction to buy PZU shares settled on 6 June 2018, Natibealerlanden Otwarty Fundusz Emerytalny and
, 9LAGF9D= , =<=JD9F<=F " G: JGOGDFQ $MF<MKR #E=JQL 9sbareQapifalr; J =9 K=
i GFKLALMLAF? fgPIré G> L@= LGL9D FME: =J G> NGL=K 9L .83AK 1@
PZU SA Ordinary Shareholder Meeting, Nationbllederlanden Otwarty Fundusz Emerytalny and Nationale Nederlanden

Do J GOGDFQ $MF<MKR #E=JQL9DFQ @=D< 9 LGL9D G> FfrAXrsPPP K@9
right to 43,825,000 votes at the Shareholder Meeting.

\__/
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4, Composition of the Management Board, Supervisory Board and PZU Group
Directors
4.1 | GEHGKALAGF G> L@= H9J=FL ; GEH9FQAK +9F9?2=E=FL G9

From 1 January 2018, the PZU Management Board consisted of the following persons:
T .90=f 1lawksientd the PZU Management Board;

1 Roger Hodgkis$ Member of the PZU Management Board;

1 Tomasz Kuliks Member of the PZU Management Board;

1 Maciej Rapkiewicd Member of the PZU Management Board;

1T +9f?GJR9 L 8MeinBeroitiekPZI®dhagement Board.

No changes in the composition of the PZU Management Board have occurred by the date of signing the consolidated financial
statements.

4.2 | GEHGKALAGF G> L@= H9J=FL ; GEH9FQAK 1MH=JNAKGJQ G

From 1 January 2018, the PZU Supervisory Board tsted of the following persons:
1 Katarzyna Lewandowska Chairwoman of the Supervisory Board;

i F = L 9 3Bepufy<lairwoman of the Supervisory Board;

1  Alojzy Nowald Supervisory Board Secretary;

1 G? MK f 9 O 3S@eéngssnrRBo&d Member;

T +9J; AF | @RupbrviRotyl BEkattiMember;

T .90=f ®epervisatyBoard Member;

1 ?29L9 %SbéervisorCBbard Member;

T 0G: =J L 3d3upeAikotBoard Member;

1 Maciej Zaborowsks Supervisory Board Member.

-F X (9FM9JQ I'PpXi F=L9 $9f=C L=F<=J=< @=J J=KA?F9LAGF >JGE

On 8 January 2018, thBrime Minister, acting on behalf of the State Treasury of the Republic of Poland, appointed Mr. Maciej
T GHAl KCA LG := 9 .83 1 1MH=JNAKGJQ G9J< +=E: =J¢g

-F X (9FM9JQ I'PpXJ] G?MKf90 O9F9KRO9CJ] O@G O9K 9 .83 1 1MH=1J

On9Januanf Pp X/l +9; A=B 1 GHAI KCA LGGC GN=J L@= >MF; LAGF G& | @9AJ
Deputy Chairman of the PZU Supervisory Board.

-F % +9J: @ I'PpX L@= #PLJ9GJ<AF9JQ 1@9J=@GD<=J ervisoryBoad.? G> . 83
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From 9 March 2018 to the date of signing the consolidated financial statements, the PZU Supervisory Board consisted of the
following persons:

f +9; A=B dS@kEmdori Board Chairman;

1 . 90=f ®8NpervisayMBoard Deputy Chairman;
1  Alojzy Nowald Supervisory Board Secretary;

i +9J; AF | @fupbrviRotyl BEa@iAMember;

i ?29L9 9%GQupErdsprZBoard Member;

T 0G: =JL ( 93UpedviBoty Bea Member,

i Katarzyna Lewandowska Supervisory Board Member;
i 0 G: =J L 8SupeAibrg Board Member;

)l

Maciej Zaborowsk# Supervisory Board Member.
4.3 PZU Group Directors

Apart from Management Board Members, key managers in the PZU Group also comprise PZU Group Directors who generally also
KAL GF L@= +9F9°?=E=FL G9J< G> .83 | Q; A=y

From 1 Jamwary 2018, the following persons were PZU Group Directors:
T Aleksandra Agatowska;

1 Tomasz Karusewicz;

1 9JLfGEA=B * ALOAI ; RMCH

i Dorota Macieja;

1 OGE9F .9f9; 8

No changes in the composition of the PZU Group Directors have occurred by the date of signing thelidatesb financial
statements.

5. Key accounting policies, key estimates and judgments

The consolidated financial statements have been prepared in accordance with the historical cost concept, except for theeupdat
of the valuation of investment properties andertain financial instruments which are carried at fair value.

Preparation of the consolidated financial statements in accordance with IFRS requires that the PZU Management Board make
professional judgment and estimates and assumptions, which impact theopted accounting policies and the presented values
of assets and liabilities, revenues and costs.

The estimates and the related assumptions are based on historical experience and other factors which are deemed reasonable
in the given circumstances, and #ir results provide the basis for professional judgment regarding the carrying amount of the
assets and liabilities which does not follow directly from other sources.

Making the judgments, estimates or assumptions the PZU Management Board may, in maitsigs, rely on the opinions of
independent experts.

The actual value may differ from the estimate value. The judgments, estimates and related assumptions are subject to ongoing
verification. Their changes are recognized in the manner described in se&idn
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The key accounting policies and estimates and assessments used in preparation of the consolidated financial statements are
described below and in individual notes, according to the table below.

Profit and loss account item Note Statement of financial position item Note
number number
Gross written premiums 10 Goodwill 26
Revenue from commissions and fees 11 Intangible assets 27
Net investment income 12 Deferred acquisition expenses 29
::i\e;;g;ﬂ;?sn realiation of financial instruments and 13 Property, plant and equipment 30
Movement in allowances for expected credit losses and
impairment losses on financial instruments 36 Investment property st
Claims, benefits and movement in technical provisions 17 Entities measured by thequity method 32
Interest expenses 19 Loan receivables from clients 88
Acquisition expenses 20 Financial derivatives 34
Administrative expenses 21 Investment financial assets 35
Income tax 24 Cash 38
Assets held for sale 39
Equity attributable to equity holders of the parent 40
Non-controlling interest 2.3
Technical provisiols 41
Provisions for employee benefits 42
Other provisions 43
Deferred tax 44
Financial liabilities 45
5.1 Changes in accounting policies and estimates, errors from previous years

The accounting policies are changed only if the change:
1 isrequired by an IFRS; or

1 results in the inancial statements providing reliable and more relevant information about the effects of transactions, other
=N=FLK GJ ; GF<ALAGFK GF L@= .83 %JGMHAK >AF9F; A9D HGKALAGF

Changes in accounting policies associated withethinitial application of an IFRS are accounted for in accordance with the
specific transitional provisions contained in that IFRS. If a change in accounting policies is made in connection with initia
application of IFRS which do not contain specific tratignal provisions pertaining to such a change or the change is made
voluntarily, the entity introduces such a change retrospectively. Retrospective introduction of a change in accountinggmIgi
made through a correction in the statement of financipbsition of the opening balance of each equity item to which the change
pertains for the earliest presented period and disclosure of other comparative data for each period, as if the changed &ogoun
policies have been always applied.

The financial statenents items determined on the basis of estimates are subject to verification, if the circumstances constituting
the basis for the estimates change or as a result of obtaining new information or gathering more experience.

The effects of a change of an estite value are prospective, which means that the values pertaining to the transactions, other
events and conditions are adjusted as of the moment when the change was made (the change influences only the current
statement of comprehensive income, or the rel$siof the given period or future periods

An assumption is made that errors are corrected already in the period in which they were made (not dejettenice material
errors from previous periods are corrected retrospectively, and the difference is gedrto equity.
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5.2

5.2.1.

Amendments to the applied IFRS

Standards, interpretations and amended standards effective from 1 January 2018

The following changes in standards were applied to the consolidated financial statements.

Standard/interpretation

Approving
regulation

Comments

IFRS @ Financial
Instruments

Amendment to IFRS &
Application of IFRS 9

| $AF9F; A9D
together with IFRS 4

I " FKMI®HL J=9 ;

IFRS 1% Revenue from
Contracts with
Customers

Clarifications to IFRS 1%
revenue from contracts
with customers

Amendment to IFRS 2
Classifcation and
valuation of sharebased
payment

2067/2016

1988/2017

1905/2016

1987/2017

289/2018

The effect of the application of IFRS 9 is described in sechiéh2

In accordance with the amendment to IFRS 4 issued by IASB on 12 September 2016, ins
undertakings may defer the implementation of IFRS 9 until the entry into force of IFRS 4 F
Il concerning insurance contracts, but by no &tthan 1 January 2021.

The Commission of the European Union has also allowed financial conglomerates to «
application of IFRS 9 by insurance undertakings in the conglomerates, provided tha
financial instruments are transferred between insurancen@ banking entities within the
conglomerates. The report includes information on insurance undertakings that continue
apply IAS 39 and the disclosures required under IFRS 7 are provided separately fc
insurance entities applying IAS 39 and for ottesttities applying IFRS 9.

The PZU Group could not take advantage of this exemption due to the significant s
of banking activity.

IFRS 15 specifies how and when to recognize revenues andinegjthe presentation of more
<=L9AD=< <AK; DGKMJ=KK 2@= KL9F<9J< J=HD9
and a number of interpretations related to revenue recognition. The standard applies to aln
all agreements with customers (the nia exceptions concern lease agreements, financ
instruments and insurance agreementsThe fundamental principle of the new standard is
recognize revenues in a manner that reflects the transfer of goods or services to customer
in an amount that eflects the value of consideration (i.e. the paymgnwhich the company
expects to obtain a right to in exchange for the goods or services. The standard also pra
guidelines for recognizing transactions that were not regulated in detail in previoumstards
(e.g. revenues from services or modification of agreemeraad contains more comprehensiv:
explanations on the recognition of agreements with multiple deliverables. The standard d
not apply to insurance contracts, financing arrangements and sadary activity (e.g. sale ¢
fixed asset$.

The PZU Group applied IFRS 15 in accordance with the approach described in sections(
retrospectively, with joint effect for contracts in force as at 1 January 2018 (date of ir
application) recognizedonce as at that date.

The PZU Group has analyzed the impact the new standard will have on agreements sign
PZU Group companies and has not identified any agreements, for which application of IFf
would have a material effect on the consolidateaéincial statements. This is because revenu
covered by IFRS 15 are of secondary importance to the financial reporting of the PZU Grou
The clarifications provide guidelines comening the identification of the obligations to fulfil
benefits (determining in which instances the promises set forth in a contract constit
AK=H9J9L=A ?2GG<K GJ K=J NA; =)Kacdou@hg for Kn@iEdiuzl
property licenseg(determining in which situations revenues from intellectual property licens
K@GMD< : = K=LLD=< aGN=J 9 ;=JL9AF H=JAad
the distinctions between a principal and an agent (stating more precisely thatrimcipal under
a given determination controls a good or service prior to turning it over to a clje@hanges tc
the standard also include additional practical solutions facilitating the implementation of tl
new standard.

The amendment provides guidance harmonizing accounting requirements for sHaased
payments settled in cash which adopt the same approach as that applied in the case of s
based payments settled irequity instruments (an exception to IFRS and clarification of
situations where sharebased payments settled in cash are changed to sha@sed payments
settled in equity instruments due to changes in contractual provisions.

The change did not affect # consolidated financial statements.
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Approving

Standard/interpretation . Comments
regulation

The amendment clarifies when the entity should transfer properties under construction tc
Amendment to 1AS 48 from the investment property category in the event of changétbe nature of the use of suc
Transfers of Investment 400/2018 property in situations other than listed in IAS 40.
Property

2@= ; @9F?= <A< FGL 9>>=;L L@= .83 %JGMHA

The amendments pertain to:

1. IFRS Bwaiver of exemptdns for first time adopters as regards certain disclosures;
Amendments to IFRS 182/2018 2. IAS 283.as regards the elgction by §pecified entitigs to measure a.t fair value through p
20142016 or loss interests in associates and joint ventures in accordance with IFRS 9.

The amendments didno® >>=: L L@= .83 %JGMHAK : GFKGD/
IFRIC interpretation 23 The interpretation clarifies that the exchange rate should be applied in recogniz
Foreign Currency 510/2018 atransaction denomnated in a foreign currency in accordance with IAS 21 if the client me

Transactions and
Advance Consideration

anon-refundable payment of an advance consideration for delivery of goods or services.
2@= AFL=JHJ=L9LAGF @9< FG =>>=;L GF L@=

5.2.2. IFRS 9 Financial Instruments

IFRS Financial Instrumentspublished by the IASB in July 2014 and approved by the European Commission in November 2016,

replaces IAS 38inancial Instruments: Recognition and MeasuremdfRS 9 is effective for annual periodedinning on or after

1January 2018. Earlier application is permitted.
The PZU Group started applying IFRS 9 on 1 January 2018.

IFRS 9 sets out new requirements for the classification and measurement of financial instruments, impairment of finana#d ass

and hedge accounting.
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Effect of the application of the new standard

Net carrying Impact of Impact of Net carrying
amount under changes in impairment due | amount under
Classification under IAS 39 Classification under IFRS 9 IAS 39 as at measurement to expected IFRS 9 as at
31 December caused by losses resulting 1 January
2017 reclassification | from credit risk 2018
Financial assets at amortized cog 167,554 (108 (2,749 165,697
Financial assets at fair value
LaEn eeehveElEs fiem diamie _through other comprehensive 1,597 32 9 1,556
income
Financial as;ets at fair value 306 51 8 365
through profit or loss
Financial derivatives Financial derivatives 2,351 - - 2,351
Financial assets at amortized cog 19,003 (19 (11 18,978
Financial assets at fair value
Held to maturity _through other comprehensive 2,186 38 - 2,224
income
Financial as§ets at fair value 48 1 i 49
through profit or loss
Financial assets at amortized cos 5,060 1 2 5,059
Financial assets at fair value
Available for sale _through other comprehensive 43,199 @) - 43,198
income
Financial as;ets at fair value 260 ) ) 260
through profit or loss
Financial assets at amortized cog 25 2 - 23
Financial assets at fair value
Measured at fair value through| through other comprehensive 491 - - 491
profit or loss income
Financial as_sets at fair value 19,7271 ) ) 19,727
through profit or loss
Financial assets at amortized cos 8,515 41 (19 8,637
Loans3debt securities Financial assets at fair valge
through other comprehensive 5,108 2 9) 5,097
income
Loans- other Financial assets at amortized co{ 6,424 - (45 6,379
Cash and cash equivalents 8,239 - - 8,239
Other assets 25,775 - 4 25,779
Deferred tax assets 1,590 2 355 1,943
Total assets 317,458 (29) (1,477) 315,952
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Net carrying Impact of Impact of .
. . ) Net carrying
amount under changes in impairment due amount under
Classification under IAS 39 Classification under IFRS 9 IAS 39 as at measurement | to expected losses IERS 9 as at
31 December caused by resulting from 1 January 2018
2017 reclassification credit risk y
Equity attributable to equity
holders of the parent L s ®) S e
Share capital 86 - - 86
Revaluation reserve 157 - 7 164
Other capital 11,760 - - 11,760
Retained earnings 2,596 (5 (519 2,077
Non-controlling interest 22,961 (24) (1,122 21,815
Total equity 37,560 (29) (1,629) 35,902
Flne}nmal liabilities held for Financial I|ak_)|||t|es at fair value 4,956 ) ) 4,956
trading through profit or loss
Fmanqal liabilitiesat Financial liabilities at amortized 219,594 ) ) 219,594
amortized cost cost
Provisions 45,611 - 159 45,770
Deferred tax liability 638 - ©) 631
Other liabilities 9,099 - - 9,099
Total liabilities 279,898 - 152 280,050
Total equity and liabi lities 317,458 (29) (1,477) 315,952
The amount of Impact of Impact of The amount of
allowances . . )
under changes in impairment due allowances
Classification under IAS 39 Classification under IFRS 9 measurement | to expected losses under
IAS 39 as at X
caused by resulting from IFRS 9 as at
31 December P 2
reclassification credit risk 1 January 2018
2017
Financial assets at amortized 8,826 2,811 378 12,015
cost
Financial assets at fair value
Loan receivables from clientq through other comprehensive 9 - 9 18
income
Financial assets at fair value
through profit or loss 4 4 ® )
Held to maturity Financial assets at amortized 1 ) 11 12
cost
Financial assets at amortized ) ) 2 5
cost
Available for sale Financial assets at fair value
through other compretensive - 13 2 15
income
Financial assets at amortized 85 32 19 72
cost
Loansd debt securities Financial assets at fair value
through other comprehensive 13 - 9 22
income
Loans- other Financial assets at amortized 18 3 47 68
cost
Other assets 661 165 10 836
Provisions 237 - 159 396
Total allowances 9,854 2,964 638 13,456
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Net impact (gross impact minus the tax effect) of application of IFRS 9 on equity items Revaluation reserve Retained earnings

As at 31 December 2017 under IAS 39 157 2,596

Reclassifications of debt securities / loans granted to clients: 1 5
- from measured at amortized cost to measured at fair value through profit or loss - 9
- from measured at amortized cost to measured at fair value through other comprehensi 3 i
income
- from available for sale to measured at amortized cost (4 2
- from available for sale to measured at fair value through profit or loss D 1
- from measgreq at fair value through profit or loss to measured at fair value through oth 3 &)
comprehersive income

Reclassification of equity instruments from measu.red_at fair value through profit or loss to &) 3

measured at fair value through other comprehensive income

Reclassification of participation units and mutL_JaI fund investment certificatérom available (10 10

for sale to measured at fair value through profit or loss

Revaluation of equity securities measured at fair value through other comprehensive incor] 4 4

0=; G_? FAL A G F_ G> L@= 9 .D D G 09 F)forfinan@lasset®rheasured= ) (510

at amortized cost (including ofbalance sheet item}s

0=; G?EALAGF G> .L@: 9DDGO9 F);fordebtgbguritiesﬁldans L= 7 @

granted to clients measured at fair value through other comprehensive income

Other changes 8 (29

As at 1 January 2018 under IFRS 9 164 2,077

Classification of financial assets upon first application of IFRS 9

Information on classification of financial assets upon first application of IFRS 9 is presented in se83idrP.1

Classification of financial liabilities

Information on classification of financial liabilities upon first application of IFRS 9 is presented in sedtoh

Impairment

Information on impairment uncer IFRS 9 is presented in secti8f.1.1

Hedge accounting

Upon first application of IFRS 9, the PZU Group has made a decision to continue to apply IAS 39 to hedge accounting fnstead o
chapter 6 of IFRS 9. Hower, in respect to hedge accounting disclosures, IFREnancial Instruments: Disclosurasiended by

IFRS 9 is applied because the option to choose an accounting policy does not exempt from the application of the new disclosur
requirements.

Disclosures

The implementation of IFRS 9 resulted in a significant change in the presentation disclosures pertaining to financial insttsime

The PZU Group took advantage of the exemption not to restate the comparative data from prior periods in respect to the
changesresulting from classification and measurement (including impairméntThe differences in the carrying amount of
>AF9F; A9D 9KK=LK 9F< DA9: ADALA=K 9JAKAF? >JGE L@= 91HLhedDA; 9L A
=9JFARRNA DAF
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5.2.3.  Standards, interpretations and amended standards not yet effective

1  Approved by the regulation of the European Commission

Name of standard/
interpretation

Effective date

Approving
regulation

Comments

IFRS 16 Leases

1 January 2019

1986/2017

IFRS 16 replaces IAS 1'2asesand any interpretations related to this standard and introduces a full model of identification and settlement of leas¢
L@= D=KKGJKA 9F< D=KK==KA >AF9F; A9D KL 9L =E-=F lth& gew 3t@dardElEitates & distnitior
between financial leases and operating leases.

The recognition of current operating leases in the statement of financial position will result in the recognition of a neet &he right to use the lease
object) and a new liability (the liability of remitting lease paymenjts

0=; G2FALAGF G> D=9K=K GF L@= D=KKGJAK KA<= OADD AF E GKnoperaling fedsesarmr
financial leases.

The PZU Group has ssssed these contracts in terms of their fulfillment of the definition of lease and estimating the lease period. ApplyiSglé-Ee

PZU Group made the following assumptions:

1 As at 1 January 2019 the PZU Group will apply the simplified approach in aesocceiwith paragraph C5(b Comparative data will not be restate
and the total effect of the first application of IFRS16 will be recognized as adjustment of the opening balance of retangidgs on the first
application date

1 Inthe case of leases primwusly classified as operating leases in accordance with IAS 17 lease assets and liabilities will be carried at present
L@= J=E9AFAF? D=9K= H9QE=FLKJ] <AK.GMFL=< :Q L@= D=KK==AK E9J?A

f 2@= D=KK==AK E9J?AF 943 thd urh of the@Biikee rate anB fixedJidk spveBM® Forak contracts ending on the same date
with a fixed amount of monthly payments (this group includes most lease contracts in the PZU Geofixed contract discount rate is calculated.

1 In acordance with section 5 the PZU Group will take advantage of the exemptions of skam leases and for leases for which the underlyi
asset has a low value. Low value assets are assets with the value equal to or lower than PLN 20 thousand. PurseamtQd0i(y, for operating
leases with the lease term ending within 12 months of the day of first application of IFRS 16, PZU Group shall apply mo&rsing shortterm
leases.

1  Pursuant to item 4, PZU Group shall not apply IFRS 16 to intangible assets.

1  PZU Group shall recognize assets and liabilities in respect of lease at a net amount. The VAT amount shall be recognjzedsiesexf the curren
period.

The recognition of assets and liabilities in respect of lease is based on a subjective evaluatitime dflanagement Board, taking into accour
interpretations related to the application of IFRS 16. The subjective evaluation and the estimates concerning the restlies application of the new
standard, presented below, are subject to change as a resfilhew interpretations of IFRS 16 or changes to the general practice of application of
accounting policies.



. GOKR=; @FQ 89Cf9«<

3 jnEs@ddp\ = ; R=1 1HOf C9 C; Q

Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

Name of standard/
interpretation

Effective date

Approving
regulation

Comments

Amendment to IFRS 8
prepayments with
negative compensation

IFRIC 23 interpretatio®
Uncertainty over Incomsg
Tax Treatments

Amendment to IAS 28
Longterm interests in
associates and joint
ventures

1 January 2019

1 Januay 2019

1 January 2019

498/2018

1595/2018

237/2019

In the consolidated profit and loss account for 2019, fees related to lease and rental will be replaced with the amortizdtiba right touse the lease
object and with interest expenses on liabilities in respect of lease. This will generate greater costs at the initial stdye lease (above all due to th
financial element related to the discount settlemeiteven if the parties have aged on fixed annual payments.

As a result of the application of IFRS 16, PZU Group shall recognize new assets in respect of the right to use:
1  Property, plant and equipmens PLN 1,200 m;

i Investment propertys PLN 51 m;

The value of the recognized lialfies in respect of lease will be PLN 1,251 m.

Assets in respect of the right to use shall be recognized jointly with property, plant and equipment or investment propesgyectively, while liabilities
in respect of lease shall be disclosed within fimzial liabilities.

According to the current version of IFRS 9, certain options, which force a lender to accept reduced compensation for gfaraiging (in the case o
negative compensatiofdo not pass the SPPI test; accordingly any instruments containing such options cannot be classified as measured at am
cost or at fair value through other comprehensive income. According to the amendment, the positive ortivegsign of the prepayment amount will no
be important; this means that, depending on the interest rate in effect when the agreement is terminated, payment can be tmadparty resulting in
prepayment. This compensation must be calculated in the samammer for both a penalty for prepayment and also for a gain earned on prepayment

2@= ; @9F?= OADD FGL 9>>=:L LG 9 E9L=JA9D =PL=FL L@= .83 %JGMHAK
The interpretation is applied when there is uncertainty to the determination of taxable profit, tax losses, taxable incontetamding tax losses, unuse
tax credits and tax rates under IAS 12.

The interpretation will not affect the PZ&%J GMHAK ; GFKGDA<9L=< >AF9F; A9D KL9L=E=FLK#y
According to the amended IAS 28, lotgym interests in associates and joint ventures for which the company does apply the equity method, the

applicable standard is IFRS 9, also with regard to impairment.

2@= 9E=F<E=FL OADD FGL 9>>=;L L@= .83 %JGMHAK ; GFKGDA<9L=< >AF9F
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1 Not approved by the European Commission:

Name of standard/
interpretation

Date of issue
by IASB

Effective date
(according to
IASB

Comments

IFRS 13Insurance
contracts

18 May 2017

1 January 2022

The purpose of the standard is to establish the uniform accounting policy for all types of insurance contracts, includimgitiseirance contracts held by
the insurer. Introduction of this unified standard should ensure comparability of financial reports between different estitéates and capital markets.

The new standard defines insurance contract as a contract under which ortéyeaccepts significant insurance risk from the policyholder by agreeing
compensate the policyholder if a specified uncertain future event adversely affects the policyholder. The scope of the sfashules not cover, amon
others, investment contractsproduct warranties, loan guarantees, catastrophe bonds and-called weather derivatives (contracts requiring payme!
based on the climatic, geological factor or another physical variable that is not specific to the party to the coitract

The standard mtroduces a definition of contract boundary, defining its beginning as the beginning of coverage, the date when first pretsegomes
due, the moment when facts and circumstances indicate that the contract belongs to the group of onerous contradigchever is earliest. The end ¢
the contract boundary occurs when the insurer has the right or practical ability to reassess the risk for a particularipmtiey or a policy group, and thi
premium measurement does not cover the risk related to future periods

In accordance with IFRS 17, contracts will be measured by one of the following methods:
1  General Measurement Model, GMithe basic measurement model, wherein the total value of the insurance liability is calculated as the sum o
o] discounted value ofthe best estimate of future cash flowsexpected (probabilityweighted) cash flows from premiums, claims, benefit
acquisition expenses and costs,

o] risk adjustment, RAindividual estimate of the uncertainty related to the quantity and time of the futucash flows, and

o] contractual service margin (CSM representing an estimate of future profits recognized during the policy term. The CSM value is sensit
changes in estimates of cash flows, resulting e.g. from changed-sconomic assumptions. CSMaonot be a negative valué any losses or
the contract shall be recognized immediately in the profit and loss account;

1  premium allocation approach, PAA a simplified model which can be applied to measurement of insurance contracts with the coverage pt
below 1 year or where its application does not lead to significant changes in relation to GMM. In this model, liabilitgniaining coverages
analogous to the provision for unearned premiums mechanism, without separate presentation of RA and CSHK théhilability for incurred claims
is measured using the GMM (without calculating QSM

i variable fee approach, VR&model used for insurance contracts with direct profit sharing. The liability value is calculated in the same manner
the GMM, the A8 value is additionally sensitive to changes in economic assumptions.

IFRS 17 provides for separate recognition of reinsurance contracts from reinsured insurance contracts. The cedent shallenreasurance contracts
by the modified GMM method or, gossible, by the PAA method. Modifications of the GMM method arise above all from the fact that reinst
contracts are usually assets, not liabilities, and the cedent pays a remuneration to the reinsurer rather than derivingspfiaiim the contract.
Modifications are also supposed to reduce discrepancies arising from separate recognition of the reinsurance contract frosune insurance
contracts.
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Name of standard/
interpretation

Date of issue
by IASB

Effective date
(according to
IASB

Comments

Amendments to IAS 19
Employee Benefit$ plan
amendment, curtalment
or settlement

7 February
2018

1 January 2019

In the case of reinsurance contracts, both the profit and the loss calculated as at the contracgretion are recognized in the statement of financi
position and settled through the reinsurance coverage period. The assumptions for reinsurance contract measurement shalhsistent with those
used for reinsured insurance contract measurement. Inditibn, measurement shall take into account the risk that the reinsurer fails to fulfill
obligations.

In mid 2018 PZU Group formally launched project work to implement a standard in all PZU Group insurance companies. Asheapraject, PZU Grouj

works, among others, on:

1 analyzing the gap in existing IT processes, tools and systems;

1 determining new components necessary to be implemented in processes and areas which will be significantly affected by tlieenempation of
IFRS 17;

1 analyzing the curent product offer in terms of segmentation and principles of measurement in accordance with IFRS 17.

Despite publishing the content of IFRS 17, IASB continues the works on its final wording. For this reason, the standamd wish will be finally
approved by a European Commission Regulation will differ from the present text. The IFRS 17 implementation will have a futalameact both on
the processes in insurance entities and on the financial reporting of PZU Group. At the present stage of hé 1RRplementation project and due t
L@= HGL=FLA9D ; @9F?=K AF ALK ; GFL=FLJI AL AK FGL HGKr¢hénsi@ incoinecand-elfuityA
The amendment contains clarifications for the guidelines in case of a plan amendment, curtailment or settlement during fietieg period. The
amendments require entities, after such an event, to usedaped actuarial assumptions to calculate current service cost and net interest for
J=E9AFAF? HO9JL G> L@= J=HGJLAF? H=JAG<y 2@ 9E=F<E=FLK n%llkrGettleriett
affect asset threshold e MAJ =E=FLKyK 2 @= ' 1 @9K <=; A<=< L@9L L@= K; GH= G> L@
>DM; L M9 L A.GRefaméddnients=apply @ plan amendments, curtailments or settlements that will take place on or after 1 Jad@di§, with the
possibility of earlier application.

The Group is currently analyzing the impact of these amendments on its consolidated financial statements.
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Name of standard/

Date of issue

Effective date

) . (according to Comments
interpretation by IASB IASB
The amendments pertain to
1st IFRS 3the amendments clarify that when an entity obtains control of a business that is a joint operation, it remeasures previoeislynterests in
that business;
2nd IFRS 11 the amendments clarify that when an entity obtains joint control of a busisethat is a joint operation, the entity does not remeasu
A i stol 12D b previously held interests in that businas
nnual improvements to ecember 1 January 2019| 3rd IAS 12 the amendments specify that any income tax consequences of dividends (i.e. profit distribysbould be recognized in the profit and los
IFRS 2012017 2017 o
accaunt, regardless of how the tax arises;
4th 1AS 23 the amendments clarify that if any specific borrowings remain outstanding after the related asset is ready for its interskedrusale, thai
borrowing becomes part of the funds which an entity generally bwws when calculating the capitalization rate on general borrowings
2@= 9E=F<E=FLK OADD @9N= FG KA?FA>A; 9FL AF>DM=F; = GF L@= .83 %JG
The amexdments aim to state precisely the difference between the acquisition of a business and an asset acquisition.
Amendment to IFRS 3 22 October
: N 1 January 2020
Business combinations 2018 -
2@= 9E=F<E=FLK OADD FGL 9>>=;L L@= .83 %JGMHAK ; GFKGDA<9L=< >AF9
A q IAS 1 According to the new definition, information is material if one may justifiably expect that if it is overlooked, distortedoocealed this may affect the
AUSL mgnts _to_ ; 31 Gctober decisions made by the main users of financial statements on the basthede financial statements.
and IAS & definition of 2018 1 January 2020
materialit A
g 2@= ; @9F?= OADD FGL 9>>=;L LG 9 E9L=JA9D =PL=FL L@= .83 %JGMHAK
The amended conceptual assumptions contain several new concepts peitaj to measurement, they incorporate the updated definitions and critel
d h for recognizing assets and liabilities and the guidelines for reporting financial results. Additionally, they contain exjxersapertaining to important
Amendments to the 29 March 2014 1 January 2020] areas such as the role afianagement, prudence and the uncertainty of measurement in financial statements.

framework

2@= 9E=F<E=FLK OADD @9N= FG KA?FA>A; 9FL AF>DM=F; = GF L@= .83 %JG
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In summary, in the opinion of the PZU Group, the introduction o thbove standards and interpretations (except for IFRS 16, for
which the estimated impact is presented earlier, and IFR3Wifl have no material effect on the accounting policies applied by
the PZU Group.

5.3 Explanation of differences between the 2017 annud consolidated financial statements and these
consolidated financial statements

5.3.1. Settlement of the Pekao acquisition

In connection with the final settlement of the acquisition of the shares in Pekao, a retroactive restatement of data as at
31December 201has been performed. More information on this matter is presented in secof 1

5.3.2.  Change in presentation of the consolidated statement of financial position and the consolidated
profit and loss account

InorderLG HJGHGK= 9 :=LL=J HJ=K=FL9LAGF G> L@= .83 %I GMHAK >AF9
changes have been made:

1 inthe consolidated statement of financial position:
- 4ADGY9F J=; =AN9: D=K >JGE (diflerantihditcnk @9 N= : == KHMF G>> LG 9
- financial derivatives have been spun off to a different line item and merged with derivatives for hedging purposes,
presenting their breakdown in the pertinent note;
1T AF L@= ; GFKGDA<9L=< HJG>AL 9E<GBGHKIDARGMARIGHE D@ BEFSALE=E
@9K : == :JGC=F <GOF AFLG L@= >GDDGOAF? LOG K=H9J9L= DAF=
AFN=KLE=FLKA 9F< a+GN=E=FL AF 9DDGO%E; PIGKKGK HBFH=AFI3F; ADD<

Comparative data have been restated accordingly.
5.3.3. Amendments to comparative data in Alior Bank
5.3.3.1. Correction of errors pertaining to Corporate Income Tax for 2207

Alior Bank made a correction to the income tax settlentefor 20122017 due to eliminating from tax accounts for those years
the accrued interest that was not received on the date of writing off the uncollectible receivables, thereby causing an
understatement of taxable income. At the same time, some of theeiast on the receivables written down in the effalance
sheet records was incorrectly recognized as a taxable temporary difference and included in the basis of the deferred itiy.liab

This adjustment lowered equity as at 31 December 2017 by PLN AD® AGF O. * , F EADDAGF GF L @=
PLN 12 million on norcontrolling interests, respectivelyand net profit for 2017 by PLN 3 million (PLN 1 million on the PZU
%J GMHAK AFL=J=KL 9dontrollinginterebts, iIeshéztivd)GF GF F GF

5.3.3.2. Correction of the recognition of the result on structured products

Alior Bank altered the method of measuring the fair value of the option embedded in the structured products (certificates of
deposit) issued by the bank. Previously, the embedded opi® were measured using parameters not coming from an active
market. Presently, parameters from the interbank market are used where the bank enters into opposite transactions, hedging
the options embedded in structured products. Alior Bank also altered rtethod of settling costs and income related to the
issue of certificates of deposit. Under its previous methodology, marginal costs were approximately close to the amourg of th
distribution fee and therefore the costs and the fee were recognized all ateat the time of entering into the transaction. Alior
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pJu

Bank reviewed its marginal costs as a result of which their level was reduced. Accordingly, Alior Bank presently settles the

income from the distribution fee and the marginal costs spread over timeiltite date of maturity of the certificates of deposit.
2@AK 9<BMKLE=FL

DGO=J=< =

| MALQ 9K 9L

rp

=, =E:

=J

I'Rpp

QL

24 million on noncontrolling interests, respectivelyand lowered net profi for 2017 by PLN 22 million (PLN 7 million on the PZU

%J GMHAK AFL=J=KL

9 fontrolling intergsts, respedi@lx G F

GF

FGF

5.3.3.3. Correction to the recognition of the cost for the Bank Guarantee Fund fee in respect to a portion of the
contribution in the form of freezing securities in the last period

In conjunction with the amendment as of 2017 to the BFG Act and the regulation of 10 March 2017 issued by the Minister of

Development and Finance on transferring in the form of payment obligations thelcdhA: ML AGFK H9 A<
of this regulation Alior Bank makes the settlement (30% of the contribution Jiwéh BFG in the form of a payment obligation in

LG

$ %/

the form of a freeze on securities. After receipt on 2 March 2017 and 20 Afil & letters from BFG specifying the amounts of
the contributions to the Deposit Guarantee Fund and the Forced Restructuring Fund, Alior Bank applied an incorrect method of
keeping records by recognizing this portion of the contribution similarly as lre tcase of freezing securities for the Guaranteed
Funds Protection Fund and accordingly it failed to recognize the cost of the payment obligation in its profit and loss accoun

According to IAS 37 and IFRIC 21 a payment obligation in the form of freeeitigities, just as the remaining portion of the

contribution to BFG should be recognized as a cost in the current period. Accordingly, Alior Bank made a retrospective
adjustment by recognizing the payment obligation in the form of freezing securitiesZ0t7 as a cost in 2017 and restating the

comparative data.

This adjustment lowered equity as at 31 December 2017 and net profit for 2017 by PLN 19 million (PLN 6 million on the PZU

%J GMHAK AFL=J=KL

5.3.4.

9 fontrollirg intergsts, resped@yh G F

GF

FGF

Impact exerted by the differences on the consolidated financial statements

The following tables present the impact of the aforementioned changes on the individual items of the consolidated financial

statements.
31 December 31 December 1 January 1 January
Assets 2017 Adjustment 2017 2017 Adjustment 2017
(historica) (restated (historica) (restated
Goodwill 3,839 9? 3,830 1,583 1,583
Property, plant and equipment 3,239 489 3,287 1,467 1,467
Investment property 2,354 19 2,355 1,738 - 1,738
Loan receivables from clients n/a 169,457 169,457 n/a 44,998 44,998
Financial derivatives n/a 2,3512 2,351 n/a 9532 953
Investment financial assets 281,854 (171,808? 110,044 105,284 (45,9532 59,335
F'\)/'rzzfgﬁgi fair value throug 22,247 (2,002 20,243 21,882 (881)2 21,001
Hedge derivatives 347 (34792 n/a 72 (722 n/a
Loans 189,504 (169,45%? 20,047 54,334 (44,9982 9,336
Deferred tax assets 1,577 (120;; 1,590 633 89 641
Total assets 317,405 58 317,458 125,296 8 125,304
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31 December 31 December 1 January 1 January
Equity and liabilities 2017 Adjustment 2017 2017 Adjustment 2017
(historica) (restated (historica) (restated
Equity
Equity attributable to equity
holders of the paret 14,622 (23 14,599 12,998 8 12,990
. . @» 3
Retained earnings 2,619 229 2,596 2,043 82 2,035
N 319
Non-controlling interest 22,979 (499 22,96 4,086 (193 4,067
Total equity 37,601 (42) 37,560 17,084 (27) 17,057
Financial liabilties 224,507 439 224,550 60,030 159 60,045
Other liabilities 9,045 5118 9,096 4,991 209 5,011
Total liabilities 279,804 94 279,898 108,212 35 108,247
Total equity and liabilities 317,405 58 317,458 125,296 8 125,304
Y Change described in secti5.3.1
2 Change described in sectioh.3.2
9 Change described in sectioh.3.3
1 January 8 1 January 8
Consolidated profit and loss account 31 December 2017 Adjustment 31 December 2017
(historica) (restated
Revenue from commissions and fees 2,341 (229 2,319
Net result on realization and impairment losses on (960 9602 n/a
investments
Net result on realization of financial instruments and n/a 2472 247
investments
!\/Iovement in alIowancgs forlex_pected credit losses and n/a (1,207 (1,207
impairment losses on financial instruments
Net movement in fair value of assets and liabilities measurg 11 31)? 380
at fair value
Interest expenses (1,365 159 (1,350
B
Administrative expenses (5,369 (33) (5,357
Other operating expenses (2,739 (21? (2,759
Profit before tax 5,526 (52) 5,474
Income tax (1,293 4 (1,289
Net profit 4,233 (48) 4,185
Y Change described in sectioh.3.1
2 Change described in sectioh.3.2
3 Change described in sectioh.3.3
1 January 8 1 January 8
Consolidated statement of comprehensive income 31 December 2017 Adjustment 31 December 2017
(historica) (restated
Net profit 4,233 (48 4,185
Other comprehensive income 66 - 66
Total net comprehensive income 4,299 (48) 4,251
- comprehensive income attributable to equity holders of thd 2.897 15 2,882
Parent Company
- compr_ehe_nswe income attributable to holders of nen 1,402 33 1,369
controlling interest
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1 January 8 1 January 8
Consolidated cash flow statement 31 December 2017 Adjustment 31 December 2017
(historical) (restated
Profit before tax 5,526 (52 5,474
Adjustments 9,896 52 9,948
Movement in liabilities 1,977 48 2,025
Other adjustments 2,642 4 2,646
Net cash flows from operating activities 15,422 - 15,422

Y Change described in sectioh.3.1
2 Change described in sectit5.3.3

5.4 Consolidation principles

These consolidated financial statements for the financial year ended on 31 December 2018 include financial data of the parent
company and all its subsidiaries after elimination of intigroup transactions.

A subsidiary is an entity that is controlled by another entity. That means that the latter simultaneously has: power over the
investee, exposure or rights to variable returns from its involvement with the investee and the ability to use W&pover the
investee to affect the amount of the investor's returns.

Consolidation involves the combination of similar items of assets, liabilities, equity, revenue, costs and cash flows oért pa

company and its subsidiaries and then elimination of the9 J J QAF? 9EGMFL G> L@= H9J=FLAK AFN-=
H9J=FLAK HGJLAGF G> =1 MALQ G> =9; @ KM: KA<A9JQyg DK&pup9 KK=1L K
transactions between PZU Group entities are eliminatedfull.

The financial statements of the subsidiaries are prepared for the same reporting period as the financial statements ofrén& pa
company.
Subsidiaries are consolidated from the date of obtaining control until the date cessation of control.

The rules applicable to translation of assets, liabilities and comprehensive income of foreign subsidiaries denominated in
foreign currencies are presented in secti@ns.

5.4.1.  Judgments in exercising control

In order © determine whether PZU Group has rights that are sufficient to give it power, that is practical ability to direct the
relevant activities unilaterally, the PZU Group analyzes among others:

1 how many votes it holds at the shareholder meeting and whethehdalds more votes than other investors (including
potential voting rights and rights resulting from other contractual arrangemeiits

how many entities would have to act together in order to outvote the PZU Group;

distribution of votes at previous sharehoke meetings;

A> L@= C=Q H=JKGFF=D G> L@= =FLALQ GJ E=E: =JK G> L@= AFN=K
capacity to appoint members of management and supervisory bodies of the entity;

commitments, if any, to ensure that an investecontinues to operate as designed;

capacity to obligate the entity to perform or prevent it from performing significant transactions;

= =4 =4 =4 -4 4 -4

other prerequisites.
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The analysis of prerequisites for exercising control over Pekao and Alior Bank as at 31 DecebdiBeis resented in the table

below.

Criterion

Pekao

Alior Bank

Share in votes at the
shareholder meeting

Other shareholders

20.03%

Only two shareholders hold a stake of more than 5
The remaining shareholders are dispersed 4
asignificant nunber of entities would have to tak
concerted action to outvote PZU at the sharehold

31.93%

Only three shareholders hold stakes between 5% a
8%. The remaining shareholders are dispersed &
asignificant number of entities would have to tak
concerted action to outvote PZU at the shareholde

meeting. meeting.

On 23 January 2017, PZU and PFR (holding 12.8
. =C9 GAK K)@@nkda Sha&dhdideraAfreeme
LG : MAD< -temCWlGeA ikiplem&E @ polic
9AE=< 9L = F K Mévéldprient, . finaDdal
stability and effective and prudent managemen
It defines the rules of cooperation between PZU &

PFR, in particular pertaining to joint exercise of voti
rights from the shares held and the implementation The Mapagement Board of PZU does not have .
information about any agreements that may have bes

acommon longterm HGDA; Q > GJ - q. ) _ L _
The Shareholder Agreement provides for the possibif ' GF: DM<=< : =L0O==F DAGJ
G> @INAF? J=9D AF>DM=F; =

Shareholder agreements

The Management Board of PZU does not have
information about any agreements that may have be
concluded betwed= . =C9 GAK GL @=1J

No potential voting rights have been identified.

During all the shareholder meetings thatere held after
control was obtained by PZU, all the resolutions we
9<GHL=< AF DAF= OAL@ . 83
The key management personnel and the Supervisory
Board members include persons that earlier fulfilled ol
are fulfilling key management functions at PZU.

The PZU Group has undertaken investor commitmel
towards Alior Bank and conducts operations togeth
with Alior Bank. This which means that it has grea

Potential voting rights
Capacity to adopt
resolutions in line with
.83AK AFL=FL

No potential voting rights have been identified.

The analysis of attendance at past shareholder
meetings does not provide clear grounds for denying
control.

The key management personnel and the Supervisory
Board members include persons that earlier fulfilled o
are fulfilling key management functions at PZU.

PZU representatives in
governing bodies

In connection with bancassurance, assurbanking
activities, joint initiatives in the cost areas, including I
and real property, between PZU and Pekao, PZU hag

Investor commitments and
exposure to variability of

. g ) =PHGKMJ = LG L @= N9JA9: A
returns access to financial results, activities and operations th D . . .
are not available to other shaholders of Pekao results than it is impliedby the stake it holds in Alio
: 9FCAK =1 MAL Qg

In the light of the above prerequisites, it has been determined that the PZU Group exercises control both over Pekao (since
7 June 201Fand over Alior Bank (since 18 December 20dad over their subsidiarieand therefore they were consolidated.

5.4.2. Rules of consolidation of mutual funds

The PZU Group has assumed that it exercises control over a mutual fund if the following conditions are jointly met:

1 PZU Group companies jointly have the capacity to exerciseirtia@thority over the fund to influence the value of the return
on investment, with the prerequisites for this capacity being, among others, control exercised over the mutual fund
company and a significant share in the total number of votes at the meeti@hvestors or board of investors;

9 the total exposure of PZU Group companies to variable returns from their involvement in a mutual fund is significant, which
E=9FK L@YL L@= LGL9D K@9J= G> 83 %JGMH ; GEHWAEA=K KARE @=@= N
assets that are net assets of udinked contracts are not used to determine this total shgréf the involvement is less than
P66 G> L@= >MF<AK F=L 9KK=LK L@=F L@= =PHGKMJtegetHerGnith>DM; L M
decision-making powers, imply that such a fund is not controlled by the Group.

PZU Group accepts that a fund will remain consolidated (or unconsolidated, as the case migiptba period of two quarters

following a quarter that closed forhe first time with a decline (or increase, asthecase mayGee L @= K@9J= AF L @-
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assets below 20% (or above 20%, as the case mayftikis decline (or increase, as the case may) besulted from deposits (or
withdrawals, as the case may benade by participants from outside the PZU Group.

The mutual funds controlled by the PZU Group are consolidated. Their assets are presented in their full amount in the stateme

of financial position as financial assets by type and classified to the relévanHGJ L > GDAGKJ] O@AD= L @= DA9:
net assets owned by thirdH9 J L Q AFN=KLGJK AK J=; G? FAR=< AF A4%AF9F; A9D DA9:
: GFKGDA<9LAGF ; =9K=K 9F< L @= s liablifies folts participants, Kf arg,Fare exdluded: frarDthd. A = K J]
consolidated statement of financial position. Instead, the participation units or the investment certificates correspondinthée

fair value of shares held by PZU Group companiesinthefuid F=L 9KK=LK 9J= HJ=K=FL=<y

5.5 Measurement of transactions and balances denominated in foreign currencies and FX rates used

Transactions carried out in a currency other than Polish zloty are recognized at the exchange rate set by the NationalfBank o
Poland (NBB for the transaction date. At the end of the reporting period, cash items denominated in foreign currencies are
translated using the average NBP exchange rate in effect on that date-démh items measured at fair value and denominated

in foreign curencies are measured using the average NBP exchange rate in effect on the date on which the fair value is
determined. Gains and losses on currency translation are recognized directly in the profit and loss account.

Financial data of foreign subsidiaries aiconverted into Polish zloty as follows:
1 assets and liabilities at the average exchange rate set by the National Bank of Poland at the end of the reporting period;
1 items of the profit and loss account, other comprehensive income and cash fléwa the arithmetic mean of average

exchange rates set by the National Bank of Poland as at the dates ending each month of the reporting period.
2J9FKD9LAGF <A>>=J=F; =K 9J= J=; G? FAR=< MF<=J a$GJ=A?F =P; @9F
The following FXates have been used for these consolidated financial statements:

FX rates used for translation of

_ : _ 1 u 1 u
financial data of foreign related January 8 January 8

1D 201 1D 2017
31 December 2018 | 31 December 2017 | 3% December2018 | 31 December 20

parties

Euro 4.266 4.244 4.300 4.1709
British pound 4.814 4.769 4.789 4.7001
Ukrainian hryvnia 0.133 0.140 0.135 0.1236
5.6 Purchase method

Acquisitions of subsidiaries by the PZU Group are recognized by the purchase method of accounting.

For each acquisition transaction, the gairer is identified and the acquisition date is determined, which is the date on which the
acquirer obtains control over the acquiree. As of the acquisition date, the acquirer recognizes, separately from goodwill, th
identifiable assets acquired, the lllities assumed and any nogontrolling interest in the acquiree.

As at the date of acquisition, the identifiable assets acquired and the liabilities assumed are measured at fair value.
For each acquisition, any nonontrolling interest in the acquireeare measured atthe non GFLJ GDDAF? AFL=J=KLA|
K@9J= AF L@= >9AJ N9DM= G> L@= 9;1 MAJ==AK A<=FLA>A9: D= F=L 9

The fair value measurement of assets and liabilities is associated with significant uncertainty regarding estimates, gaiiege

the Management Board of PZU to develop professional judgments and make use of complex and subjective assumptions.
Relatively small changes in key assumptions may have a significant impact on the results of the measurement. Key assumptions
include, amorg others: discount rates, credit risk costs, prepayment rates for performing portfolios and the timing and amount

of expected cash flows for neperforming portfolios.

50



. GOKR=: @FQ 89Cf9< 3jna®dup=: R=1 1HOfC9 C:Q P[u
Consolidated financial statements according to IFRS for the year ended 31 December 2018
(in millions of PLN

Determination of goodwill or a gain from a bargain purchase

Goodwill is measured and regnized as at the date of obtaining control as the surplus of:

1 the consideration transferred measured at fair value as at the date of obtaining control;

71 the amount of any norcontrolling interest in the acquiree measured as described above;

 fairvalueof@= .83 %JGMHAK =1 MALQ AFL=J=KL AF L@= 9;1 MAJ== @=D<
over the obtaining control date net amount of the fair value of the identifiable assets acquired and the liabilities assumed.

If the net fair values of identifible assets acquired and the liabilities assumed exceeds the fair value of payment received,
increased by the value of alnen GFLJ GDDAF? AFL=J=KLK AF L@= 9; 1 MAJ== 9F< L @=
and held before obtaining conwl, the gain from a bargain purchase is recognized in the consolidated profit and loss account.
Before a gain from a bargain purchase is recognized, a reassessment is made whether all of the assets acquired and all of the
liabilities assumed have been caectly identified and all additional assets or liabilities have been are recognized.

In the period of maximum 1 year from taking the control, PZU Group may retrospectively adjust the provisional fair values of
assets and liabilities recognized as at the tdaof obtaining control to reflect new information obtained about facts and
circumstances that existed as of the date of obtaining control and, if known, would have affected the measurement of these
assets and liabilities. Such adjustments are charged difg to the recognized goodwill or gain from a bargain purchase.

Intangible assets

Intangible assets acquired in business combination transactions are recognized at fair value as at the date of obtainimglcont
The fair value of an intangible asset refls expectations as to the probability that the entity achieves economic benefits from
the asset in the future. The fair value of intangible assets is determined as follows:

1 trademark 8 using the relieffrom-royalty method, based on potential savings onéhicense fees that the company is not
required to pay as the owner of the trademark (i.e. present value of future potential license) f@&& market level of license
fees is determined by analyzing license fee rates for using trademarks applied betweeslated parties in a comparable
market segment. Then, hypothetical license payments are determined as the product of the assumed license fee rate and
the amount of the estimated sales revenues. In order to calculate the net income from license, licensegds should be
reduced by the hypothetical amount of income tax. Then the calculated net cash flows are increased by the potential tax
relief arising from the tax amortization benefit (TABf the trademark. Finally, the calculated cash flows are discteoh
using the discount rate reflecting, among others, risk typical for a given trademark;

1 relations with brokers and relations with client$ using the multiperiod excess earnings method (MEEMased on the
present value of future profits generated by eacelation. Fair value is then determined based on discounted future cash
flows resulting from the excess income generated by a company in possession of the relevant intangible asset over
revenues generated by a company without such an asset. The relatiwesdentified and subsequently their life expectancy
is determined (by applying the applicable attrition ratio using the Weibull cuneand revenues and costs associated with
each relation are projected. The identified and calculated CAC (contributoigeashargg, including maintenance of capital
ratios at levels required by supervisory authorities, fixed assets, organized workforce, trademark and other intangible
assets, is applied to cash flows after tax. If there are any tax structures in placeatltat an average market participant to
amortize a relation then its measurement should include TAB;

1 IT systems3 the gross value of purchased systems was assumed to be equal to the financial expenditure made to purchase
them. For systems developed interng| their gross value is established at the amount of capitalized expenditures made to
develop them. The amounts calculated using this method are then adjusted by the remaining operational life of the system,
which is calculated as a percentage ofthe gk G> L @= KQKL=EAK MK=>MD DA>=g 2@= >9/
adjusted to the amount of expenditures made on the functionalities for which the development work has not been
completed or which have not been tested and thus are not readygmrduction acceptance;

1 relations with customers holding savings and checking accounts (CDI, core deposit intangilele the present value of the
difference between the cost of the CDI and the alternative borrowing costs (including interest and adnatiisrexpensep
that the bank would have to incur if it had no core deposit. The value of CDI is measured using the favorable source of funds
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method derived from the expense and income methods. In this method, the account retention ratio is projectedduba
Weibull curve, the average initial balance and the number of accounts to be included in the measurement are estimated
and the net balance of deposits is calculated (adjusted by the retention ratio and the unstable part of the deposi).base
Then thecost of acquired deposits is calculated as loan loss reserve requirements, interest and administration expenses
less net commission income from the accounts. Next, interest rate benchmarks are used to estimate the alternative
borrowing cost. In the nexttep, the difference between the alternative borrowing costs and the cost of acquired deposits is
calculated, which is discounted using the required rate of return. The measurement of CDI does not include any tax
amortization benefit (TAR

The discount raé used for the measurement of intangible assets reflects the time value of money and risks related to expected
future cash flows. It is calculated on the basis of the expected return from the best investment alternative to the investmen
being measured. Tis rate sets the lowest return from the measured asset that is required by an investor in such a manner that
the rate of return achieved by the investor is at least equal to the best available investment alternative. The return on the
alternative investmen must be comparable in terms of value, time and certainty.

Cost of equity (CHs estimated as at the date of obtaining control in accordance with the Capital Asset Pricing Model (CBEM
t 0% U #0. P L U 1. Ureelr@ld]ER®®SJE=10$ J K K Erfedsiire & G/8MdEaAtiadkrek borne by
the equity holders, including the operational and financial risks associated with the businessg Sall cap premium, SR
specific risk premiums.

Loans and advances to customers

The measwement of the loan portfolio to fair value was performed using the income method involving the discounting of future
cash flows arising from the loan portfolio component being measured. For performing loans, fair value was estimated as the
present value oftash flows defined as the sum of the contractual installments of principal and interest (in accordance with the
contractual margin rates and outstanding principgladjusted by prepayments where relevant. The following is used to discount
cash flows:

1 interest rate determined based on money market instruments and derivative transactions (standard Quiaeéng into
account the term structure and currency of the loan

1 credit spread (credit spread curyeaking into account the term structure, broken down iotthe credit risk level of the client
or the transaction;
liquidity margin (liquidity curve taking into account the term structure and currency of the loan;
market margin, taking into account the cost of capital and profit margin, broken down into clisegment, type and
currency of the product.
For measurement purposes, the loan portfolio has been divided by currencies, product groups, risk level and client segments.
The standard curve was calculated on the basis of quotations for deposits for node® dpyear and IRS transactions for nodes
above 1 year.

The credit spread curve was calculated on the basis of estimated cumulative probability of default curves and expected @verag
recovery rates for a given product group and client segment.

The liquidity curve for PLN was determined as the higher of zero or the difference between the PLN:BOND curveo(gsyo
curve based on Treasury bond pricesnd the PLN:Std curve. For other currencies, the liquidity curve was increased by the cost
of a swap convding PLN into the currency in question (calculated from FX Swap and Cross Currency Basis Swap qudtations
When the cost was negative, the value of zero was assumed.

Market margin was calibrated for loans granted in the period of 3 months preceding thie déobtaining control, so that the fair
value is equal to the gross carrying amount. If the market margin became negative following the calibration, it was assomed t
be zero. For foreign currency mortgage loans, the margin was determined as the maogifPlfN mortgage loans plus the
difference in the average margin between mortgage loans granted in foreign currencies and the average margin of PLN
mortgage loans.

For shortterm working capital loans, the net carrying amount was taken as fair value.
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Analyses have shown that the fair value of impaired loans did not differ materially from their carrying amount.
Property, plant and equipment

Property is measured using the income method, while other tangible assaising market or replacement method.
Liabilities arising from unfavorable (liabilitgenerating lease agreements

In order to determine the fair value of liabilities arising from unfavorable (liabilggnerating) real property lease agreements, an
analysis was carried out of the standard marketalse rates in various locations at the time of determination of the fair value.
Then these rates were compared to the amounts resulting from the lease agreements. Due to the large number of such
agreements, the analysis was conducted on a sample of agrestmeoncluded in different years. The differences obtained on
the examined sample for a given year of execution were then extrapolated to the entire portfolio of agreements concluded in
such a year. In the determination of the fair value, no renegotiatmmtermination of the lease agreements prior to the end date

of the agreement was assumed (in particular for agreements where the contractual rate of rent differed from the estimated
market rate). Based on the leased area, the location of the real propethe term of the lease and the difference between the
market rate and the rate actually paid, cash flows were projected along with the dates of their occurrence in the projection
period. These cash flows were then discounted as at the valuation date uaingkfree rate. The value of the discounted cash
flows represents the fair value of the liability as at the valuation date.

57 Classification of insurance contracts in accordance with IFRS 4

The PZU Group Companies conducting insurance activity apply thielgjines set forth in IFRS 4 concerning the classification of
their products as insurance contracts subject to IFRS 4 or as investment contracts. A contract meets the definition of an
insurance contract only if an insured event could cause an insurer &y significant additional benefits in any scenario,
excluding scenarios that lack commercial substance (i.e. have no discernible effect on the economics of the tran$actibn

thus if a contract transfers considerable insurance risk.

The assessment whe#r a contract transfers considerable insurance risk requires analysis of the cash flows related to a product
in various scenarios and estimating the probability of such scenarios. Such an assessment includes an element of subjective
judgment, which has sigificant influence on the accounting policies applied. According to the assumptions made by the PZU
Group, we are dealing with considerable insurance risk when the occurrence of an insured event results in disbursement
of abenefit that is at least 10% bher than the benefit that would be paid had the event not occurred. Based on this criterion,
concluded contracts are recognized either according to IFRS 4 or according to IAS 9.

5.7.1. Classification of non-life insurance contracts
Analysis has shown that allam-life insurance contracts transfer considerable insurance risk and accordingly they are governed

by the requirements of IFRS 4.

Additionally, insurance contract accounting is still applied to financial guarantees that meet the definition of a financial
instrument.

5.7.2. Classification of life insurance contracts

FOIDQKAK @9K K@GOF L@9L .83 %IGMHAK G>>=J ; GFL9AFK HMNG<M; LK
products with guaranteed rate of return and some udibked products) and thus do not meet the definition of an insurance
contract pursuant to IFRS 4. Therefore, these products have been classified in the consolidated financial statements as
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investment contracts measured in accordance with IFRS 9 at amortized cost or faiev@eapending on the structure of each

product).

Investment contracts include, among others: Pewny Zysk individual life and endowment insurance (recognized at amortized
cost), unitlinked PZU IKZE insurance and Program Inwestycyjny Prestige [Prestige meestProgram] (recognized at fair

value).

Both insurance contracts and investment contracts may include discretionary participation features JDPRey entitle the

insured to receive an additional benefit or a bonus in addition to the guaranteed claiochsa benefit is constitutes a significant
L@= LGL9D ; GFLJY9;LM9D ; D9AEH
their occurrence depends on:

HGJLAGF G>

1 history of the specified set or type of contracts;

1  whether or not profit is realized on specified assets;

ALK 9EGMFL G&s L=JE

1 whether the insurer, a fund or another entity related to the agreement makes profit or incurs loss.

All contracts with discretionary participation features, unilaterally specified by the insurance compaase measured in

accordance with IFRS 4.

Additionally, no life insurance contracts have been identified which would provide for a simultaneous transfer of insurasice r
and financial risk and require unbundling of insurance and investment components.hi@ tase of contracts where unbundling

of embedded options is permitted but not required under IFRS 4 (such as the right to surrender a contract, convert it into
afunded contract, guaranteed annuity for a préefined premium, indexation of the sum insureahd premiumg, the investment
component is not unbundled.

6. Segment reporting

6.1 Reportable segments

6.1.1. Key classification criterion

Operating segments are components of an entity for which separate financial information is available and is subject to regula
assessment by CODM (in practice this is the PZU Management Bpeethted to allocating resources and assessing operating

results.

The main dividing line between segments in the PZU Group is based on the criteria of the nature of business, product groups,
client groups and the regulatory environment. The characteristics of individual segments is provided in the table below.

Accounting o . T
Segment Segment description Aggregation criteria
9 standards 9 P ggreg
Broad scope of proprty insurance products, TPL ar] Ag)gdrjgtznor;ﬁerzﬁ Sierillljrmyclierz
Corporate insurance EGL GJ AFKMJ9 F; = ; MKLGEAFp S
. PAS I, s . groups to which tkey are offered,
(non-life insurance entailing individual underwriting offered to larg distribution channels and operatior
economic entities by PZU, Linkd, TUW PZUW. . P
in the same regulatory environment
Broad scope of property, accident, TPL and mo
Mass insurance insurance products offered to individual clients arn
PAS As above.

(non-life insurance

entities in the smalland medium enterprise sector by P2

and Link4.
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Segment

Accounting
standards

Segment description

Aggregation criteria

Group and individually
continued insurance
(life insuranceg

Individual insurance
(life insurance

Investments

Banking activity

Pension insurance

Baltic States

Ukraine

Investment contracts

Other

6.1.2.

The PZU Group applies additional segmentation by geographic location, according to which the following geograelais were

identified:

1 Poland;

{ Baltic states;
Ukraine.

PAS

PAS

PAS

IFRS

PAS

IFRS

IFRS

PAS

PAS / IFRS

%J GMH AFKMJ9F; = 9<<J=KK=
employees and other formal groups (e.g. trade unign
under which persons undean legal relationship with thd
policyholder (e.g. employer, trade unignenroll in the
insurance and individually continued insurance in whi
the policyholder acquired the right to individug

i GFLAFM9LAGF <MJAF? L @=

covers a wide range of protection, investment (ng

investment contractg and health insurance.

"FKMJ9F; = G>>=J=< :Q .83

which the insurance contract applies to a specificsured

and this insured is subject to individual underwriting. P24

] Q; A=ZAK G>>=J ; GN=JK 9 OA

(not investment contractg and health insurance.

The segment includes:

1. investments of the PZUGGMHAK GOF > M
as the surplus of investments over technical provisig
AF .83J]] *AFCF 9F< .83 |
earned over the riskree rate on investments reflectin
the value of technical provisions in insurance produc
i.e. surplus of investment income allocated at transfj
prices to insurance segments;

2.income from other free funds in the PZU Group
particular consolidated mutual fundg

Broad range of banking products offered both to
corporate and retalil clients by the Pekao Group and the
Alior Bank Group.

2nd pillar pension insurance

Non-life and life insurance products offered by Lietuvos
Draudimas AB and its branch in Estonia, AAS Balta and
UAB PZU Lietuva Gyvybes Draudimas.

Non-life and life insurance products offred by PZU
Ukraine and PZU Ukraine Life Insurance.

.83 ] Q; A= HJG<M; LK L@9L <
insurance risk within the meaning of IFRS 4 and that do
not meet the definition of an insurance contract (i.e. son
products with a guaranteed rate of return and some unit]
linked products).

Other products and services not classified into any of th

above segments.

Information relating to geographical areas

No aggregation

No aggregation

The aggregation was effecte
because of the similar surplubased
nature of the reenues

The aggregation was carried out du
to similarity of products and
services offered by the companies
andthe identical regulatory
environment of their operations.

No aggregation

The aggregation was carried out du
to similarity of products and
services offered by the companies
and similarity of the regulatory
environment of their operations.
The aggregation was carried out du
to similarity of the regulatory
environment of their operations.

No aggregation
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6.2 Inter -segment settlements

The net result of investments (the difference between realized and unrealized revenues and)@astied in corporate insurance
(non-life), mass insurance (notife), group ard individually continued insurance (lifg individual insurance (lifgis determined

on the basis of transfer prices using interest rates from the yield curves for treasuries. Fofinked insurance products,
guaranteed rate products and structured pragtts the net result of investments covering the technical provisions corresponding
to them is carried directly.

6.3 1=?E=FLAK E=9KMJ= G> HJG>AL

2@= .83 WIGMHAK >MF<Q9E=FL9D E=9KMJ= G> 9 K=?E=FLAK HJG>AL AK

1 in the case of corporate, mass, group, indiually continued and individual insurance segmenésinsurance result, which is
the financial result before tax and other operating income and expenses (including financial Lobtswvever including
investment income (corresponding to the value of techuail provisiong determined using the riskree rate. The insurance
result is a measure approximately equivalent to the technical result defined in PAS, taking into account the differenog in th
recognition of the net result on investments as described iretprevious sentence;

1 in the case of the investment segmerit the investment result of PZU Group companies minus the result allocated to
insurance segments;

1 in the case of investment contract$ the operating result, calculated in the manner approximatebquivalent to the
technical result in accordance with PAS;

1 in the case of banking activity and foreign insurance activityhe operating result according to local accounting standards

AF L@= ; GMFLJQ G> L @= ; GEHO9F QS WhicHistReAikahcial¥esult beforetad; =K GJ 9; ; G
6.4 Accounting policies applied according to PAS
6.4.1. PzU

1 9F< L@= <A>>=J=F; =K :=LO0O== . 1 9F< '$01 AF J=KH=e L G>

.83AK KL9F<9DGFasfor20B89F; A9D KL9L=E=F
.83AK I'PpX KL9F<9DGF= >AF9F; A9D K WwepzEAA KL @=) =& ' 9F\NN\D=AKDL9G JD =0 =3¥F9 |

6.42. .83 | Q; A=

2@= 9; ; GMFLAF? KL9F<9J<K 9;; GJ<AF? LG . 1 9HHDA,; 9: D= LG .83
5@9L AK MFAI M= LG .83 ] Q; A= AK L@= JMD=K G> 9,;; GMFLAF? >GJ A

The funcamental difference between PAS and IFRS in respect of accounting for insurance agreements and investment contracts

9L .83 | Q; A= AK L@= ; D9KKA>A; 9LAGF G> ; GFLJY9; LKy 2@=J= AK F
agreements areclassified as insurance agreements. According to IFRS agreements are classified according to the guidelines set

forth under IFRS 4 on the classification of products as insurance agreements (subject to [FRSimvestment contracts

(measured according tdAS 9. In the case of the latter the written premium is not recognized. The classification of those
contracts is described in sectioB.7.

6.5 Simplifications in the segmental note

The segmental note has applied dain simplifications permitted by IFRS 8. The justification for their usage is portrayed below:
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1 withdrawing from presenting data related to the allocation of all assets and liabilities to various segmémesulting from

not preparing and not presentinguch tables to the PZU Management Board. The main information delivered to the PZU
Management Board consists of data regarding the results of given segments and managerial decisions are made on this
basis, including decisions on resource allocation. Theafyrsis of the segmental allocation of assets and liabilities is limited

to a large extent to monitoring the fulfillment of the regulatory requirements;

1 presenting the net result on investments as a single amount as the difference between the realizedrardlized revenues

and the costs of investmentd stemming from the internal assessment of the segmental results based on such a combined

measure of investment results;

T FGL 9DDG; 9LAF? GL@=J J=N=FM=K 9F< ;
costs of investmentsS KL=EEAF? >JGE L@= E=L @G<
allocation.

6.6 Quantitative data

Corporate insurance (non-life insurance)

G K liz&d ahd@inrdal@ed reenueEand L

G>

1 January 2018-
31 December 2018

9F9DQRAF?

1 January 2017-
31 December 2017

Gross written premiund external

Gross written premiun® crosssegment

Gross written premiums

Movement in provision for unearned premiums and gross provision for unexpired risks
Gross earned premium
0=AFKMJ=JKA K@9J-=
0=AFKMJ=JAK K@9J=
provision for unexpired risk

?JGKK OJALL=F
L@= EGN=E=FL

HJ =E A
AF HJ(

AF
AF

Net earned premiums
Investmert income, including:
external operations
intersegment operations
Other net technical income
Income

Net insurance claims and benefits

Movement in other net technical provisions
Acquistion expenses

Administrative expenses

Reinsurance commissions and profit participation

Other
Insurance result

\
o)
)

\

3,059
38
3,097
(322
2,775
(582
133

2,326
113
113

50

2,489

(1,599
(477

(139
39

(63
268

2,673
65
2,738
(361)
2,377
(440
68

2,005
85
85

59
2,149

(1,323
(19
(429
(137
27

(99
191

L @AK
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Mass insurance (nonlife insurance) 1 January 2018- 1 January 2017 -
31 December 2018 | 31 December 2017
Gross written premiund external 10,325 10,029
Gross written premiun® crosssegment 76 39
Gross written premiums 10,401 10,068
Movement in provision for unearned premiums and gross provision for unexpired risks (106 (465
Grossearned premium 10,295 9,603
0=AFKMJ=JKA K@9J= AF ?2JGKK OJALL=F HJ=E/ (113 (114
0=AFKMJ=JAK K@9J= AF L@= EGN=E=FL AF HJ(
provision for unexpired risk X 24
Net earned premiums 10,168 9,513
Investment incane, including: 526 482
external operations 526 482
intersegment operations - -
Other net technical income 114 148
Income 10,808 10,143
Net insurance claims and benefits (6,179 (6,069
Movement in other net technical provisions (44 (49
Aaqquisition expenses (1,890 (1,745
Administrative expenses (599 (608
Reinsurance commissions and profit participation (6) 9
Other (378 (341
Insurance result 1,725 1,327
Group and individually continued insurance (life insurance) 311 ?::ear;ybislzi-ls 311 ?::ear;ybieg-ﬂ
Gross written premiund external 6,891 6,855
Gross written premiun® crosssegment - -
Gross written premiums 6,891 6,855
Movement in the provision for unearned premiums - -
Gross earred premium 6,891 6,855
0=AFKMJ=JKA K@9J= AF ?2JGKK OJALL=F HJ=E/ D) D
0=AFKMJ=JAK K@9J= AF L@= EGN=E=FL AF HJ( ) )
provision for unexpired risk
Net earned premiums 6,890 6,854
Investment income, including 581 720
external operations 581 720
intersegment operations - -
Other net technical income 2 2
Income 7,473 7,576
Net insurance claims and benefits and movement in other net technical provisions (4,932 (5,143
Acquisition expenses (349 (332
Administrative expenses (6049 (587
Other (46) (65
Insurance result 1,543 1,450
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Individual insurance (life insurance ) 1 January 2018- 1 January 2017-
31 December 2018 | 31 December 2017
Gross written premiun® external 1,346 1,664
Gross written premiuma crosssegment - -
Gross written premiums 1,346 1,664
Movement in the provision for unearned premiums 2 2
Gross earned premium 1,344 1,662
0=AFKMJ=JKA K@9J= AF ?2JGKK OJALL=F HJ=E/ - -
0=AFKMJ=JAK K @9 JprovisioR forlu@arnel @evius-aRd.the §rEss ) )

provision for unexpired risk

Net earned premiums 1,344 1,662
Investment income, including: 59 419
external operations 59 419
intersegment operations - -
Other net technical income - -
Income 1,403 2,081
Net insurance claims and benefits and movement in other net technical provisions (979 (1,672
Acquisition expenses (126 (135
Administrative expenses (69 (61)
Other (5 4
Insurance result 227 209

Investments 1 January 2018- 1 January 2017-
31 December 2018 | 31 December 2017
Investment income, including: 1,388 1,696
- external operations (447 111
- intersegment operations 1,835} 1,585
Operating result 1,388 1,696

1January 2017-
Banking activity 311 \]Da:::r;ybitr)é?)-l 8 31 December 2017

(restated)

Revenue from commissions and fees 3,133 2,122
Investment income, including: 9,596 6,475
- external operations 9,596 6,475
- intersegment operations - -
Income 12,729 8,597
Fee and commission expenses (753 (539
Interest expenses (1,904 (1,249
Administrative expenses (4,989 (3,743
Other (12,0479 (627
Operating result 4,036 2,439
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Pension insurance 1 January 2018- 1 January 2017-
31 December 2018 | 31 December 2017
Investment incomejncluding: 5 6
external operations 5 6
intersegment operations - -
Other income 149 128
Income 154 134
Administrative expenses (40 (49
Other (7 3
Operating result 107 87
. 1 January 2018- 1 January 2017-
Insurance - Baltic States 31 December2018 | 31 December 2017
Gross written premiun® external 1,592 1,404
Gross written premiun® crosssegment - -
Gross written premiums 1,592 1,404
Movement in provision for unearned premiums and gross provision for unexpired risks (62 (117
Gross earned premium 1,530 1,287
0=AFKMJ=JKA K@9J= AF ?2JGKK OJALL=F HJ=E/ (48 (42
OzA.FKMJzJIAK. K@9J= AF L@= EGN=E=FL AF HJ( @ 3
provision for unexpired risk
Net earned premiums 1,480 1,248
Investment income, including: 2 20
external operations 2 20
intersegment operations - -
Income 1,482 1,268
Net insurance claims and benefits paid (905 (773
Acquisition expenses (317 (279
Administrative expenses (125 (111
Other 3 -
Insurance result 138 109
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Insurance 3 Ukraine 1 January 2018- 1 January 2017-
31 December 2018 | 31 December 2017
Gross written premiun® external 257 223
Gross written premiun® crosssegment - -
Gross written premiums 257 223
Movement in provisiorfor unearned premiums and gross provision for unexpired risks 12 (20
Gross earned premium 245 203
0=AFKMJ=JKA K@9J= AF ?2JGKK OJALL=F HJ=E/ (96) (89
O:A.FKMJ:"]AK' K@9J= AF L@= EGN=E=FL AF HJ( 3 8
provision for urexpired risk
Net earned premiums 152 123
Investment income, including: 19 18
external operations 19 18
intersegment operations - -
Income 171 141
Net insurance claims and benefits paid (59 (56
Acquisition expenses (82 (69
Administretive expenses (25 23
Other 18 18
Insurance result 23 11
Investment contracts 1 January 2018- 1 January 2017-
31 December 2018 | 31 December 2017
Gross written premium 40 44
Movement in the provision for unearned premiums - -
Gross earred premium 40 44
0=AFKMJ=JKA K@9J= AF ?2JGKK OJALL=F HJ=E/ - -
0=AFKMJ=JAK K@9J= AF L@= EGN=E=FL AF L @7 - -
Net earned premiums 40 44
Investment income, including: (24 18
external operations (14 18
intersegmentoperations - -
Other income - -
Income 26 62
Net insurance claims and benefits and movement in other net technical provisions (15 (50
Acquisition expenses (@) (2)
Administrative expenses 5 @)
Other 2 -
Operating result 3 4




. GOKR=; @FQ 89Cf9<

3 jnaEGradi\

=; R=1

1HOfC9

C: Q

Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

Other segments 1 January 2018- 1 January 2017-
31 December 2018 | 31 December 2017

Investment income, including: 6 5

- external operations 6 5

- intersegment operations - -
Other income 1,004 946
Income 1,010 951
Expenses (2,082 (1,038
Other 33 33
Operating result (39) (54)
Reconciliations Net earned | Investment Net nsurance Acquisition | Administrative .

N . . claims and Operating result

1 January 20185 31 December 2018 premiums income benefits expenses expenses
Corporate insurance 2,326 113 (2,599 (477 (231 268
Mass insurance 10,168 526 (6,179 (1,890 (599 1,725
E;%L:znacr;d individually continued 6,890 581 (4,93) (349 (604 1,543
Individual insurance 1,344 59 (976 (126 (69 227
Investments - 1,388 - - - 1,388
Banking activity - 9,596 - - (4,989 4,036
Pension insurance - 5 - (6) (40 107
Insurance- Baltic States 1,480 2 (905 (317 (125 138
Insuranced Ukraine 152 19 (59 (82 (25 23
Investment contracts 40 (19 (19 (@) (5 3
Other segments - 6 - - - (39
Total segments 22,400 12,281 (14,649 (3,249 (6,589 9,420
Presentation of investment contracts (40 20 15 - - -
Estimated salvage and subrogation - - 5) - - (5
Valuation of equity instruments - 55 - - - 55/
Measurement of poperties - 27 - - (5 (49
Elimination of the equalization
provision and prevention fund i i i i i 24
AIIowe_mces to the Comp_any Social ) ) ) ) ® )
Benefit Fund and actuarial costs
Consolidation adjustments? (10 (2,699 75 118 () (2,357
Consolidated data 22,350 10,6302 (14,563) (3,130 (6,609 7,087

Y Consolidation adjustments ensue chiefly from the dividends paid between the various segments and the various accountingasianith which the specific
reporting segments are ngorted (PAS and IFR&nd consolidated data (IFRS
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Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

Reconciliations « Net earned | Investment Net i‘nsurance Acquisition | Administrative .

1 January 20175 31 December 2017 . . claims and Operating result
(restated) premiums income benefits expenses expenses

Corporate insurance 2,005 85 (1,323 (425 (237 191
Mass insurance 9,513 482 (6,069 (1,745 (608 1,327
E;%L:znir;d individually continued 6,854 720 (5,142 (332 (587 1,450
Individual insurance 1,662 419 (1,672 (135 (63 209
Investments = 1,696 = = = 1,696
Banking activity - 6,475 - - (3,743 2,439
Pension insurance - 6 - (4 (44 87
Insurance- Baltic States 1,248 20 (773 (275 (111 109
Insuranced Ukraine 123 18 (56 (69 (23 11
Investment contracts 44 18 (50 @) ) 4
Other segments - 5 - - - (59
Total segments 21,449 9,944 (15,085) (2,986) (5,329 7,469
Presentation of investment contracts (44 (20 50 - - -
Estimated salvage and subrogation - - 23 - - 23
Valuation of equity instruments - (12 - - - (12
Measurement of properties - (7) - - @) (120
Elimination of the equalization

provision and prevention fund i i o5 i i 60
Allowances to theCompany Social

Benefit Fund and actquia)I/costs i i i i (20 (20
Consolidation adjustments? (5 (1,449 16 85 (195 (2,052
Consolidated data 21,354 8,4712 (14,941) (2,901) (5,357) 5,458

Y Consolidation adjustments ensue chiefly from the diddds paid between the various segments and the various accounting standards in which the specific
reporting segments are reported (PAS and IFRS8d consolidated data (IFRS

J=KMDL

GF

9; ; C

2 The sum of the following line items in the consolidated profit and loss accoup &, =L AFN=KLE=FL AF; GE=AN &, =L
AFN=KLE=FLKAl &+GN=E=FL AF 9DDGO9F; =K >GJ =PH=; L=< ; J=c<dnmentD@GKlu&of &detsandA EH9 AJ E =
liabilitesm=9 KMJ =< 9L >9AJ N9DM=Ag
Not allocated
Geographic breakdown Baltic . (consolidation Consolidated
Poland Ukraine L
2018 States eliminations value
and other)
Gross written premiun® external 21,621 1,592 257/ - 23,470
Gross written premiun® crosssegment 94 - - (99 -
Revenue from commissions and fees 3,374 - - - 3,374
Investment income” 10,609 2 19 - 10,630
Non-current assets, other than financial assets 6,122 238 4 - 6,364
Deferred tax assets 2,231 - 3 - 2,234
Assets 326,874 2,704 409 (1,433 328,554
"2@= KME G> L@= >GDDGOAF? DAF= AL=EK AF L@= ; GFKGDA<9 Lizaton ¢ fin@wridl Instr@rfents aldG K K
AFN=KLE=FLKA/] 4+GN=E=FL AF 9DDGEYPAIE=FG)IDSRHK=KLGF >AFO9RL ADBKRFKLIME=FLKA

DA9: ADALA=K E=9KMJ=«<

9L >9AJ

N9DM=Ag

2 Applies to intangible assets and property, plant and equipment
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Not allocated
ng;]raphlc breakdown poland SBgtt:;CS Ukraine ((;(;nmsizlz;ctjiitrl](;n Conigllij(iated
and other)

Gross written premiun® external 21,220 1,404 223 - 22,847
Gross written premiund crosssegment 53 - - (53 -
Revenue from commissions and fees 2,319 - - - 2,319
Investment incane ¥ 8,433 20 18 - 8,471
Non-current assets, other than financial assets 6,486 240 4 - 6,730
Deferred tax assets 1,588 - 2 - 1,590
Assets 316,389 2,190 267 (1,38% 317,458

Y The sum of the following line items in the consolidated piofi 9 F< DGKK 9; ; GMFLn3 &, =L AFN=KLE=FL AF; GE=AN &, =L .
AFN=KLE=FLKA/] &+GN=E=FL AF 9DDGO9F; =K >GJ =PH=; L=< ; J=<dment D @KKlu&of sdetand AEHO AJ E =
DA9: ADALA=K E=9KMJ=< 9L >9AJ N9DM=Ay

2 Applies to intangible assets and property, plant and equipment

6.7 Information on key customers

Due to the nature of operations undertaken by PZU Group companies, there are no customers that would provide 10%eor mor
of total revenues of the PZU Group (defined as gross written premjium

7. Risk management
7.1 Introduction

Risk management has the following objectives:

f =F@9F; = L@= .83 %IGMHAK N9DM= L@IGM?@ 9; LAN= 9F< <=DA: =J9L

1 preventthe acceptance of risk at a level that could pose a threat to the financial stability of the PZU Group or the financial
conglomerate within the meaning of the supplementary oversight act.

Risk management in the PZU Group is based on risk analysis inr@tiegses and units. Risk management is an integral part of
the management system.

2@= E9AF =D=E=FLK G> .83 ®%GMHAK JAKC E9F9?=E=FL @9N= :==F £
of the strategic plans of individual companies as Wwels the business objectives of the entire PZU Group. They include the
following:

1 systems of limits and limitations on the acceptable level of risk, including the level of risk appetite;

1 processes involving the identification, measurement and assessmengnitoring and control, reporting and management
measures pertaining to various risks;

1 risk management organizational structure in which the management boards and supervisory boards of the entities and
dedicated committees play a crucial role.

Entities fromthe financial sector are additionally obligated to apply the appropriate standards for a given sector. The adopted
internal regulations specify among others:

1 processes, methods and procedures facilitating risk measurement and management;
91  split of duties i the risk management process;

1 scope and conditions and the frequency of risk management reporting.
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The risk management system in the PZU Group is based on the following:

1  organizational structured comprising a split of duties and tasks performed in thisk management process by statutory
bodies, committees and individual organizational units and cells;

1 risk management process, including risk identification, measurement and assessment, monitoring and control methods,
risk reporting and undertaking manageent actions.

.83 =P=J; AK=K KMH=JNAKAGF GN=J L@= .83 %JGMHAK JAKC E9F9°?=E-=

with Group entities. PZU manages the PZU Group risk from an aggregated perspective and on the basis of the information

provided thereunder. The agreements entered into and the scope of information to be provided take into consideration the

specific legal nature of each entity, including limitations arising from banking secrecy rules.

In order ensure effective risk managemeion PZU Group level, risk management rules applicable to subsidiaries have been

adopted, containing a recommendation issued by PZU regarding the organization of the risk management system (in both

insurance and banking sectojs Additionally, guidelines egulating the various risk management processes in the PZU Group

entities are also issued from time to time.

The management boards of PZU Group entities are responsible for fulfilling their own duties in accordance with the generally

applicable provisionsof national and international law. In particular, they are responsible for the implementation of an

adequate and effective risk management system.

Supervision over the risk management systems in the various financial sector unites is exercised by thevisopeboards to

which PZU appoints its representatives.

7.2 Organizational structure

2@= GJ?9FAR9LAGF9D KLJIJM; LMJ= G> L@= JAKC E9F9?=E=FL KQKL=E A

financial sector entities consists of four compence levels.

The first three are:

1  The Supervisory Board, which supervises the risk management process and assesses its adequacy and effectiveness as part
ofitsdecisionE9 CAF? HGO=JK <=>AF=< AF =9; @ ; GEH9 F @arKbylaws,L A; D=K G>

1 The Management Board, which organizes the risk management system and ensures that it is operational, by adopting
strategies and policies, setting the level of risk appetite, defining the risk profile and tolerance levels for individual
categoties of risk;

1 committees, which make decisions to mitigate individual risks to a level determined by the risk appetite. The committees
adopt the procedures and methodologies for mitigating individual risks and accept individual risk limits.

The fourth decsion-making level pertains to operational measures and is divided into three lines of defense:

1 the first line of defense includes ongoing risk management at the business unit and organizational unit level and decision
making as part of the risk managemeptocess;

1 the second line of defense includes risk management by specialized cells responsible for risk identification, measurement,
monitoring and reporting and controlling the limits;

1 the third line of defense includes the internal audit division that atncts independent audits of individual components of
L@= JAKC E9F9?=E=FL KQKL=E 9K O=DD 9K G> ; GFLJGD 9; LANALA=

In the risk management process in banks (Pekao and Alior Baak active role is played by Management BdaSupervisory

Boards and special committees dealing with credit, financial and operating risk as well as asset and liability management.

Supervisory Boards oversee the risk management process and set out a relevant strategy each year. Management Boards a
responsible, among others, for accepting policies and guidelines related to risk management and for setting detailed lonits t
mitigate bank risk and provide adequate control mechanisms.

1H=; A9D ; GEEALL== =P=J; AK= @dnagSnemt, Which G&ludds @ézisidBNabdut the @scepted F C A K
level of credit risk for single transactions, recommendations of portfolio limits for credit risk to the Management Board,
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supervision of liquidity risk level, market risk limits and the allowed lew#loperational risk. In addition, they monitor the risk
appetite and capital adequacy levels.

7.3 Risk appetite, risk profile and risk tolerance

HJG; =KK G> <=L=JEAFAF? L@= JAKC 9HH=LAL= 9F< (edsh& b2iME AL K
implemented in the PZU Group insurance entities. The Management Board of each entity determines the risk appetite, risk
profile and tolerance limits reflecting its financial plans, business strategy and the objectives of the entire PZU Group.

Risk appetite is defined as the level of risk that a company is prepared to accept in pursuit of its business objectives. The
measure of risk appetite is the level of potential financial losses, the decline in asset value or the growth in the ambunt o
liabilities within one year. The risk appetite level is defined as the minimum capital requirements coverage ratio. Riskit@ppet
defines the maximum level of permissible risk while setting limits and restrictions for the various partial risks and teétdeave

which remedial actions are taken to curtail further risk expansion.

The risk profile involves quantitative limits which offer a more precise definition of the risk appetite.
Tolerance limits are additional limits for individual risk types to linpbtential risk exposure.

This approach ensures the adequacy and effectiveness of the risk management system in the PZU Group and prevents
acceptance of risk levels that could jeopardize the financial stability of individual companies and the entire RBUWPGThe
Management Board is responsible for setting the appropriate level of risk in each entity, whereas a review of the riskt@appeti
values is conducted once a year by the unit responsible for risk. All actions are coordinated at the PZU Group level.

0OAKC 9HH=LAL= AK <=L=JEAF=< 9L D=9KL GF; = 9 Q=9J AF dor@= . 83

the applicable regulatory requirements (including those arising from remedial plpasd best practices. This process is taiéul

to both banks to reflect their business strategy and capital structure. Risk appetite in banking entities is a topic foultatien

OAL@ L@= .83 %IGMHAK H9J=FL ; GEH9FQ 9F< L@= KM:B=;L i@@LL=1
to ensuring consistency between the activities carried out by the banks and the strategic plans and business objectives of th
entire PZU Group while maintaining an acceptable level of risk at the PZU Group level. Once agreed, the level of risle appetit
L@=F 9HHJGN=< :Q L@= :9FCAF? =FLALA=KA KMH=JNAKGJQ :G9J<Ky

7.4 Risk identification, measurement, assessment, monitoring and reporting methods

Identification, measurement and assessment, monitoring and control, and undertaken management activities ensugeing
adequacy and effectiveness of the risk management system. In the PZU Group, the risk management process consists of the
following stages:

1 risk identification commences with a proposal to start developing an insurance product, buying a financiatrunsent,
modifying an operating process, and also whenever some other event occurs that may potentially lead to the emergence of
risk. The identification process continues until the expiration of liabilities, receivables or activities associated withmiske
Risk identification involves identification of actual and potential sources of risk, which are later analyzed in terms of
significance;

1 risk measurement and assessmeate conducted depending on the nature of the individual risk type and its significa
level. Risk measurement is carried out by specialized units. Risk units in each entity are responsible for the development of
tools and the measurement of risk in terms of risk appetite, risk profile and tolerance limits;

1 risk monitoring and controlconsists in the ongoing analysis of deviations from benchmarks (limits, threshold values, plans,
figures from prior periods, recommendations and guidelines

reporting allows for effective communication on risk and supports risk management on various degisiaking levels;

management actions include, among others, risk avoidance, risk transfer, risk mitigation, determination of risk appetite,
acceptance of risk level, as well as the use of supporting tools, such as limits, reinsurance programs or uniterpaticy
reviews.
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Two levels are distinguished in the risk management process:

1 the PZU Group levelensuring that the PZU Group attains its business objectives in a safe manner appropriate to fit the
scale of the risk involved. Monitored at this leveleathe limits and risks specific to the PZU Group such as: catastrophic risk,
financial risk, counterparty risk and risk concentration. The PZU Group provides support for the implementation of a risk
management system, including the introduction of compéatie mechanisms, standards and organization of an efficient
operation of the internal control system (with particular emphasis on the compliance funcjiothe risk management
system (in particular in the reinsurance argand the security management systeiim the PZU Group, and monitors their
ongoing application. While carrying out their tasks in the risk management system, authorized PZU Group personnel
cooperates with the Management Boards of subsidiaries and the management of such areas as financeactisky,
reinsurance, investments and compliance on the basis of appropriate cooperation agreements;

1 the entity leve| ensuring that the PZU Group entity attains its business objectives in a safe manner appropriate to the scale
of the risk involved. Mondred at this level are the limits and risk categories specific to the company and, as part of the risk
management system, mechanisms, standards and organization are implemented for the efficient operation of the internal
control system (with particular empasis on the compliance function the risk management system (in particular in
reinsurance areqand the security management system.

7.5 Risk profile

The main types of risk to which the PZU Group is exposed includes credit risk (in particular risk relabeshitocredit portfolio),
actuarial risk, market risk (in particular interest rate risk, foreign exchange risk, and risk related to financial instrtered
commodities), concentration risk, operational risk, compliance risk and models risk.

When managingeach type of risk, the PZU Group identifies, measures and monitors risk concentration; for the banking sector,
these processes occur on the entity level, according to requirements in the sector. To meet the regulatory obligations ichpose
on capital groupsdentified as financial conglomerates, intensive adjustment is pending to extend the current risk concentration
management model.

7.5.1. Credit and concentration risk

Credit riskis the risk of a loss or adverse change in the financial situation resulting frioictdations in the trustworthiness and

; J=<ALOGJL@AF=KK G> AKKM=JK G> K=; MJALA=K/J] ; GMFL=JH9JLA=K

aliability or an increase in credit spread. This definition also includes credit risknaricial insurance.

Credit risk in the PZU Group includes:

9 credit spreadrisk, the possibility of incurring a loss due to a change in the value of assets, liabilities and financial
instruments resulting from a change in the level of credit spreads as corepao the term structure of interest rates of debt
securities issued by the State Treasury or fluctuations of their volatility;

1 counterparty default risk the possibility of incurring a loss as a result of unexpected default of counterparties and debtors
or deterioration of their credit rating;

1 credit risk in banking activity credit risk resulting from activity in the banking sector, associated mainly with the possibility
that a debtor or borrower defaults on their obligations;

91 credit risk in financialinsurance credit risk resulting from activity in the financial insurance sector, related mainly to the
possibility that a third party counterparty, or a debtor/borrower defaults on their obligations to a PZU Group client; this
threat may result from failwe to complete an undertaking or adverse influence of the business environment.

Concentration risk a risk stemming from the failure to diversify an asset portfolio or from large exposure to the risk of default by
a single issuer of securities or a grouprelated issuers.
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Exposure to credit risk in the PZU Group arises directly from banking, investment activities, activity in the financiehricgsu
and guarantee segment, reinsurance agreements, apancassuranceoperations. The PZU Group distinguishéise following
kinds of credit risk exposure:

1 risk of a customer defaulting against the PZU Group under contracted credits or loans (in banking agtivity

1 the risk of bankruptcy of the issuer of financial instruments invested in or traded by the PZU Giugh as corporate
bonds;

the risk of counterparty default, for example in reinsurance or OTC derivative instrumentshamtassurancectivities;

the risk of PZU Group customer defaulting against a third party, for example in insurance of cash receiviaisi&snce
guarantees.

7.5.1.1. Concentration risk arising out of lending activity

2@AK K=; LAGF HJ=K=FLK AF>GJE9LAGF J=D9L=< LG D=F<AF? 9; LANAL

To prevent adverse events that could result from excessive concentration, both Pekao and Alide fBiigate the concentration
risk by setting limits and applying concentration standards arising from both external and internal regulations. They inthele
following:

rules for identifying areas where concentration risk arises in credit activity;

taking concentration into account when estimating internal capital;

the process of setting and updating limit levels;

the process of managing limits and defining actions taken if the permitted limit level is exceeded;

concentration risk monitoring process, inading reporting;

=A =4 =4 =4 4 =

oversight over the concentration risk management process.
In the process of setting and updating concentration limits, the following information is taken into account:

1 information on the level of credit risk of limited portfolio segmenend their impact on realization of assumptions related
to risk appetite in terms of credit portfolio quality and capital position;

sensitivity of limited portfolio segments to changes in the macroeconomic environment, assessed in regular stress tests;

reliable economic and market information concerning each exposure concentration area, especially macroeconomic and
industry ratios, information on economic trends, including the projections of interest rate levels, exchange rates, political
risk analysis, ratigs of governments and financial institutions;

1 reliable information about the economic situation of companies, industries, branches, economic sectors, general economic
information including news on the economic and political situation of countries, as wasdl other information needed to
evaluate concentration risk;

1 interactions between different kinds of risk, i.e. credit, market, liquidity and operational risk.
Risk analysis is performed using both an individual and a portfolio approach. Measures are tak@erto:
1  minimize credit risk for an individual loan with the assumed level of return;

1 reduce overall credit risk arising from a specific credit portfolio.

In order to minimize the risk level of a single exposure, the following is assessed every time avlean or other credit product is
granted:

1 reliability and creditworthiness, including detailed analysis of the source of exposure repayment;

1 collaterals, including review of their formal, legal and economic status, having regard toltize to value(LTV) adequacy
ratio.

In order to enhance control over the risk of individual exposures, customers are monitored regularly and appropriate nesasur
are taken if increased risk factors are identified.

68



. GOKR=: @FQ 89Cf9< 3jna®dup=: R=1 1HOfC9 C:Q P[u
Consolidated financial statements according to IFRS for the year ended 31 December 2018
(in millions of PLN

In order to minimize credit risk arising from a partiaid portfolio:

1 concentration limits are set and tracked;

1 early warning signs are monitored,;

1 the credit portfolio is monitored regularly, with particular supervision of material credit risk parameters;
1

regular stress tests are carried out.
7.5.1.2. Credit risk arisig out of lending activity
Risk assessment in credit process

The provision of credit products is accomplished in accordance with loan granting methodologies appropriate for a given clien
segment and type of product. The internal rating process in both bardonstitutes a significant part of assessing credit risk of
both the client and the transaction. It is an important step in the credit decisioraking process for new loans and for changes

of lending terms, and in monitoring loan portfolio quality. Eachabk has developed its own models used in the client
creditworthiness assessment process, which must be completed before a credit decision is made. The models are based on
external information and on internal data. Credit products are granted in the banksaccordance with the operating
procedures, whose purpose is to set out the proper steps that must be taken in the credit process, identify the units réspons

for those activities and the tools to be applied.

Credit decisions are made in accordance withe existing credit decision system (with decisiemaking powers at specific levels
matching the risk level of a particular client and transactipn

In order to conduct regular assessment of accepted credit risk and to mitigate potential losses on cceBiH GK MJ = KJ] L @= ;
standing is monitored during the lending period by identifying early warning signals and by conducting regular individual
reviews of credit exposures.

To minimize credit risk, security interests are established in line with the leseexposure to credit risk and in accordance with

L@= ; DA=FLAK 9: ADALQ LG HJGNA<= L@= J=1MAJ=< ; GDD9Lentlt® Dy 2 @=
=P9EAF= L@= ; DA=FLAK ;J=<ALOGJL @AF=KK¥}

Collateral is taken to secure regyment of the loan amount with due interest and costs if the borrower fails to settle its due debt

within the dates stipulated in a loan agreement and restructuring activities are not successful. Accepted forms of collateral
include: guarantees, suretiesaccount freezes, registered pledges, transfers of title, assignments of receivables, assignment

of credit insurance, promissory notes, mortgages, powers of attorney to bank accounts and security deposits (as special forms

of collateral). The assets consiiting collateral are reviewed in the credit process in terms of their legal capacity to establish

effective security interest and also the recoverable amount in a possible enforcement procedure.

Scoring and credit rating

The rating scale differs by banklient segment and transaction type. The following tables present the quality of credit portfolios
for exposures covered by internal rating modeBecause of the different rating models employed by Pekao and Alior Bank, the
data are presented for each dfie banks separately.

Permanent protection of credit portfolio quality is provided by continuous monitoring of timely service of loans and regular
reviews of the financial and economic standing of clients and the value of accepted collateral. This prizcapplied to all credit
exposures of individual and business clients.
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Pekao

Individual client portfolio (unimpaired ) covered by the rating model & gross carrying amount

31 December 2018

Mortgage-backed residential loans (1- best class, 7 worst clas3

Class 1 (0.00% <= PD < 0.06%

Class 2 (0.06% <= PD < 0.19%

Class 3 (0.19% <= PD < 0.35%

Class 4 (0.35% <= PD < 0.73%

Class 5 (0.73% <= PD < 3.50%

Class 6 (3.50% <= PD < 14.p0%

Class 7 (14.009%=<PD < 100.00pb
Consumer cash loans (% best class, 8 worst clasg

Class 1 (0.00% <= PD < 0.09%

Class 2 (0.09% <= PD < 0.}8%

Class 3 (0.18% <= PD < 0.39%

Class 4 (0.39% <= PD < 0.90%

Class 5 (0.90% <= P2.60%)

Class 6 (2.60% <= PD < 9.00%

Class 7 (9.00% <= PD < 30.D0%

Class 8 (30.00% <= PD < 100.00%
Renewable limits (1 - best class, 7 worst clas3

Class 1 (0.00% <= PD < 0.02%

Class 2 (0.02% <=PD < 0.11%

Class 3 (0.11% <= PD < 0.35%

Class 4 (0.35% <= PD < 0.39%

Class 5 (0.89% <= PD < 2.00%

Class 6 (2.00% <= PD < 4.30%

Class 7 (4.80% <= PD < 100.p0%
Total individual client segment

Corporate segment portfolio (unimpaired ) covered by the rating model 8gross carrying amount

53,967
10,447
5,308
24,380
10,309
2,233
621
669
11,174
798
1,643
2,740
2,567
1,802
1,001
399
224
275

8

55

78

61

36

24

13
65,416

31 December 2018

Corporate client (1 8 best class, 98 worst class)
Class 1 (0.00% <= PD < 0.}5%
Class 2 (0.15% <= PD < 0.27%
Class 3 (0.27% <= PD < 0.45%
Class 4 (0.4% <= PD < 0.75%

Class 5 (0.75% <= PD < 1.27%
Class 6 (1.27% <= PD < 2.25%
Class 7 (2.25% <= PD < 4.00%
Class 8 (4.00% <= PD < 8.50%
Class 9 (8.50% <= PD < 100.p0%

Small and medium-sized enterprises (SME$ (1 8 best class, 108 worst class)
Class 1 (0.00% <= PD < 0.06%
Class 2 (0.06% <= PD < 0.14%
Class 3 (0.14% <= PD < 0.35%
Class 4 (0.35% <= PD < 0.88%
Class 5 (0.88% <= PD < 2.10%
Class 6 (2.10% <= PD < 4.00%
Class 7 (4.00% <= PD < 7.00%
Class 8 (7.00% <= PD < 12.D0%
Class 9 (12.00% <= PD < 22.p0%
Class 10 (22.00% <= PD < 100)00%

Total corporate segment

23,336
511
2,001
3,708
5,070
4,443
3,953
1,512
1,922
216
4,230
19
291
913
1,083
874
429
256
168
92
105
27,566
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Local government units (unimpaired ) covered by the rating model 8 gross carrying amount

31 December 2018

Class 1 (0.00% <= PD < 0.04% 1
Class 2 (0.04% <= PD < 0.06% 345
Class 3 (0.06% <= PD < 0.13% 337
Class 4 (0.13% <= PD < 0.27% 348
Class 5 (0.27% <= PD < 0.50% 637
Class 6 (0.50% <= PD < 0.30% 686
Class 7 (0.80% <= PD < 1.60% 33
Class 8 (1.60% <= PD < 100.p0% 18
Total local government units 2,405
gﬁgtgfyiz;;sgzgisaiiszsgrf:SdLnef;r;?(r?;ZL;:glsjr\]/\t/ithin the meaning of CRR Regulationd unimpaired 8 by 31 Decanber 2018
High 1,405
Good 3,876
Satisfactory 797
Poor 14
Total 6,092
Pekao Portfolio 8data as at 31 December 2018 Gross carrying Write-off Net carrying
amount amount
Exposures without recognized impairment 127,375 (2,199 125,181
Portfolio covered by the rating model for the individual client segment 65,4164 (2,429 63,987
Mortgage loans 53,967 (1,169 52,799
Cash (consuméroans 11,174 (248 10,926
Renewable limits 275 (13 262
Portfolio covered by the rating model for the ¢porate segment 27,564 (362 27,204
Corporate clients 23,334 (268 23,068
Small and mediumsized enterprises (SME 4,230 (99 4,136
Portfolio covered by the rating model for the local government unit segment 2,405 12 2,417
Specialized lendingxposures 6,092 (99 5,993
Exposures not covered by the rating model 25,894 (319 25,580
Exposures with recognized impairment 7,836 (5,197 2,639
Total receivables from clients on account of impaired loans 135,211 (7,392) 127,820

YLoan reeivables from clients are measured at amortized cost or at fair value through other comprehensive income
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Non past due financial assets 31 December 2017
Non past due receivables, without impairment
Retail segment 59,052
Mortgagebacked residentidloans (1- best class, 7 worst clags 48,725
Class 1 (0.00% <= PD < 0.06% 10,308
Class 2 (0.06% <= PD < 0.19% 5,220
Class 3 (0.19% <= PD < 0.35% 21,829
Class 4 (0.35% <= PD < 0.73% 8,464
Class 5 (0.73% <= PD < 3.50% 1,553
Class 6 (3.50% <= PD < 14.D0% 628
Class 7 (14.00% <= PD < 100.00% 723
Cash loans (1best class, 8 worst clags 10,327
Class 1 (0.00% <= PD < 0.34% 763
Class 2 (0.34% <= PD < 0.30% 1,597
Class 3 (0.80% <= PD < 1.34% 2,555
Class 4 (1.34% <= PD < 2.30% 2,424
Class 5 (2.40% <= PD < 4.75% 1,603
Class 6 (4.75% <= PD < 14.50% 855
Class 7 (14.50% <= PD < 31.p0% 336
Class 8 (31.00% <= PD < 100.00% 194
Corporate client segment (1 - best class, 9 wast class) 20,434
Class 1 (0.00% <= PD < 0.15% 618
Class 2 (0.15% <= PD < 0.27% 1,401
Class 3 (0.27% <= PD < 0.35% 2,803
Class 4 (0.45% <= PD < 0.75% 6,073
Class 5 (0.75% <= PD < 1.27% 3,468
Class 6 (1.27% <= PD < 2.25% 2,494
Class 7 (2.25% <= PD < 4.00% 1,245
Class 8 (4.00% <= PD < 8.50% 2,247
Class 9 (8.50% <= PD < 100.p0% 85
Total non past due receivables from clients, without impairment 79,486
SPS‘;:?\IllicS);;sgz;aélszed lending exposures within the meaning of CRR Regulatiord unimpaired 8 by 31 December 2017
High 1,106
Good 4,863
Satisfactory 1,272
Poor 7
Total 7,248
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The following table presents the breakdown of the portfolio of loans granted to Pel@d®nts (including finance lease

receivableg into loans covered and not covered by internal rating models

Exposure

31 December 2017

Loans with no recognized impairment
Loans to retail clients:
Covered by an internal rating model
Mortgage loans
Cash loans
Other, not covered by an internal rating model
Loans to businesses:
Covered by an internal rating model
Portfolio of specialized lending exposures within tmeeaning of CRR Regulation
Debt securities not covered by an internal rating model
Other, not covered by an internal rating model
Loans with recognized impairment
Total loans and advances to customers”

Alior Bank

129,764
62,073
59,052
48,725
10,327
3,021
67,691
20,434
7,248
12,658
27,351
2,536
132,300

31 December 2018

Retail segment
PD < 0.18%
0.18% <= PD < 0.28%
0.28% <= PD < 0.44%
0.44% <= PD < 0.85%
0.85% <= PD < 1.33%
1.33% <= PD < 2.06%
2.06% <= PD < 3.94%
3.94% <D < 9.10%
PD =>9.1%
No scoring
Business segment
PD < 0.28%
0.28% <= PD < 0.44%
0.44% <= PD < 0.85%
0.85% <=PD < 1.33%
1.33% <= PD < 2.06%
2.06% <= PD < 3.94%
3.94% <= PD <%
PD =>9.1%
Unrated
Total non past due receivables, without impairment
Non past due receivables, with impairment
Retail segment
Business segment
Total non past due receivables from clients

26,115
4,375
2,672
2,687
2,643
2,872
3,106
4,560
1,737
1,094

369
19,462
20

91
1,035
1,495
3,479
5,727
4,267
2,719
629
45,577
853

42

811
46,430
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Non past due financial assets 31 December 2017
Non past due receivables, without impairment 45,048
Retail segment 25,318
Mortgage loans, cash loans, credit cards, current account overdrafti{@st class, 6 worst clasg 2,461
Class 1 507
Class 2 527
Class 3 648
Class 4 734
Class 5 42
Class 6 3
Loans, credit cards, current account overdraitstandard process (Kibest class, K10worst clasg 10,841
Class K&K2 2,514
Class K4 3,868
Class K&6 3,528
Class KK8 913
Class KK10 18
Mortgage loas (M1 best class, M10worst clasg 12,016
Class MaM2 34
Class Mavi4 747
Class M8VI6 3,637
Class MAM8 2,763
Class MM10 543
No scoring 4,292
Business segment 19,730
Longterm products, car financing loans, current account overdraft limits-(est class, 5 worst clasg 6
Class 1 1
Class 2 1
Class 3 S
Class 4 1
Class 5 =
Models for microbusinesses without full accounting Models for businesses with full accounting, car deale 19 724

and developers (QO4best class, Q25worst clasg ’
Class Q0105 239
Class Q0810 4,607
Class Q11015 7,830
Class Q16)20 4,304
Class Q21025 772
Unrated 1,972
Non past due receivables, with recognized impairment 988
Retail segment 68
Business segment 920
Total non past due receivables from clients 46,036

7.5.1.3. Application of forbearance

Forbearance is used if a threat arises that a client may default on the terms of a contract because of the financialt@iffjcul

including problems with the service of debt. In such a situation, the terms and ctiods of the agreement can be modified to
ensure that the borrower is capable of servicing debt. Changes in terms and conditions of contracts may include: reduction of
interest rates, principal installment amounts, accrued interest, rescheduling of priradipr interest payments.

Accounting policies for the assessment and determination of impairment losses for forborne exposures are broadly in line with
the principles for determining impairment losses under IFRS 9.

The PZU Group identifies a significamicrease in the credit risk of assets for which forbearance modifications have been applied
for the purpose of assessing impairment in accordance with IFRS 9.

D
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31 December
31 December 2018 2017
Basket 3 Purchased
Forborne exposures in the PZU or
%I GMHAK HGJL>GC Basket 1 Basket 2 . ) . origina}ted Total Total
Individual analysis | Group analysis| credit-
impaired
(POC)
Loan receivables from clients measured at amortized cost
Gross forborne exposures 501 444 3,170 713 301 5,129 4,952
Impairment loss (6) ) (1,669 (308 (80 (2,069 (2,093
Net forborne exposures 495 437 1,506 405 221 3,064 2,860
Loan receivables from clients
measured at fair value through - - - - 2 2 n/a
profit or loss
Total 495 437 1,506 405 223 3,066 2,860
Movement in net carrying amount of forborne exposures 31 December 2018 31 December 2017
Opening balance 2,860 800
Effect of implementing IFRS 9 43 n/a
Adjusted value of the opening balance 2,817 800
Value of exposures recognized in the period 1,105 974
Value of exposures excluded in the period (339 (569
Movements in impairment losses (209 (28
Change in the composition of the Group - 2,051
Other changes (318 (368
Total net receivables 3,066 2,860

7.5.1.4. Credit risk arising out of investing activity

The management principles for credit risk arising from investing activity in the PZU Group are governed by a number of
documents approved by supervisory boards, management boards and dedicated committees.

Credit risk exposures to respective counterpartiaad issuers are subject to restrictions based on exposure limits. The limits are
established by dedicated committees, based on the analyses of risks associated with a given exposure and taking into account
the financial standing of entities or groups of leded entities and the impact of such exposures on the occurrence of
concentration risk. Qualitative restrictions on exposures established by individual committees in accordance with their ower
form an additional factor mitigating the credit risk and caentration risk identified in investment activities.

The limits refer to exposure limits to a single entity or a group of affiliated entities (this applies to both credit liamts
concentration limits). The use of credit risk and concentration risk limits subject to monitoring and reporting. If the limit is
exceeded, appropriate actions, as defined in internal regulations, are taken.

Credit risk assessment of an entity is based on internal credit ratings (the approach to rating differs by type of)eRtitings are
based on quantitative and qualitative analyses and form one of the key elements of the process of setting exposure lingits. Th
credit quality of counterparties and issuers is regularly monitored. One of the basic elements of monitoringeigudar update of
internal ratings.

Risk unitsidentify, measure and monitor exposure to credit risk and concentration risk related to investment activity, in
particular they give opinions on requests to set exposure limits referred to individual conenis.

Information on the credit quality of assets related to investing activity is presented in sec@6n

(75)
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Exposure to credit risk

The following tables present the credit risk exposure of individual credikréssets in respective Fitch rating categories (if a Fitch
JOLAF? O9K EAKKAF?/1 AL O9K KM: KL A) Gredit isk exgpsui@s atising from 2ahditibnalG G J AK
transactions are presented as an exposure to the issuer of the undeglgecurities.

The tables do not include loan receivables from clients and receivables due under insurance contracts. This was because these
asset portfolios are very dispersed and therefore contains a significant percentage of receivables from unratég®@and
individuals.

Assets
Credit risk assetsat 31 December 2018 AAA AA A BBB BB B Unrated .atl::h: _ Total
risk

Debt securities mgasgred at“falr va]ue througH 970 671| 23,563 1,304 362 1 11349 | 38215
other comprehensive income carrying amountf

- write-off for expected credit lossel - - 7 ©)] @) - (29 - (40
Deb_t secuntlfas megsured at fair value through 49 7| 10,080 463 188 ) 178 1211] 12,176
profit or lossa carrying amount
Debt.secuntles measured at amortized cost ) 83| 27,529 1,652 ) ) 5,388 | 34652
carrying amount

- gross carrying amount - 83| 27,537 1,653 - - 5,455 -1 34,728

- write-off for expected credit losses - - (8) (@) - - (67 - (76
Term deposits with crfedlt |n§t|tut|ons and buy ) ) 951 4151 62 ) 793 ool 6,047
sellback transactons 8 carrying amount

- gross carrying amount - - 951 4,151 62 - 804 90] 6,058

- write-off for expected credit losses - - - - - - (1) - (11
Loans3 carrying amount - - - - 612 - 3,923 -] 4,535

- gross carying amount - - - - 613 - 3,982 -1 4,595

- write-off for expected credit losses - - - - (@) - (59 - (60
Derivatives 821 405 222 295 - 2 714 28| 2,487
0=AFKMJ=JKA K@9J= AF - 149 634 - - - 135 - 918
Reinsurance receivaes - 21 55 - - - 39 - 115
Total 1,840 1,336] 63,034 7,865 1,224 2] 22,515 1,329] 99,145

Y The write-off is recognized in revaluation reserve and it does not lower the carrying amount of assets.

s o I I N R ] e
Debt securities 560 725| 65,897 2,712 598] 24,612 1,290 96,394
- held to maturity - -l 20,941 59 58 179 -1 21,237
- available for sale - 725] 34,865 289 41| 11,935 -1 47,855
- at fair value through profibr loss 560 - 9,964 962 499 404 1,290 13,679
-loans - - 127 1,402 -1 12,094 -] 13,623
'Sl'slrl_rgiipgz::za\&tig:sredlt institutions and buyj ) 8 960 903 8 759 88 2,726
Other loans - - - - 282 3,416 - 3,698
Derivatives - 127 952 212 - 1,20 40 2,351
0=AFKMJ=JKA K@9J= AF - 156 452 - - 167 - 775
Reinsurance receivables - 9 25 8 - 26 - 68
Total 560 1,025| 68,286 3,835 888] 30,000 1,418| 106,012
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The table below presents credit risk coefficients used by the PZU Group tasune credit risk:

1L9F<9J<b. GGJAK JoLAl asa | an | A | BB | B | B | unrated
2018 coefficient 0.71%  o7ew| 1349  358%| 12779 2495  24.95%
2017 coefficient 0729 0776  141%  376% 1333 2543  25.43%

The credit risk level attributable to the assets where thisk is carried by the PZU Group as at 31 December 2018 was PLN 6,924
million (as at 31 December 2017 it was PLN 8,866 million; if the coefficients of 31 December 2018 were used, the valbe would
PLN 8,662 milliop

7515 0=AFKMJ=JAK ; J=wstiity JAKC AF AFKMJO9F; = 9

PZU Group enters into proportional and neproportional reinsurance contracts aiming to reduce liabilities arising from its core
business. Reinsurance is exposed to credit risk associated with the risk that a reinsurer default on its obligations.

KK=KKE=FL G> J=AFKMJ=JKA ;J=<ALOGJL@AF=KK AK ; GF<M; L=< :9K
KM; @ 9K 1L9F<9J<b. GGJAK 9F< 9DKG :9K=< GF 9F AFL=JF9D EG<=DEK
the estmated risk level. A reinsurer will not be accepted if its risk is higher than adafined cutoff point. The acceptance is not
automatic and the analysis is supplemented by assessments by reinsurance brokers. In the credit risk monitoring process, this
assessment is updated on a quarterly basis.

The following tables present the credit risk of the reinsurers that cooperated with PZU Group companies.

Reinsurer 0=AFKMJ=JKA K@9J= AF) L= 1L9F<9J<b. GGJA
as at 31 December 2018 as at 31December 2018
Reinsurer 1 145 A+
Reinsurer 2 127 unrated
Reinsurer 3 108 AA
Reinsurer 4 70 AA
Reinsurer 5 66 AA
Reinsurer 6 49 AA+
Reinsurer 7 47 A+
Reinsurer 8 41 A+
Reinsurer 9 40 AA
Reinsurerl0 38 AA
Others, including? 781
With investmentgrade rating 669 BBB or better
\Lj\:::gtngmvestment grade rating or 112 BB+ or worse or unrated
Total 1,512
D4-L@=JKA AF; DM<=K J=AF K bnb i thelt arnfin@@mbunté ard\|6werlthan ti@sefresemed Bhbv@N A K A
2 g+ =KL J9LAF?K 0O=J= MK=< .A> 1L9F<9J<b. GGJAK J9LAF? 09K EAKKAF?

(77)
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Reinsurer 0=AFKMJ=JKA K@9J= AF) L= 1L9F<9J<b. GGJA
as at 31 December 2017 as at 31December 20177
Reinsurer 1 139 unrated
Reinsurer 2 131 A+
Reinsurer 3 76 AA
Reinsurer 4 58 AA
Reinsurer 5 58 unrated
Reinsurer 6 50 AA
Reinsurer 7 48 A
Reinsurer 8 36 AA
Reinsurer 9 30 A+
Reinsurer 10 29 A+
Others, including? 595
With investmentgrade rating 555 BBB or better
z\rl:ﬁgtselébmvestment grade rating or 40 BB+ or worse or unrated
Total 1,250
4-L@=JKA AF; DM<=K J=AFKMJ =thHekK darrykig@@nduntk areNdwer tthan; th@se Aresériied #boVENAK AGF K A >
2 K+ =KL J9LAF?K O=J= MK=< A> 1L9F<9J<b.GGJAK J9LAF? O9K EAKKAF?

Counterparty risk related to reinsurance is mitigated by the fact that the PZU Group cooperates with numerous reinsurers with
reliable credit ratings.

7.5.1.6. Risk concentration in credit risk

2@= >GDDGOAF? L9: D= HJ=K=FLK L @sheet aaé& pfibdfahcé hdethaxposur€s>using 8he¢ %J G M
sections of the Polish Classification of Business Activity (PKD

1 exposure tofinancial investments such as equity instruments, debt securities, loans granted-belback transactions,
bank accounts and term deposits;

amounts of extended insurance guarantees;

value of loans (balancesheet and offbalance-sheet exposure without irgrest, collected fees and impairment lossetess
security deposits paid in cash;

 unauthorized overdrafts in current accounts;

1 treasury limits less security deposits paid in cash, including debt securities issued by an entity from each section.

Industry segment 31 December 2018 31 December 2017

Public administration and defense 27.92% 30.28%
Financial and insurance activities 15.83% 14.46%
Manufacturing 12.34% 13.45%
Wholesale and retail trade; repair of motor vehicles 9.88% 9.38%
Real estate activigs 8.06% 8.44%
Construction 5.47% 6.04%
Transportation and storage 3.93% 3.53%
Production and supply of electricity, gas, steam, hot water 3.46% 3.75%
Information and communication 2.88% 2.68%
Professional, scientific and technical activity 2.29% 1.99%
Mining and quarrying 1.24%) 1.40%
Other sectors 6.70% 4.60%
Total 100.00% 100.00%
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7.5.2.  Actuarial risk (non-life and life insurance)

Actuarial risk is the possibility of loss or of adverse change in the value of liabilities under the executed insuranesnagits
and insurance guarantee agreements, due to inadequate premium pricing and technical provisioning assumptions. Actuarial risk
includes:

Non-life

. Life insurance
insurance

Longevity riskd the risk of loss, or of adverse change in the value of inseeliabilities, resulting fromn
changes in the level, trend, or volatility of mortality rates, where a decrease in the mortality rate leas X X
an increase in the value of insurance liabilities.

Expense risk 8 the risk of loss, or of adverse changetime value of insurance liabilities, resulting fro
changes in the level, trend, or volatility of the expenses incurred in servicing insurance or reinsu X X
contracts.

Lapse risk 8 the risk of loss, or of adverse change in the value of insurance lites, resulting from|
changes in the level or volatility of the rates of policy lapses, terminations, renewals and surrenders.

Catastrophe risk 8 the risk of loss, or of adverse change in the value of insurance liabilities, resy
from the signifcant uncertainty of pricing and technical provisioning assumptions related to extremd X X
irregular events.

Premium risk 8risk of inadequate estimation of tariff rates and possible deviations of written premiu
from the expected level, resulting fronfluctuations in the timing, frequency and severity of insurd X n/a
events.

Provisioning risk 8 risk of inadequate estimation of technical provisioning levels and the possibility
fluctuations of actual losses around their statistical average becaudetle stochastic nature of futur X n/a
claims payments.

Reuvision risk 8 the risk of loss, or of adverse change in the value of insurance liabilities, resulting
fluctuations in the level, trend, or volatility of the revision rates applied to annusjedue to changes i X n/a
the legal environment or health of the person insured.

Mortality risk 8 the risk of loss, or of adverse change in the value of insurance liabilities, resulting
changes in the level, trend, or volatility of mortality rateshere an increase in the mortality rate leads n/a X
an increase in the value of insurance liabilities.

Morbidity (disability ) risk & the risk of loss, or of adverse change in the value of insurance liabili

resulting from changes in the level, trehor volatility of disability, sickness and morbidity rates. i X

PZU Group manages its actuarial risk among others through:
1 calculation and monitoring of adequacy of technical provisions;
tariff strategy, monitoring of the current estimates and evaluati of premium adequacy;

1
1 underwriting;
9 reinsurance.

Calculation and monitoring of adequacy of technical provisions

PZU Group manages its technical provisioning adequacy risk by using appropriate calculation methodology and by controlling
provision calculdion processes. The provisioning policy is based on:

1 prudent approach to the calculation of technical provisions;
1 continuity principle, which entails making no changes in the technical provisioning methodology if no significant
circumstances occur to jusly such changes.

For nonlife insurance, the level of technical provisions is evaluated once a month and in specific circumstances (when
apayment is made or new information obtained from adjusters or lawyerheir amount is updated. The historical
develgpments and payments of technical provisions over the years are used in the current analyses of technical provisions. This
analysis provides an assessment of precision of the current actuarial methods.

For life insurance products, the main sources of datsed to estimate the expected frequency of claims include public statistical
data (life expectancy tablespublished by specialized statistical institutions and analysis of historical insurance portfolio data.
Periodic statistical analysis of claim incidercare made at the level of product groups, individual insurance portfolios and
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properly defined homogeneous risk groups. These analyses form the basis for measuring relative incidence of events compared
to publicly available statistical data. The use of pgpriate statistical methodologies allows the Group to determine the
significance of the statistics and where requirgidefine and apply appropriate safety margins in the determination of technical
provisions and risk measurement.

Estimation of technicaprovisions in the PZU Group is supervised by chief actuaries.

Tariff strategy, monitoring of current estimates and evaluation of premium adequacy

The objective of the tariff policy is to guarantee adequate level of premium (sufficient to cover currestfiature liabilities under
in-force policies and expenditurgs Along with developing a premium tariff, simulations are conducted with regard to the
projected insurance profit/loss in subsequent years. Additionally, regular premium adequacy and portfaidditability studies

are carried out for each insurance type based on, among others, evaluation of the technical result on a product for a given
financial year. The frequency of analyses is adjusted to the materiality of the product and possible fluchgatibits result. If the
insurance history is unfavorable then measures are taken to restore the specified profitability level, which involves adjotm

to premium tariffs or to the insured risk profile, through amendments to general terms of insurance.

Underwriting

For corporate and SME customers, the underwriting process is separate from the sales function. The insurance sales process to
corporate customers is preceded by analysis and assessment of risk carried out by dedicated underwriting teams.
Theunderwriting process consists of a risk acceptance system based on the assigned decsaéing powers and limits.

Reinsurance

2@= HMJHGK= G> L@= .83 %J difdidutance istd setuM itsOcbre business B/ mitigating theFriskFofs F
catastrophic events that may adversely affect the its financial position. This task is performed through obligatory reinseiran
contracts supplemented by facultative reinsurance.

PZU Group limits its risk among others by way of:
1 non-proportional excess ofoss treaties, which protect the portfolios against catastrophic losses (e.g. flood, cydione

1 non-proportional excess of loss treaties, which protect property, technical, marine, aviation, TPL (including motoy TPL
portfolios against the effects of lamgsingle losses;

1 aproportional treaty, which protects the financial insurance portfolio.

Optimization of the reinsurance program in terms of protection against catastrophic claims is based on the results of ihterna
analyses and uses thirgarty models.

7.5.2.1. Exposure to actuarial risk non-life and life insurance

Key cost ratios in nortlife insurance L January 1 January s

31 December 2018 31 December 2017
Expense ratio 24.89% 25.91%
Net loss ratio 61.61% 63.51%
0=AFKMJ=JAK J=L=FLAGF J9LAG 4.98% 4.29%
Cambined ratio 86.50% 89.42%

The expense ratio is the ratio of total acquisition expenses, administrative expenses, reinsurance commissions and profit
participation, to the net earned premiums.

The net loss ratio is the ratio of claims and the net movemantechnical provisions, to the net earned premiums.

.80)
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2@= J=AFKMJ=JAK J=L=FLAGF J9LAG AK L@= J9LAG G> L@=s.J=AFKMJ=

The combined ratio is the ratio of the sum of acquisition expenses, adntiaté/e expenses, reinsurance commissions and profit
participation, claims and net movement in technical provisions to the net earned premiums.

81)
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The following tables present the development of technical provisions and payments in successive reporting.year

Claims development in direct non-life insurance, gross (by reporting year) 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Provision at the end of the reporting period 8,699 9,381 9,8701 10,989 11,783 13,31 13,163 13,181 13,99 14,975
Provision andotal claim payments (from the end of the first reporting period to the end of the currg

reporting period, excluding payments made before the end of the first reporting peyiod

- calculated 1 year later 8,561 9,681] 10,2994 11,28 12,241} 13,82 12,9094 13,353 14,251
- calculated 2 years later 8,856 10,194 10,753 11,959 12,180 12,719 12,923 13,500

- calculated 3 years later 9,346 10,719 11,590 11,973 12,080 12,823 12,983

- calculated 4 years later 9,874 11,574 11,73 11,910 12,1724 13089

- calculated 5 years later 10,712} 11,734 11,704 12,067 12,439

- calculated 6 years later 10,879 11,799 11,871 12,340

- calculated 7 years later 10,971 12,017 12,184

- calculated 8 years later 11,201 12,309

- calculated 9 years later 11,503

Sum total of the provision and total claim payments (from the end of the first reporting period to thi

end of the current reporting period, excluding payments made before the end of the first reporting 11,503 12,309 12,184 12,340 12,439 13,089 12,98 13,500 14,251
period)

Total claim ments (from the end of the first r in ri he end of th rrent reportin

pg:iecleC, 2xc|53%gep;§r$1ec:lts tmic?e ?J;‘otreetheSteanc?frtthg f?rit ?gptgr:inz epeC;icc))dt ¢ cuentreportng it 7,221 e EE ST/ 6,041 e Sl Sl S
Provision recognized in the statement of financial position 4,753 5,082 5,484] 5,883 6,398 7,216 7,899 9,294 11,163
Difference between the provision at the end of the first year and the provision estimated at the én

the reporting period(run—gff resul) g ’ () e (%) (i) (683 223 180 (E e
The above difference as % of provision at the end of the first year -32% -31% -23% -12% -6% 2% 1% -2% -2%
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Consolidated financial statements according to IFRS for the year ended 31 December 2018

(in millions of PLN

Claims development in direct non-life insurance, net of reinsurance (by reporting year) 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Provision at the end of the reporting period 7,973 8,639 9,305} 10,413 11,453 12,814 12,653 12,5590 12,880 13,484
Provision and total claim payments (from the end the first reporting period to the end of the current

reporting period, excluding payments made before the end of the first reporting peyiod

- calculated 1 year later 7,844 8,838 9,731 10,722 11,787 12,524 12,3554 12,576 13,064
- calculated 2 years later 8,092 9,345 10,189 11,282 11,704 12,20 12,274 12,664

- calculated 3 years later 8,558 9,873 10,947 11,279 11,599 12,224 12,473

- calculated 4 years later 9,106f 10,672 11,071 11,21y 11,642} 12,481

- calculated 5 years later 9,892 10,81 11,0471 11,32 11,89]

- calculated 6 years later 10,0374 10,884 11,167 11,581

- calculated 7 years later 10,144 11,032 11,449

- calculated 8 years later 10,311  11,32]

- calculated 9 years later 10,601

Sum total of the provision and total claim payments (from the end of the first reporting period to thej

end of the current reporting period, excluding payments made before the end of the first reporting 10,604 11,323 11,449 11,581 11,8913 12,481 12,473 12,664 13,064
period)

Total claim ments (from the end of the first r in ri he end of th rrent reportin

pg:i&;dc, 2xc|53i{19ep§r$1ec:lts tmio?e ?J;‘otreetheSteanc?frtthg f?rit ?gptgr:inz epeC;icc))dt ¢ cuentreportng e B e ) il 0 e et e
Provision recognized in the statement of financial position 4,574 4,892 5,266 5,617 6,086 6,840 7,621 8,754 10,323
Difference between the provision at the end of the first year and the provision estimated at the end

the reporting period(rungff resul) g ’ (2,629 gL (2,149 (1,169 G 333 180 0z, ()
The above difference as % of provision at the end of the first year -33% -31% -23% -11% -4% 3% 1% -1% -1%




. GOKR=; @FQ 89Cf9< 3: =RHA=; R=1 1HOf C9 C; QBF9 %J GMH

Consolidated financial sitements according to IFRS for the year ended 31 December 2018
(in millions of PLN

Motor insuranced motor own damage (autocascoand motor TPL3 is the core component® L @= . 83 %JGMHAK HG
types of insurance are generally concluded for one year, in which the loss must occur for the claim to be paid out. Irs¢hefca

motor own damage, the time for reporting a loss is short and it is not the source of uag#st. Motor TPL is a whole different

situation 8the period for reporting losses may be up to 30 years. The level of property losses is sensitive especially to the number

of litigation claims reported and court rulings awarded in respective cases. Indase of TPL insurance contracts, new types of

long-tail losses arise, which makes the process of estimating technical provisions much more complicated.

Risk concentration in non-life insurance

Within actuarial risk, the PZU Group identifies concentratidakrwith regard to possible losses caused by natural disasters, such
as, in particular, floods and cyclones. The table below presents sums insured in the specified ranges, broken down by
voivodeships (for operations conducted in Polapdnd countries (forforeign operationg. With regard to the exposure to the risk

of floods and cyclones, the risk management system in the PZU Group allows to monitor it regularly and the reinsurance
program in place reduces significantly the potential net catastrophic losséls.

Exposure to Sum insured (PLN million) Sum insured (PLN million)

catastrophic 31 December 2018 31 December 2017

losses In 0- 0.2- | 0.5- 23 10- over 0- 0.2- | 0.5- 23 10- over

ﬁ,ffg,%e 02 los| 2 | 10 | s0 50 sum o2 | o5 | 2 10 | s0 | s0 | Sum
"GDFGI Dn] 1.1%| 1.5%| 1.3%] 0.6%| 0.4% 2.3% 7.2%| 1.1%] 1.5%| 1.2%| 1.0%] 0.7%| 2.8% 8.3%
ggﬁ‘g’;ﬁe 0.6%] 0.7%] 0.5%| 0.3%| 0.3% 2.1% 4.5%] 0.6%| 0.7%] 0.5%| 0.4%| 0.4%] 1.2% 3.8%
Lubelskie 0.6%| 0.6%] 0.3%]| 0.2%| 0.2% 1.5% 3.4%] 0.7%| 0.6%] 0.3%| 0.2%| 0.2%] 2.1% 4.1%
Lubuskie 0.3%] 0.3%] 0.2%| 0.2%| 0.1% 0.3% 1.4%]| 0.3%] 0.3%] 0.2%| 0.2%] 0.2%| 0.3% 1.5%
T O<RCA= 0.7%| 1.1%] 0.7%| 0.3%| 0.3% 4.6% 7.7%]| 0.8%] 1.1%| 0.8%| 0.4%] 0.4%| 5.6% 9.1%
+9f GHGDK] 0.8%| 1.6%| 0.8%] 0.5%] 0.4%) 1.5% 5.6%] 0.9%| 1.6%] 0.8%| 0.5%| 0.5%] 1.6% 5.9%
Mazowieckie 17%) 2.7%| 2.1%] 0.9%| 0.9%] 12.2% 20.5%| 1.7%] 2.8%| 2.1%| 1.0%| 1.4%| 8.8%| 17.8%
Opolskie 0.3%] 0.4%| 0.3%] 0.1%| 0.1% 1.0% 2.2%] 0.3%| 0.4%] 0.3%] 0.2%| 0.1%] 0.9% 2.2%
Podkarpackie 0.6%| 0.8%] 0.3%]| 0.2%| 0.2% 0.7% 2.8%| 0.7%] 0.8%| 0.3%| 0.2%] 0.2%| 0.5%) 2.7%
Podlaskie 0.3%] 0.4%] 0.3%| 0.2%| 0.1% 0.1% 1.4%]| 0.4%] 0.5%] 0.3%| 0.2%] 0.2%| 0.3% 1.9%
Pomorskie 0.6%| 1.0%] 0.8%| 0.5%| 0.5% 3.7% 7.1%]| 0.7%] 1.0%| 0.8%| 0.5%] 0.7%| 3.5% 7.2%
0DnKCA= 1.2%| 1.4%| 0.9%| 0.5%| 0.3% 2.6% 6.9%] 1.2%| 1.5%| 0.9%| 0.6%| 0.4%| 1.9% 6.5%

G§OAULGCJ]| 04%| 0.5%| 0.2%| 0.1%] 0.1% 0.6% 1.9%| 0.4%| 0.5%] 0.2%| 0.1%] 0.1%| 0.6% 1.9%

5 9JEALKC 0.4%] 0.4%| 0.3%] 0.2%] 0.2% 0.5%) 2.0%] 0.4%| 0.4%] 0.3%] 0.3%| 0.2%] 0.5% 2.1%

Mazurskie

Wielkopolskie 12%| 1.7%| 1.3%| 0.7%| 05%| 220 7.6%| 120 1.79%| 1.3%| 0.7%| o0.6%| 2.1%] 7.6%
Efe‘:h"d”'o"omors 0.3%| 0.4%| 0.4%| 04%| 04%| 24%| 4.3%| 0.4%| 04%| 0.4%| 05%| 05%| 35% 5.7%
'é':é‘zg'a and 0.7%| 1.7%| 2.5%| 0.9%| 1.20%] 2.3%| 9.3%| 0.7%| 1.7%| 2.6%| 1.0%| 06%| 08% 7.4%
Latvia 0.2%| 0.6%| 0.7%| 0.4%| 05%| 100 34%| 0.2%| 07%| 0.7%| 05%| 0.6%| 0.9% 3.6%
Ukraine 0.1%| 0.0%| 0.0%| 01%| 0.1%| 05%| 08w| 0.1%| 0.0%| 0.1%| 020 020 0.1%| 0.7%
Total 12.1%| 17.8%| 13.9%| 7.3%| 6.8%| 42.1%| 100.0%| 12.8%] 18.290] 14.19%| 8.7%| 8.2%| 38.09%| 100.0%
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Capitalized annuities

The following results do not take into account the impact of changes in valuation of investments included in provision

calculations.

Impact of the change in assumptions regarding the provision for 31 December 2018 31 December 2017

the capitalized value of annuitie s in non-life insurance on the net

financial result and equity gross net gross net
Technical rate- increase by 0.5 p.p. 445 426 424 407
Technical rate- decrease by 1.0 p.p. (2,155 (1,108 (1,099 (1,052
Mortality at 110% of the assumed rate 132 127 131 127
Mortality at 90% of the assumed rate (148 (142 (149 (141

7.5.2.2. Exposure to insurance rislife insurance

The PZU Group has not disclosed information on the development of claims in life insurance, since umtgrédbout the
amount and timing of claims payments is typically resolved within one year.

Risk concentration is associated with the concentration of insurance contracts or sums insured. For traditional individual
insurance products, where concentrationigk is related to the possibility that an insurable event occurs or is related to the
potential level of payouts arising from a single event, the risk is assessed on alpasase basis. The assessment includes
medical risk andd in justified cases3 also financial risk. Consequently, risk selection occurs (a person concluding an insurance
agreement is evaluatepland the maximum acceptable risk level is defined.

In group insurance, concentration risk is mitigated by the sheer size of the contract portfdlfas significantly reduces the level
of disturbances caused by the random nature of insurance history. Additionally, the collective form of a contract, undeh athic
the persons insured have the same sum insured and coverage is an importantmiggating factor. Therefore, some risks within
the contract portfolio are not concentrated.

In the case of group insurance contracts in which insurance cover may be adjusted at the level of individual group contracts,
asimplified underwriting process is usedlt is based on information about the industry in which the work establishment
operates, assuming appropriate ratios of the insureds to employees in the work establishment. The insurance premiums used in
such cases and appropriate maslps result from stattical analyses conducted by PZU Life on incidence of claims at the level of
defined homogeneous risk groups, including relative frequency of events compared to public statistical data.

It should be noted that for most contracts, the claim amount is sthictlefined in the insurance contract. Therefore, compared to
typical nontlife insurance contract, concentration risk is reduced, since single events with high claims payments are relatively
rare.

Annuity products in life insurance

Impact qf the change in assumptions in annuity life insurance on the net financial result 31 December 2018 | 31 December 2017
and equity

Technical rate- decrease by 1.0 p.p. (29 (27)
Mortality at 90% of the assumed rate (19 11

Life insurance products excluding annuity products

Impact of the change in assumptions in life insurance, excluding provisions in annuity

products, on the net financial result and equity 31 December 2018

31 December 2017

Technical rate- decrease by 1.0 p.p. (2,062 (2,093
Mortality at 110% of the aaimed rate (869 (8821
Morbidity and accident rated 110% of the assumed rate (243 (148

(85)
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Effects of lapses in life insurance

Calculation of mathematical technical provisions for life insurance does not include the risk of lapses (resignatibhe effets
of hypothetical lapses 10% of all life insurance customers are presented below.

Item in financial statements 31 December 2018 | 31 December 2017
Movement in technical provisions 2,142 2,167
Claims and benefits paid (803 (843
Movement in deferred acgjsition expenses (8) (8)
Profit/loss before tax 1,331 1,316
Net profit/loss 1,078 1,066
Equity 1,078 1,066

7.5.3. Market risk

Market riskmeans the risk of loss or of adverse change in the financial situation resulting, directly or indirectly, from fluonsati
in the level and in the volatility of market prices of assets, credit spread, value of liabilities and financial instruments.

Market risk types in the PZU Group include:

1 equity riskdthe possibility of incurring loss as a result of changes in theuesl of assets, liabilities and financial instruments
caused by changes in the level or in the volatility of market prices of equities;

unquoted equity riskd the possibility of incurring loss as a result of changes in the valuation of unquoted shares;

property risk 8 the possibility of incurring loss as a result of changes in the values of assets, liabilities and financial
instruments caused by changes in the level or in the volatility of market prices of real estate;

1 commodity price riskd the possibility of incurring loss as a result of changes in the values of assets, liabilities and financial
instruments caused by changes in the level or in the volatility of market prices of commodities;

1 inflation risk 8 the possibility of incurring loss associated withe level of information, especially inflation of prices of goods
and services as well as expectations as to the future inflation level, which affect the valuation of assets and liabilities;

1 liquidity risk 8the risk of being unable to realize investmendd other assets without affecting their market prices in order
to settle financial liabilities when they fall due;

1 interest rate riskd the possibility of incurring a loss as a result of changes in the value of financial instruments or other
assets and a&hange in the present value of projected cash flows from liabilities, caused by changes in the term structure of
market rates or in the volatility of risfree market interest rates;

1 Dbasis riskd the possibility of incurring a loss as a result of changestlie value of financial instruments or assets and
achange in the present value of projected cash flows from liabilities, caused by changes in the term structure of spreads
between market interest rates and riskee rates or in the volatility of such spads, excluding credit spreads;

91 foreign exchange risk the possibility of incurring loss as a result of changes in the value of assets, liabilities and financial
instruments, caused by changes in the level or in the volatility of currency exchange rates;

1 credit spread riskd the possibility of incurring loss as a result of changes in the value of assets, liabilities and financial
instruments, caused by changes in the level or in the volatility of credit spreads over the term structure of the intetest ra
on debt securities issued by the State Treasury;

1 concentration riskd the possibility of incurring loss stemming either from lack of diversification in the asset portfolio or
from large exposure to default risk by a single issuer of securities or a goduplated issuers.

Concentration risk and credit spread risk are regarded as an integral part of market risk when measuring risk for the psigfose
risk profile, risk tolerance, and market risk ratio reporting. The risk management process has, howa\dfferent set of traits
from the process of managing the other stdategories of market risk and has been described in sectih.1.1along with the
process for managing counterparty insolvency risk.

.86
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The maket risk in the PZU Group originates from three major sources:

1  operations associated with asset and liability matching (ALM portfiio

1  operations associated with active allocation, i.e. designating the optimum meditienm asset structure (AA portfoligs
1  banking operations in Pekao Alior Barlgenerating material exposure to interest rate risk.

A number of documents approved by supervisory boards, management boards and dedicated committees govern investment
9; LANALQ AF L@= .83 %IGMHAK ; GEH9FA=Kg

Risk unts take part in the risk identification process, measure, monitor and report on the risks. Market risk is measured using the
model of calculating economic capital of market risk based on the value at risk method \\daRhe standard formula in
accordancewith the principles defined by the Solvency Il Directive. In order to effectively manage market risk, risk limits are
adopted in a form of a capital amount allocated to each market risk and limits for individual market risk factors.

In Pekao, the market sk management system forms the structural, organizational and methodological framework, which aims
to maintain the balance sheet and offalance sheet structure in line with the accepted strategic objectives. The market risk
management process and the gouging procedures include the separation into the banking and trading books.

"F E9F9?2AF? ALK LJ9<AF? :GGCAK E9JC=L JAKCJ] .=C9G KLJAN=K
| MODALQ G> K=JNA; = G> td r@rketmakifgC While remRiAing Frithih tha Fimits) appédied ; by the
management board and the supervisory board.

When managing interest rate risk in its banking book, Pekao endeavors to secure the economic value of equity and to ashieve i
intended net irterest income target within the accepted limits.

In Alior Bank, the exposure to market and liquidity risk is restricted by the system of periodically updated limits intratibge

the resolution of the supervisory board or the management board that inclualerisk measures. In Alior Bank, there are three
types of limits that differ in respect to their functioningbasic, supplementary and strestest limits. Market risk management
focuses on limiting potential adverse changes in economic value of equitgt aptimizing the financial result.

Exposure to market risk

KK=LK 9L %J
Carrying amount as at 31 December 2018 Note Including ASSDEE: :t lt:hi Total
: 9FCKA
Financial assets and cash exposed to interest rate risk 295,402 252,859 1,303 296,705
Fixedincome debt securities 85 52,534 24,169 1,134 53,668
Variableincome debt securities 35 31,294 28,333 77 31,375
Loan receivables from cligs 88 182,054 182,054 - 182,054
Term deposits with credit institutions 35 2,679 976 90 2,769
Loans 85 4,535 - - 4,535
Cash 38 17,053 15,288 2 17,055
Buy-sell-back transactions 85) 3,278 158 - 3,278
Derivatives 34 1,971 1,881 - 1,971
Financial assets exposed to other price risk 2,347 816 4,209 6,556
Equity instruments 35 1,859 356 4,181 6,040
Derivatives 34 488 460 28 516
Total 297,749 253,675 5,512 303,261

87
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Consolidated financial sitements according to IFRS for the year ended 31 December 2018

(in millions of PLN

KK=LK 9L %J
Carrying amount as at 31 December 2017 Note T Assets at the Total
(restated) 9 | : DA=FL
9 FCKA

Financial assets and cash exposed to interest rate risk 280,829 243,736 1,384 282,213
Fixedincome debtsecurities 85 66,973 39,278 1,270 68,243
Variableincome debt securities 35 28,128 25,449 23 28,151
Loan receivables from clients 83 169,457 169,457 - 169,457
Term deposis with credit institutions 35 1,751 851 920 1,841
Loans 85) 3,698 - - 3,698
Cash 38 8,238 6,620 1 8,239
Buy-sell-back transactions 85 885 558 - 885
Derivatives 34 1,699 1,528] - 1,699

Financial assets exposed to other price risk 3,377 898 4,503 7,880
Equity instruments 35 2,725 363 4,503 7,228
Derivatives 34 652 535 - 652

Total 284,206 244,634 5,887 290,093

2 @= >GDDGOAF? L9: D= HJ=K=FL >AF9F; A9D 9KK=LK G> 9FCK

consolidated financial statements:

31 December 2018

31 December 2017

(restated)
Financial assets of banks and financialasse K 9L ; DA Note Financial Financial
Pekao and Pekao and

Alior Bank assets at Alior Bank assetsat
i DA=FL i DA=F L/
Loan receivables from clients 33 182,054 - 169,457 -
Financial derivatives 2,341 28 2,063 -
Investment financial assets 53,992 5,482 66,494 5,886
Measured at amortized cost 18,569 90 n/a n/a
Debt securities 17,435 - n/a n/a
Government securities 11,395 - n/a n/a
Domestic 11,395 - n/a n/a
Fixed rate 8,491 - n/a n/a
Floating rate 2,904 - n/a n/a
Other 6,040 - n/a n/a
Quoted on a regulated market 738 - n/a n/a
Fixed rate 430 - n/a n/a
Floating rate 308 - n/a n/a
Not quoted on a regulated market 5,302 - n/a n/a
Fixed rate 801 - n/a n/a
Floating rate 4,501 - n/a n/a
Buy-sell-back transactions 158 - n/a n/a
Term deposits with credit institutions 976 90 n/a n/a
Measured at fair value through other comprehensive income 34,544 - n/a n/a
Equity instrumens 256 - n/a n/a
Quoted on a regulated market 44 - n/a n/a
Not quoted on a regulated market 212 - n/a n/a
Debt securities 34,290 - n/a n/a
Government securities 22,509 - n/a n/a
Domestic 21,554 - n/a n/a
Fixed rate 8,955 - n/a n/a
Floating rate 12,601 - n/a n/a
Foreign 953 - n/a n/a
Fixed rate 953 - n/a n/a

9 F<
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31 December 2018

31 December 2017

(restated)
Financial assets of banks and financialasse K 9L ; DA Note Financial Financial
Pekao and Pekao and

Alior Bank assets at Alior Bank assetsat
;s DA=FL ; DA=FL ¢/
Other 11,781 - n/a n/a
Quoted on a regulated market 4,121 - n/a n/a
Fixed rate 1,248 - n/a n/a
Floating rate 2,873 - n/a n/a
Not quoted on a regulated market 7,660 - n/a n/a
Fixed rate 2,985 - n/a n/a
Floating rate 4,675 - n/a n/a
Measured at fair value through profit or loss 877 5,392 n/a n/a
Equity instruments 95 358 n/a n/a
Quoted on a regulated market 68 358 n/a n/a
Not quoted on a regulatd market 27 - n/a n/a
Participation units and investment certificates 5 3,823 n/a n/a
Quoted on a regulated market 5 61 n/a n/a
Not quoted on a regulated market - 3,762 n/a n/a
Debt securities 77 1,211 n/a n/a
Government securities 643 1,211 n/a n/a
Domestic 643 1,207 n/a n/a
Fixed rate 299 1,130 n/a n/a
Floating rate 344 77 n/a n/a
Foreign - 4 n/a n/a
Fixed rate - 4 n/a n/a
Other 134 - n/a n/a
Quoted on a regulated market 9 - n/a n/a
Fixed rate 4 - n/a n/a
Floating rate 5 - n/a n/a
Not quoted on a regulated market 125 - n/a n/a
Fixed rate 3 - n/a n/a
Floating rate 122 - n/a n/a
Financial instruments held to maturity n/a n/a 4,839 -
Debt securities n/a n/a 4,839 -
Government securities n/a n/a 4,808 -
Domestic n/a n/a 4,808 -
Fixed rate n/a n/a 3,839 -
Floating rate n/a n/a 969 =
Other n/a n/a 31 -
Not quoted on a regulated market n/a n/a 31 -
Fixed rate n/a n/a 31 -
Financial instruments available for sale n/a n/a 45,772 -
Equity instruments n/a n/a 358 -
Quoted on a regulated market n/a n/a 117 -
Not quoted on a regulated market n/a n/a 241 -
Debt instruments n/a n/a 45,414 -
Government securities n/a n/a 31,484 -
Domestic n/a n/a 30,762 -
Fixed rate n/a n/a 19,060 -
Floating rate n/a n/a 11,702 -
Foreign n/a n/a 722 -
Fixed rate n/a n/a 722 -
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31 December 2018

31 December 2017

(restated)
Financial assets of banks and financialasse K 9L ; DA Note Financial Financial
Pekao and Pekao and
Alior Bank assets at Alior Bank assetsat
;s DA=FL ; DA=FL ¢/
Other n/a n/a 13,930 -
Quoted on a regulated market n/a n/a 652 -
Fixed rate n/a n/a 652 -
Not quoted on a regulated market n/a n/a 13,278 -
Fixed rate n/a n/a 13,077 -
Floating rate n/a n/a 201 -
Financial instruments measured at fair value through profit or

lossd classified as such upon first recognition na na i 68
Equity instruments n/a n/a - 65
Quoted on a regulated market n/a n/a - 61
Not quated on a regulated market n/a n/a - 4
Debt instruments n/a n/a - 3
Government securities n/a n/a - 3
Foreign n/a n/a - 3
Fixed rate n/a n/a - 8
Egsagﬁgalldl?cs):rtl;?deigés measured at fair value through profit or n/a n/a 1,817 5,728
Equity instruments n/a n/a 5 4,438
Quoted on a regulated market n/a n/a 5 383
Not quoted on a regulated market n/a n/a - 4,055
Debt instruments n/a n/a 1,812 1,290
Government securities n/a n/a 1,732 1,267
Domestic n/a n/a 1,732 1,267
Fixed rate n/a n/a 435 1,267
Floating rate n/a n/a 1,297 -
Other n/a n/a 80 23
Not quoted on a regulated market n/a n/a 80 23
Floating rate n/a n/a 80 23
Loans n/a n/a 14,064 90
Debt securities n/a n/a 12,662 -
Other n/a n/a 12,662 -
Quoted m a regulated market n/a n/a 977 -
Fixed rate n/a n/a 281 -
Floating rate n/a n/a 696 -
Not quoted on a regulated market n/a n/a 11,685 -
Fixed rate n/a n/a 1,181 -
Floating rate n/a n/a 10,504 -
Buy-sell-back transactions n/a n/a 553 -
Termdeposits with credit institutions n/a n/a 851 90
Cash 15,288 2 6,620 1
ﬁs(k3L9D >AF9F; A9D 9KK=LK G> :{ 253675 5,512 244,634 5,887

In its investing activities, the PZU Group uses derivatives as a toohitigate risk (with or without hedge accountingand to

facilitate efficient management of the investment portfolio
LG34<=JAN9LAN=K AK HJ=K=FL=<
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Exposure to debt securities issued by governments other than the Polish government

Carrying amount of debt securities issued by governments other than the Polish government | 31 December 201§ 31 December 2017
United States 957 833
Lithuania 638 431
Ireland 233 7
Spain 232 10
Portugal 226 -
Romana 157 106
Croatia 152 98
Hungary 117 195
Latvia 90 64
Ukraine 90 62
Bulgaria 73 55
Greece 72 -
Indonesia 71 199
Russia 69 46
Brazil 57 105
Turkey 55 150
Argentina 53 101
Other 7499 1,316%
Total 4,093 3,778

Y The Other line item states # countries with respect to which the balance sheet exposure does not exceed the equivalent of PLN 50 million: AlbaniajaArmen
Australia, Azerbaijan, Belarus, Belgium, Bolivia, Cameroon, Chile, Columbia, Costa Rica, Denmark, Dominican Republi&tigpjz, France, Germany, Ghana,
%MOL=E9D9/] &GF<MJ9KI/J ' F<A9,Jamaita9Jor@ef, Kazdkisiaq KenyaIMotoccd) Maxitos Moxghlia, \N&viblasthe Netherlands, Nigeria,
Oman, Panama, Paraguay, Peru, Philippines, South Africa, Sein&grbia, Slovenia, Sri Lanka, Sweden, Trinidad and Tobago, United Kingdom, Uruguay, Vietham.

2 The Other line item shows: Azerbaijan, Chile, Dominican Republic, Ecuador, Philippines, Guatemala, Jamaica, Jordan, Kaz&dsya, Columbia, Costa Rica,
Morocco, Mexico, Germany, Nigeria, Oman, Pakistan, Panama, Paraguay, Peru, South Africa, Senegal, Serbia, Slovakia,S3idwemka, Trinidad and Tobago,
Uruguay, United Kingdom, Italy, Ivory Coast, Zambia

Exposure to debt securities issued by corpoitions and local government units

Carrying amount of debt securities issued by corporations and local government units 31 December 201§ 31 December 2017
Domestic local governments 5,710 6,092
Foreign banks 3,495 61
National Bank of Poland 2,999 13,097
Transportation and storage 1,232 1,904
Companies from the WH&nergy Index 1,183 1,886
Manufacturing 978 1,159
Public utility services 759 611
Companies from the WHBuels Index 748 666
Companies from the WiBanks Index 452 563
Companies from the eergy and fuel sector 312 447
Mining and quarrying (including companies included in the \AN@Bing indexy 130 644
Other 1,391 1,245
Total 19,389 28,375
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7.5.3.1. Interest rate

The following table presents the sensitivity test of the portfolio of financial insnents for which the PZU Group bears the risk
(except for loan receivables from clients and deposit liabilitjes

Change in portfolio value caused by a +/100 bp shift in 31 December 2018 31 December 2017

the yield curve, by currency of the instrument decrease increase decrease increase
Polish zloty 1,237 (1,179 1,118 (1,069
Euro 42 (40 10 (6)
US dollar 169 (153 164 (143
other 2 2 42 (41
Total 1,450 (1,369) 1,334 (1,250)

The above sensitivity tests do not include the effects of changesierest rates for technical provisions and liabilities under
investment contracts. An analysis of effect of a change in technical rate on measurement of insurance contracts is preisented
sections7.5.2.1and 7.5.2.2

Interest rate risk in Pekao

The VaR model is the main tool for measuring interest rate risk of the trading book. This value reflects the leveldzytéoss

that may be exceeded with a probability of no more than 1%. VaR is deterchtheough historical simulation, based on ayear
history of observation of the evolution of risk factors. The set of factors taken into account in the calculation of VaResdill

the relevant market factors that are taken into account in the valuatiof financial instruments. The impact of changes in
market factors on the current portfolio value is estimated using full revaluation (as a difference between the value of the
portfolio after the change in market parameters, by the historically observdthoges in those factors, and the present value of
the portfolio). In the event of specific credit risk of an issuer, a simplified approach is applied based on an estimated variability of
CDS benchmark index. For such a set of probable changes in the pioffovalue (distribution function), VaR is determined as

the 1% quantile.

2@= >GDDGOAF? L9: D= HJ=K=FLK 490 >GJ L@= AFL=J=KL J9L= JAKC

31 for January-December 2018 31 for January-December 2017
December December
2018 Minimum Medium Maximum 2017 Minimum Medium Maximum
Trading books VaR interest 3,650 1,492 3,425 5,481 2,501 1,568 3,203 6,087
rate risk (in thous. PLN

When managing interest rate risk in its banking book, Pekao endeavors to secure the economic value of aplity achieve its
intended net interest income target within the accepted limits. The financial position in view of the changing interest iiates
monitored by using interest rate gap (revaluation gamuration analysis, sensitivity analysis, stress tieg and VaR.

The table below presents the contractual level of sensitivity of net interest income)dla 100 bp decline in interest rates and
K=FKALANALQ G> . =C9 GAK)to=a:200 bps Healine ilNirtelbebt rate s EVE Fsdéfisetth® prédéntviiue of

>MLMJ= ; 9K@ >DGOK L@9L OADD := ?=F=J9L=< :Q L@= =FLlpayltheAK 9KK

=FLALQAK DA9: ADALA=Kg¥g GL@ 9F9DQK=K 9 KK ME =on BaRk phdu&schah@es =
according to the contractual provisions, whereas in the case of contractual NI, for deposits from retail customers, threateiri
interest rates are limited to the zero interest rate level, but not down to negative figureshindase of EVE sensitivity for RLN
denominated current deposits, a model that ensures realistic revaluation is used.

Sensitivity in % 31 December 2014 31 December 2017
NIl -8.64% -8.14%
EVE -0.95% 0.79%

92)
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Interest rate risk in Alior Bank

TheinterestB L= JAKC J=D9L=< LG DAGJ 9FCAK GH=F HGKALAGFK AK DAF(
1 revaluation date mismatch risk;

1 Dbasis risk, or the impact of noparallel change in reference indexes with a similar revaluation date on the financial result;

T vyield curve risk;

1 client option risk.

One of the method of estimating exposure to interest rate risk is to calculate BPV, which provides information on the esdimat
change in the valuation of a transaction/item after a parallel shift in the yield curve by 1 basis point.

BPV estimation for Alior Bank (data in PLN thougand

31 December 2018 31 December 2017
Curren
&y 6 6
Uptob | oths | 1Y83 |35 years S0 oo | U6 | onths | 1Y83 |35 years SI10 1 T
months 3years years months 3years years
to 1 year to 1 year

PLN (33 285 445 1,003 (122 1,578 3 193 196 95 (90 397
EUR (40) 42 258 359 15 634 - ) 61 90 (5) 138
USD 16 22 4 - %) 40 1 8 @) - ) 6
CHF @ - - - - (@) @ - @ - - (@)
GBP (1) 2 - - - 1 @) 2 - - - %)
Other - - - - - - (0] 2 (@) - - -
Total (60) 351 707 1,362 (109) 2,251 2 197 253 185 (96) 537

For the interest rate risk management purposes, Alior Bank distinguishes trading activity involving securities and derssative
concluded for trading purposes and baimkg activity involving other securities, own issues, loans, deposits, credits and
derivative transactions used to hedge the risk of the banking book. Alior Bank uses the Value at Rijknad&Rto estimate the
level of interest rate risk. The followingable presents the economic capital to cover interest rate risk measured using this
method at the end of 2018 and 2017 (99% VaR with-daydhorizon).

Book for January -December 2018 for January -December 2017

Minimum | Medium | Maximum Minimum Medium Maximum
Banking book 7 22 40 6 18 31
Trading book 1 3 5 1 2 4
Total 8 25 45 7 20 35

Alior Bank conducts scenario analysis that includes, among others, the impact of changes in interest rates on the future net
interest income and economic value of equity. Withthese scenarios internal limits are maintained, whose utilization is
measured daily. Utilization of the limit of change in economic value of equity after a parallel shift of the percentage lbyrve

200 bps and notparallel shifts in the +/ 100/400 Ips scenarios (for 1M/10Y tenors, the shift between them follows a linear
interpolation) is presented in the following table:

) Change in the economic value of equity
(IM/10Y) scenario 31 December 2018 31 December 2017
+400/ +100 385 189
+100 /-400 307 68
+200 / +200 281 103
-200 /-200 (204 (85
-100 /- 400 (204 (43
-400 /- 100 (219 (995

(93)
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7.5.3.2. Currency

Exposure to FX risk

Assets by currency

31 December 2018

PLN EUR uUsD Other Total
Loan receivables from clients 153,035 23,458 1,903 3,658Y 182,054
Financial derivatives 1,818 417 198 54 2,487
Investment financial assets 88,455 7,796 5,174 240 101,665
Measured at amortized cost 42,162 2,580 333 159 45,234
Debt securities 33,592 983 1 76 34,652
Government securities 27,338 86 1 76 27,501
Other 6,254 897 - - 7,151
Buy-sell-back transactions 3,278 - - - 3,278
Term deposits with credit institutions 1,286 1,250 150 83 2,769
Loans 4,006 347 182 - 4,535
Measured at fair value through other comprehensive income 30,788 3,674 4,272 3 38,737
Equity instruments 509 13 - - 522
Debt securities 30,279 3,661 4,272 3 38,215
Government securities 19,424 3,597 3,143 3 26,167
Other 10,855 64 1,129 - 12,048
Measured at fair value through profit or loss 15,505 1,542 569 78 17,694
Equity instruments 1,057 85 113 il 1,220
Participation units and investment certificates 3,556 550 178 14 4,298
Debt securities 10,892 957 278 49 12,176
Government securities 10,763 918 256 49 11,986
Other 129 39 22 - 190
Receivables 4,537 1,611 124 71 6,343
Cash and ash equivalents 11,7444 3,815 778 7212 17,055
Total assets 259,586 37,097 8,177 4,744 309,604

9 Of which PLN 2,999 million in Swiss francs and PLN 409 million in British pounds.

2 Of which PLN 261 million in British pounds, PLN 157 million in Swissds, PLN 69 million in Swedish kronor, PLN 67 million in Norwegian kroner and

PLN 52 million in Danish kroner.
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31 December 2017

Assets by currency (restated)
PLN EUR uUsD Other Total

Loan receivables from clients 143,417 19,602 2,603 3,835Y 169,457
Financial derivatives 1,690 354 180 127 2,351
Investment financial assets 99,690} 6,080 3,912 364 110,046
Held to maturity 20,724 464 13 36 21,237
Debt securitiesd government 20,589 368 13 36 21,006
Debt securities other 135 96 - - 231
Available fo sale 43,731 3,058 1,725 5 48,519
Equity instruments 439 203 21 1 664
Debt securities 43,292 2,855 1,704 4 47,855
Government securities 29,113 2,828 1,704 4 33,649
Other 14,179 27 - - 14,206
Measured at fair valué classified as such upon first regaition 5,967 324 252 107 6,650
Equity instruments 1,616 239 47 45 1,947
Debt securities 4,351 85 205 62 4,703
Government securities 4,326 75 201 62 4,664
Other 25 10 4 - 39
Held for trading 10,904 982 1,608 99 13,593
Equity instruments 4,288 185 133 11 4,617
Debt securities 6,616 797 1,475 88 8,976
Government securities 6,514 794 1,303 88 8,699
Other 102 3 172 - 277
Loans 18,364 1,252 314 117 20,047
Debt securities 12,452 1,059 111 1 13,623
Government securities - - - 1 1
Other 12,452 1,059 111 - 13,622
Other, including: 5,912 193 203 116 6,424
- buy-sell-back transactions 885 - - - 885
- term deposits with credit institutions 1,606 58 61 116 1,841
-loans 3,421 135 142 - 3,698
Receivables 7,012 1,741 289 54 9,096
Cash and cash equivaleat 4,877 1,959 492 9112 8,239
Total assets 256,686 29,736 7,476 5,291 299,189

9 Of which PLN 3,152 million in Swiss francs and PLN 121 million in Norwegian kroner.
2 Of which PLN 289 million in Czech korunas, PLN 193 million in British pounds, PLNnill@gh in Swiss

PLN 55 million in Swedish kronor.

francs, PLN 83 million in Norwegian kroner and
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o 31 December 2018 31 December 2017
Liabilities by currency (restated)
PLN EUR usD Other Total PLN EUR UsD Other Total
5;’:52‘:""" liabilitiesmeasured atfairf 5\, 37,0 157 41| 4017 4109 385|223 149 4956
Derivatives held for trading 1,982 277 150 41 2,450 2,038] 285 134 149 2,606
Cash flow hedge derivatives 768 & - - 771 682 - - 682
Fair value hedge derivatives 43 94 7 - 144 75 100 11 186
Liabilities on borrowed securities 120 ) ) ) 120 672 ) 78 750
(short salg
Investment contracts for the
i DA=FLAK 9;; GMF 266 - - - 266 312 - - 312
linked)
L|ab|||t|_es to members of 266 ) ) ) 266 420 ) ) 420
consolidated mutual funds
Financial liabilities measured at 188,01 28534 11528 3,319 232,204 177,501 27,33d 10,790 3,867 219,504
amortized cost
Liabilities to banks 2,234 3,474 60 276Y 6,044 2,067 2,559 95 6029 5,323
:':;’(;'gi'tess o clients under 172,164 20962] 11,469 3,0432| 207,639 16335 20,854 10694 3,2659| 198,163
FEL IS EIS T2 G 7004 4,014 : | 12004 5761 3,849 - 9,610
debt securities
Subordinated liabilities 5,974 87 - - 6,061 5,234 85 - 5,319
Liabilities on account of 540 ) ) ) 540 1,167 ) ) 1,167
repurchase transactions
Investment contracts with
guaranteed and fixed terms and - - - - - 1 - - 1
conditions
Finance lease liabilities 10 - - - 10 11 - - 11
Other liabilities 6,654 511 107 135 7,407 7,678 954 257 207 9,096
Total liabilities by currency 199,017] 29,419 11,792 3,495] 243,723| 189,468 28,685] 11,270 4,223| 233,646

9 Of which PLN 226 million in Swiss francs.

2 Of which PLN 1,627 million in British pounds, PLN 584 million in Swiss francs, PLN 174 million in diwmweoner, PLN 112 million in Swedish kronor,

PLN 89 million in Canadian dollars and PLN 81 million in Czech korunas.
3 Of which PLN 591 million in Swiss francs.
4 Of which PLN 597 million in Czech korunas, PLN 534 million in Swiss francs, PLN &3 imiNorwegian kroner and PLN 129 million in Swedish kronor.

To manage its FX risk, the PZU Group uses also derivatives which allows it to take a selected market exposure in a rieorte effic
manner than by using cash instruments.

The following table pr K= F L K

L @=

K=FKALANALQ

L=KL

G>

L @=

from clients and deposit liabilitieyin respect to financial instruments for which the PZU Group bears the risk.

HGJL>GDAG G>

Financial assets exposed to exange risk include investment (depogifinancial assets of the PZU Group and derivative financial

assets denominated in foreign currencies.

Change in portfolio value caused by a +/20% change of 31 December 2018 31 December 2017

the exchange rate decrease increase decrease increase
EUR 189 a7y 343 (277
UsD 27 48 (33 43
GBP (4 4 ©) 3
Other © 9 12 12
Total 149 (110) 295 (219)

Both Pekao and Alior Bank use the VaR model to measure currency risk. It allows them to calculate potentiahloasrency

positions kept by the Bank caused by changes in exchange rates, while maintaining the assumed confidence levehi@o¥te
period in which the position is kept. The following table presents VaR determined for the trading book FX risk itéoaith:

®
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10-day VaRs fx risk 8trading book (PLN thousangl

31 December 2018

31 December 2017

Pekao
Alior Bank

7.5.3.3. Equity

Level of risk exposure

The value of the portfolio of equity financial instruments is presented in it8m2

Sensitivity analysis

| 370

154

2,337
157

2@= >GDDGOAF? L9: D= HJ=K=FLK L@= K=FKALANALQ L=KL G>up 83

bears the risk.

Impact of a change in the measurement of quoted equity instruments on equity

| 31 December 2018 | 31 December 2017

increase in measurement of quoted equity instruments by 20%
decrease in measurement of quoted equity instruments by 20%

7.5.3.4. Liquidity risk

Insurance activity

Financial liquidity rek of the PZU Group may result from three types of events:
1 shortage of liquid cash compared to current needs;

1 illiquidity of financial instruments held;

T structural maturity mismatch between assets and liabilities.

190
(190

In the liquidity risk management processiquidity is controlled in the short, medium and long term, i.e.:

350
(350

1 short-term liquidity & the balance of funds in the liquidity portfolio is maintained at no more than the limit specified for

them. Conditional seHbuy-back transactions are also used to mage liquidity;

medium-term liquidity 8 investment portfolios with appropriate liquidity are maintained;

long-term liquidity and risk of structural mismatch between the maturity of assets and liabiliti@sAsset Liability
Management (ALMinvolves matchingthe structure of financial investments, which provide coverage for technical

provisions, to the character of such provisions.

Another objective of the ALM process is to ensure the capability to pay claims and benefits, also in unfavorable economic
conditions. The level of liquidity risk is measured by estimating the shortages of cash required to pay liabilities. The estimate is
made using a set of analyzes, including among others a liquidity gap analysis (a mismatch of net cashdlmvan analysis of

the distribution of expenditures relating to operating activity
Pekao

The objective of liquidity risk management is to:

1 ensure and maintain the ability to meet both current and future liabilities, taking into account the costs of raising liguidi

and return on equity;
1 prevent a crisis situation, and

1 identify the arrangements for overcoming a crisis when and if it occurs.

97
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Pekao has a centralized liquidity risk management system in place, which includes regular liquidity management and firkt leve
control exercised by responsible units, second level control exercised by a dedicated unit responsible for risk management and
independent audit.

Liquidity management in the Pekao Group is planned within the following time horizons:
1 intraday 8 applicable to intraday flows;

1 short-term dincluding a liquidity measurement system within a ongear horizon;

1 long-term 8 covering a period of more than one year.

Due to the specific nature of the liquidity risk management tools and techniques used, the Pekao Group maitageirrent and
medium-term liquidity together with shortterm liquidity.

Alior Bank

The liquidity risk management policy at Alior Bank consists in maintaining liquidity positions so that it is possible tefgati
payment obligations at all times usin¢ghe available cash in hand, proceeds from transactions with specified maturity dates or
through the sale of transferable assets, while minimizing the costs of maintaining liquidity.

Alior Bank manages its liquidity by using ratios and related limits of flollowing types of liquidity:

1 payment liquidity 8 capacity to finance assets and pay liabilities on a timely basis in the ordinary course of business or in
other foreseeable circumstances, without a need to incur loss. In payment liquidity managemengcigp emphasis is
placed on the analysis of immediate and current liquidity (up to 7 days

1 shortterm liquidity 3 ability to settle all the cash liabilities by the payment deadline falling within the period of 30
successive days;

medium-term liquidity 8 capacity to pay all liabilities with maturity dates from 1 to 12 months;

long-term liquidity 8 monitoring the capacity to pay all cash liabilities as they become due, in the period of more than 12
months.

Risk exposure

Carrying amount of debt instruments, by upto1l 182 233 334 435 Over

maturity, as at 31 December 2018 year years years years years 5years Total
Loan receivables from clients 53,823 18,022 13,307 14,537 12,512 69,859 182,054
Investment (deposijdebt instruments 16,429 8,028 11,300 15,09 9,231 35,544 95,625
Measured at amortized cost 9,485 2,497 2,717 5,005 5,540 19,990 45,234
Debt securities 3,629 2,253 2,663 3,803 4,411 17,893 34,652
Government securities 2,032 1,765 2,218 3,245 3,429 14,812 27,501
Other 1,597 488 445 558 982 3,081 7,151
Buy-sell-back transactions 3,278 - - - - - 3,278
Term deposits with credit institutions 2,532 170 54 - - 13 2,769
Loans 46 74 - 1,202 1,129 2,084 4,535
zﬂoﬁzfgﬁgn‘z\fla‘e’:r‘]’z;ﬂfghrough other 5,923 4,600 5,952 7,791 24711 1147 38215
Government securities 1,413 4,002 2,581 7,006 1,666 9,499 26,167
Other 4,510 598 3,371 785 805 1,979 12,048
Measured at fair value through profit or loss 1,021 931 2,631 2,295 1,220 4,078 12,176
Government securities 944 887 2,619 2,275 1,215 4,046 11,986
Other 77 44 12 20 5 32 190
Total 70,252 26,050 24,602 29,628 21,743 105,404 277,679

N
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Carrying amount of debt instruments, by uptol 182 283 384 435 Over
maturity, as at 31 December 2017 year years years years years 5 years Total
Loan receivables from clients 47,531 18,362 13,640 11,034 12,321 66,567] 169,457
Investment (deposiydebt instruments 24,465 9,336 8,330 9,583} 12,830 38,274 102,818
Held to maturity 229 1,350 1,087 1,243 4,604 12,724 21,237
Government securities 139 1,271 1,081 1,200) 4,600 12,715 21,006
Other 90 79 6 43 4 9 231
Available for sale 19,457 5,260 2,632 3,756 4,803 11,947 47,855
Government securities 6,269 5,010 2,519 3,424 4,571 11,854 33,649
Other 13,188 250 113 332 232 91 14,206
ypeoisz:gfritcgzﬁ:gﬁaC'ass'f'ed EE e 5% 272 771 1,554 444 1,640) 4,703
Government securities 20 272 770 1,549 417 1,636 4,664
Other 2 - 1 5 27 4 39
Held for trading 263 780 1,587 1,917 1,110 3,319 8,976
Government securities 240 764 1,482 1,903 1,094 3,216 8,699
Other 23 16 105 14 16 103 277
Loans 4,494 1,674 2,253 1,113 1,869 8,644 20,047
Debt securities 1,882 1,601 1,389 982 1,563 6,206 13,623
Government securities - 1 - - - - 1
Other 1,882 1,600 1,389 982 1,563 6,206 13,622
Other,including: 2,612 73 864 131 306 2,438 6,424
- buy-sell-back transactions 885 - - - - 885
- term deposits with credit institutions 1,625 23 76 110 - 7 1,841
-loans 102 50 788 21 306 2,431 3,698
Total 71,996 27,698 21,970 20,619 25,151 104,841 272,275
The following table presents future undiscounted cash flow from assets and liabilities as at 31 December 2018.
Liquidity risk Uptolyear| 92 293 394 495 Stol0 | Over Total
years years years years years 10 years
Assets 103,494 31,994 27,926 28,309 22,599 58,494 59,863 332,679
Cash and cash equivalents 13,195 142 103 85 74 274 3,258 17,131
Receivables 4,955 1,192 26 7 29 1 180 6,390
Loan receivables from clients 47,576 23,979 19,287 16,650 13,761 36,998 42,209 200,460
Debt securities 31,560 6,184 8,115 9,997 7,069 19,079 14,056 96,060
Loans 298 331 254 1,510 1,562 2,093 160 6,208
Buy-sell-back transactions 3,278 - - - - - - 3,278
Emssgsns with eredit 2,632 166 141 60 104 49 3,152
Liabilities (106,726) (13,218) (7,707) (4,824) (3,664)] (17,013 (117,603 (270,755)
Technical provisions (7,123 (1,806 (1,319 (1,082 (905 (2,509 (21,225 (35,956
Financial liabilities (95,013 (11,138 (6,379 (3,732 (2,740 (14,476 (95,724 (229,20)
Other liabilities (4,59) (274 (13 11 (19 (36 (659 (5,599
Gap (3,232) 18,776 20,219 23,485 18,935 41,481 (57,740 61,924
2@= >GDDGOAF? L9: D= HJ=K=FLK > ML-bahrce deeHidbHitiesIhy Edntrastual, tedn}s @
Off-balance sheet liabilities up to 1 month 1-3 3 months to 1 185 | over | Total
granted months year years 5 years
Financing 48,76 - - - - 48,769
Guarantees 7,702 - - - - 7,702
Total 56,471 - - - - 56,471

>DGOK
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7.5.4. Operational risk

Operational risk is the possibility of sufferingds resulting from improper or erroneous internal processes, human activities,
system failures or external events.

Operational risk management has the purpose of optimizing the level of operational risk and operating efficiency in the PZU
%J GMH A K ns@GIEadidgotd. ahréduction of losses and costs arising from such risks and ensuring adequate and effective
control mechanisms. Information on operational risk levels is regularly reported to relevant internal authorities.

Operational risk is identified ipparticular by:

1 accumulation and analysis of information on operational risk incidents;

1 selfassessment of operational risk;

1 scenario analyses.

Operational risk is assessed and measured by:

1 calculating the effects of the occurrence of operational risk inefs;

1 estimating the effects of possible occurrence of operational risk incidents.

Monitoring and control of operational risk is performed mainly through an established system of operational risk indicators
enabling assessment of changes in the level ofeagtional risk over time and assessment of factors that affect the level of this
risk in the business.

Reporting involves communicating the level of operational risk, the effects of monitoring and control to various deersiaking
levels. The frequency afach report and the scope of information provided therein are tailored to the information needs at each
decision-making level.

Management actions involving reactions to any identified and assessed operational risks involve, in particular:
1 taking actions amed at minimizing risks, for instance by strengthening the internal control system;
1 risk transferdin particular, by entering into insurance agreements;

1 risk avoidance by refraining from undertaking or withdrawing from a particular type of business sesavhere too high
alevel of operational risk is ascertained and where the costs involved in risk mitigation are unreasonable;

1 risk acceptanced approval of consequences of a possible realization of operational risk unless they threaten to exceed the
operational risk tolerance level.

7.5.5. Compliance risk

Compliance riskis the risk of legal sanctions, financial losses or loss of reputation or credibility arising from a failure of PZU
Group companies, their employees or entities acting on their behalf to compith the law, internal regulations or standards of
conduct, including ethical standards.

The demarcation of responsibilities with respect to systemic and ongoing compliance risk management is based on internal
regulations.

Systemic management entails in ptcular: developing solutions for implementing compliance risk management principles,
monitoring the compliance risk management process and promoting and monitoring compliance with internal regulations and
standards of conduct in respect to compliance.

Ongoing compliance risk management entails: identifying, assessing and measuring and adaptation to regulatory requirements.

7.5.6. Model risk

Model risk is the risk of incurring financial losses, incorrectly estimating data reported to the regulatory authorityingak
incorrect decision or losing reputation as a result of errors in the development, implementation or application of models.
In 2018, model risk was classified as material risk and the formal process of its identification and measurement was started.

100
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AtpresscLJ] L@= HJIG; =KK AK AEHD=E=FL=< 9L .83 9F< .83 | Q; A= 9Fc<
applied to this risk.

Model risk is very important for banking sector entities and therefore management of this risk has already been implechant

the course of adaptation to the requirements of Recommendation W issued by the KNF. Both banks have defined standards for

the model risk management process, including the rules for developing models and evaluating the quality of their operatibn an

have ensured appropriate corporate governance solutions.

8. Equity management

-F rr -:;LG:=J I'Pph .83 1MH=JIJNAKGJIQ G9J< 9<GHL=< 9 J
'rRre OB. GDA; QA

In accordance with the Policy, the PABroup endeavors to do the following:

KGDML AGF

T E9F9?= ; 9HAL9D =>>=; LAN=DQ : Q GHLAEARAF? L@= MK9?= G> ; 9HA

1 E9PAEAR= L@= J9L= G> J=LMJF GF =1 MALQ >GJ L@= H9J=FL ; GEI
secuity and retaining capital resources for strategic growth objectives through acquisitions;

f =FKMJ= KM>>A; A=FL >AF9F; A9D E=9FK LG ; GN=J L@= .83 %JGMHAK

The capital management policy rests on the following principles:

 thePZUGroupK ; 9HALO9D EQ9F9?=E = F)iscGnhducteddiMre fevelof PZP asth parent Sokgany9 D

T KMKL9AF L9J?=L KGDN=F; Q J9LAGK 9L L @= D:N:DSOI(kncyI)';PP()’ >GJ L@
1 E9AFL9AF L @= . 8laveragd GiM HtA levebna igheF thah 9.85;

1 ensure funds for growth and acquisitions in tteming years;

1 PZU will not issue any new shares for the duration of this Policy.

The PZU Group and PZU dividend policy assumes that:

1 the dividend amount proposd by the PZU Management Board for the financial year is determined on the basis of the PZU
%J GMHAK ; GFKGDA<9L=< >AF9F; A9D J=KMDL 9LLJA: ML9: D= LG L@=
- no more than 20% will be earmarked as retained earnings (supplementary capitalgoals associated with organic
growth and innovations as well as execution of growth initiatives;
- no less than 50% is subject to payment as an annual dividend;
- the remaining part will be paid in the form of annual dividend or will increase retained earsirfgupplementary
capital) if in the given year significant expenditures are incurred in connection with execution of the PZU Group
Strategy, including in particular, mergers and acquisitions;
subject to the items below;
f according to the PZU Management BeaA K HD9 FK 9 F < J-Ade3smenk 6f theKp@arbrivl company, the o>
funds of the parent company and the PZU Group following the declaration or payment of a dividend will remain at a level
that will ensure fulfillment of the conditions specifiedh the capital policy;
1 O@=F <=L=JEAFAF? L@= <ANA<=F< L@= J=?MD9LGJQ 9ML@GJALOQAK
consideration.

External capital requirements

According to the Insurance Activity Act, the calculation of the capital usgment is based on market, actuarial (insurange
counterparty insolvency, catastrophic and operational risks. Assets, liabilities and as a consequence own funds covering the
capital requirement are measured at fair value. The capital requirement is glated in accordance with the standard formula at

the level of the entire PZU Group.
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Pursuant to art. 412 section 1 of the Insurance Activity Act, the PZU Group is obligated to prepare and disclose an annual
solvency and financial condition report at thergup level drafted in accordance with the principles of Solvency Il. The 2017
report published on 14 June 2018 is available onlinehdtps://www.pzu.pl/relacje-inwestorskie/informacje-finansowe For the

2018 report, the publication deadline is no later than 22 weeks after the year end, i.e. in practice until 3 June 201%rRucsu

art. 290 section 1 of the Insurance Activity Act, a solvency and financial condition report afsamaince undertaking is audited

by an audit firm.

Irrespective of the foregoing, some PZU Group companies are required to comply with their own capital requirements imposed
by the relevant legal regulations.

2@= .83 %JGMHAK KGDN=F; QPApSUAGMIRAR@=¢pAF=L@E: =83 %JGMHAK
report, was 207.52%. In 2018, the solvency ratio (both standalone and consolidatgabrted to the KNF and not subject to
verification by an audit firm as at the end of each quartemained over the level of 200% (as at the end of Q3, the ratio for the
PZU Group was 244.73%As at the date of signing the consolidated financial statements, the calculation of the solvency ratio as

at 31 December 2018 has not yet been available.

Estimated data as at 31 December 2018, available as at the date of consolidated financial statements being signed and not
verified by an audit firm, show that the PZU Group fulfills the capital requirements imposed on it and holds a considerable
surplus of ownfunds over the capital requirement.

The maintained levels of solvency ratio comply with those assumed in the capital policy of the PZU Group.
9. Fair value

9.1 Description of valuation techniques

9.1.1.  Debt securities and loans

Fair values of debt securities are detained on the basis of quotations publicly available on an active market or valuations
published by an authorized information service, and if there are no such quotatiéngsing valuation models containing
references to published price quotations of thenderlying financial instruments, interest rates and stock exchange indices.

The PZU Group conducts an internal review of the valuations published by the authorized information service comparing them
to the valuations available from other sources based oatd which can be observed on the market.

The fair value of loanand debt securitiesfor which an active market does not exist is measured using the discounted cash flow
method. Discount rates are determined on the basis of the yield curve for governmentlb adjusted by the credit spread. It is
calculated as at the newest issue date based on the issue price and leads to parallel shifting of the yield curve for genernm
bonds by a fixed amount along its whole length or as the difference between the yiélguoted debt securitiesof issuers with
asimilar rating operating in similar industries and the yield of government bonds (German government bonds for bonds
denominated in EURmultiplied by a ratio determined as at the issue date, taking into accoussuerspecific risk in the
discount curve.

9.1.2.  Equity-based financial assets

Fair values of equittbased financial assets are determined on the basis of quotations publicly available on an active market.

Fair values of participation units and investment céitates of mutual funds are measured using the value of the participation
units and investment certificates published by the mutual fund companies. Such valuation reflects the PZU Group's share in ne
assets of these funds.
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9.1.3. Derivatives

For derivatives quted on an active market, the fair value is considered to be the closing price as at the balance sheet date.

The fair value of derivatives not quoted on an active market, including forward contracts and interest rate swaps is measured
using the discounted dture cash flow method. The rates from OIS curves (overnight indexed sjyapking into account the
currency of the security deposit provided for the instrument, are used to discount cash flows.

The fair value of options related to structured depositsiieeasured based on valuations provided by the issuers of such options,
taking into account a verification of these valuations performed by the PZU Group, based on its own valuation models.

9.1.4. Loan receivables from clients

In order to determine a change in ¢hfair value of receivables from clients (excluding current account overdrafte margins
earned on newly granted loans (in the month preceding the date as at which the consolidated financial statements are
prepared) are compared with the margins in theshole loan portfolio. If the margins earned on newly granted loans are higher
than the margins in the existing portfolio the fair value of the loan portfolio is lower than its carrying amount.

Loan receivables from clients are classified in full to levedf3he fair value hierarchy due to the use of a valuation model with
significant nonobservable input data, i.e. current margins generated on newly granted loans.

9.1.5. Property measured at fair value

Depending on the nature of the real property, its fair valisemeasured using the comparative method, the income method or
the residual method.

The comparative method is used for measuring free land for development and certain smaller and less valuable buildings (such
as residential units, garages, ejc.The conparative method assumes the determination of the fair value by reference to
observable market prices, taking into account weighting coefficients. Weighting coefficients include, for instance, factonsas

the passage of time and the trend of changes nmarket prices, the location, exposure, intended use in the zoning plan,
accessibility for transportation purposes and access roads, surface, neighborhood (including the proximity to attractivetshje
investment opportunities, physical conditions, formfaexercising control, etc.

The income method assumes estimation of the fair value of the real property based on the discounted value of cash flows. The
calculation takes into account such variables as the capitalization rate, the level of rents, the Hveperating expenses, the
provision for vacancy, losses resulting from rent free periods, rent arrears, etc. The values of the variables describedvabpv
depending on the nature and the intended use of the measured real property (office space, repaite, logistics and
warehousing spacg its modernity and location (access roads, distance from an urban center, accessibility, exposurgastc.

well as parameters specific to the relevant local market (such as capitalization rates, the level of opesating expenses, et.

The residual method is used to measure the market value if the real property is to be subjected to construction works.ifThe fa
value of such a real property is calculated as the difference in the value of the property aftecghstruction works and the
average value of the cost of these works, taking into account any gains earned in the market on similar properties.

Property measured at fair value is valuated by licensed appraisers. The acceptance of each such measurenditiagnally

Hl=; =<=< :Q 9 J=NA=0 ;GF<M; L=< :Q .83 %JIGMH ; GEH9FA=KA

inconsistencies. Any emerging doubts are clarified on an ongoing basis.

Investment property is measured in accordance with the follmg rules:

1 real properties held by mutual funds controlled by PZimeasured every 6 months on days ending each financial half
year and financial year;

1 investment properties held by PZU Group companigthe most valuable items are measured in the evesftascertainment
of a possible significant change in the value (usually on an annual haBisgardless of the value, each investment property
is measured not less frequently than once every 5 years;
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1 real properties held for salé& measured before the comencement of their active exposure to the market in accordance
with the requirements of IFRS 5.

9.1.6. Financial liabilities
9.1.6.1. Liabilities under deposits

Due to the fact that deposits are accepted under current operations on a daily basis, hence their terms atargorthe current
market terms for identical transactions, and the time to maturity for such loans is short, it is deemed that for liabitbiesients
with maturities up to 1 year the fair value does not significantly deviate from the carrying amount.

9.1.6.2. Liabilities on the issue of own debt securities and subordinated liabilities

The fair value of liabilities on the issue of own debt securities, including subordinated liabilities, is calculated asrdsenqt
value of expected payments based on the cunténterest rate curves and the current credit spread.

9.163. * A9: ADALA=K MF<=J AFN=KLE=FL ; GFLJY9; LK >GJ L @=

*A9: ADALA=K MF<=1] AFN=KLE=FL i GFLJ9; LK >GJ L @= : DA=FlAK
liabilities of the unitlinked fund associated with the relevant investment contract.

9.1.6.4. Liabilities to members of consolidated mutual funds

Liabilities to members in the consolidated mutual funds are measured at the fair value of assets of the relevant nfuhdhl
09; ; GIJ<AF? LG L@= K@9J=). AF L@= EMLM9D >MF<AK F=L 9KK=LK

9.1.6.5. Liabilities on borrowed securities
Liabilities on securities borrowed to make a short sale are measured at the fair value of borrowed securities.
9.2 Fair value hierarchy

On the basis of the inputlata for fair value measurement, the individual assets and liabilities for which fair value has been
presented have been classified to the following levels:

1 Level I3 assets and liabilities measured based on quoted prices (unadjustidm active marketsfor identical assets and
liabilities. This level includes:

- liquid quoted debt securities;
- shares and investment certificates quoted on exchanges;
- derivatives quoted on exchanges;

1 Level lI3assets and liabilities whose measurement is based on input datheo than quoted prices included within level I,
which can be observed on the market, either directly (as pricesindirectly (derived from priceps This level includes:

- quoted debt securities carried on the basis of the valuations published by an au#teat information service;
- derivativesd among others FX Swap, FX Forward, IRS, CIRS, FRA;

- participation units in mutual fund;
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investment properties or properties held for sale measured using the comparative method, including free land free

land for developnent and certain smaller and less valuable buildings (such as residential units, garages, etc.

includes:

GF

liabilities to members of consolidated mutual funds;
AFN=KLE=FL ;

LJ9; LK >GJ L@=

: DA=FLAK 9:; GMFL

9 F<

Level 1118 assets measured based on input data oipserved on the existing markets (unobservable input datd his level

unquoted debt securities and no#iquid quoted debt securities (including nostreasury debt securities issued by other

financial entities, local government and nofinancial entities), measured using models based on discounted cash

flows;

loan receivables from clients and liabilities to clients under deposits;

market to hedge embedded option positions.

investment properties or properties held for sale measured using the income method or the residual method;

options embeadded in certificates of deposit issued by PZU Group companies and options concluded in the interbank

In a situation in which the measurement of an asset or liability is based on input data classified in differesis of the fair value
hierarchy, the measured asset is assigned to the lowest level from which the input data are taken, provided that they have
asignificant impact on the overall measurement.

The value of the measurement of components of assets obiliies qualified in level Il is affected to significant extent by
unobservable input data.

Measured assets

Unobservable data

Description

Impact on
measurement

Loan receivables from
clients

Liabilities to clients
under deposits

Options embedded in
certificates of deposit
issued by PZU Group
companies and optiond
concluded in the
interbank market to
hedge embedded
option positions.

Liquidity margin and
current margin from
the sale of the
product group

Sales margin

Model parameters

Fair values are estimated using valuation techniques, with an assump
that when the loan is granted, the fair value is equal to the carrying amo
The fair value of loans without recognized impairment is equal to the sun
future expected cah flows discounted at the balance sheet date Iq
expected credit loss. The cash flow discounting rate is the appropriate-
free market rate plus the liquidity margin and current sales margin for

DGO9FAK HJIG<M; L ?2JGMHg 2 @uct g ghe I
maturity. For the purpose of estimating the fair value of foreign curre
loans, the liquidity margin for PLN loans is used, adjusted by quotations g
swap and basiswap transactions. The fair value of loans with recogni
impairment is equal to the sum of future expected salvage discounted ud
the effective interest rate, since the average expected recoveries fully re
the credit risk component. For loans that do not have a repayment sched
(current account loans, overdra#t and credit cardy the fair value is assumg
to be equal to the carrying amount.

Fair values are estimated using valuation techniques, with an assump
that when the deposit is ecepted, the fair value is equal to the carryiy
amount. The fair value of term deposits is equal to the sum of fut
expected cash flows discounted at the balance sheet date. The cash

discounting rate is the appropriate riskree market rate plus te current
sales margin. The margin is determined on the basis of deposits acceptd
the last quarter, by product group and by maturity. For shagrm deposits
(current deposits, overnight deposits and savings accountshe carrying
amount is taken asdir value.

Embedded instruments are plain vanilla options dnexotic options fo
individual shares, indices, commodities and other market indicato
including interest rate indices and exchange rates and their baskets.
separated options are offset on an ongoing basis on the interbank mar|
Currency options & measured based on the Garmdfohlhagen option
pricing model (and in the case of barrier and Asian options based on thg
called extended GarmatfiKohlhagen mode). Exotic options embedded i
deposit agreements and their offsets are measured using the kde@arlo
technique, assuming a geometric Brownian motion model for risk factors.

Negative
correlation.

Negative
correlation.
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Measured assets

Unobservable data

Description

Impact on
measurement

Nor+liquid bonds and
loans

Investment property
and propertyheld for
sale

Derivatives

Own issues and
subordinated loans
Equity instruments not

quoted on an active
market

Credit spreads

Capitalization ate

Construction costs

Monthly rental rate
per 1 ntof relevant
space or per parking
space

Model parameters

Issue spread above
the market curve

Spreads are observed on all bonds (their sejies loans of the same issuer
a similar issuer. These spreads are observed be tates of issue of ne
bond series, dates of conclusion of new loan agreements and dates of m4
transactions on the receivables following from such bonds and loans.

Capitalization rate is determined through analysis of rates of return obtair]
in transactions for similar properties.

Construction costs are determined based on market construction costs
costs incurred a at the date of measurement.

Rental rates are observed for similar properties of similar quality, in sim
locations and with a similar size of leased space.

Currency options are measured based on the Garméwhlhagen option|
pricing model (and in the case of barrier and Asian options based on thg
called extended GarmaiKohlhagen mode). Exotic options embeddedin
deposit agreements and their offsets are measured using the MeGtelo
technique, assuming a geometric Brownian motion model for risk factors.

If historical issue spread above thmarket curve is used, these issues 4§
classified at level Ill of the fair value hierarchy.

Quotations of financial services

Negative
correlation.

Negative
correlation.

Positive
correlation.

Posdtive
correlation.

Negative
correlation.



















































































































































































































































