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Key data

Group and Bank

HRK Mio

Profit or Loss statement

2017

Net interest income 480.5 443.8 442.4
Net fee and commission income 175.4 179.6 172.7
Other operating income 105.5 193.4 142.3
Operating expenses (491.0) (699.5) (642.4)
Operating result 270.4 117.3 115.0
Impairment losses (111.9) (106.3) (104.5)
Result on conversion of CHF loans (5.3) 68.9 69.0
Net profit for the year 229.7 59.6 59.2
Statement of Financial Position

Loans and receivables 10,401.4 12,341.2 12,656.9
Due to customers 15,657.2 15,498.5 15,514.7
Equity 2,861.0 2,589.0 2,581.8
Total assets 21,130.5 20,981.4 20,984.5
Risk-weighted assets 11,774.6 12,506.4 12,347.3
Key ratios

Cost/income ratio 64% 86% 85%
Net interest margin 2.3% 2.0% 2.0%
Bank-specific figures

Core Tier 1 ratio 20.1% 19.2% 19.5%
Total capital ratio 27.8% 29.4% 29.9%
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Letter from the CEO

Dear Customers, Partners, Employees and Shareholders

thinking back on the past year | found myself with a challenging, but fulfilling task of having to chose from a lot of
achievements and highlight those most important, as Addiko Bank d.d. in 2017 made notable progress and significant
steps forward in becoming an exceptionally good bank.

Back in 2016 when we underwent the rebranding process and made considerable adjustments in our corporate
strategy and business model | knew that we had started on a journey that will demand hard work, dedication,
perseverance, cultural change and more customer-centricity, and | believed that if we remain focused that all
stakeholders will see results and progress in many areas.

If 2016 was the year of the turnaround, 2017 was the year of a breakthrough for us. We recorded above benchmark
growth of new business in our key customer segments, retail and small and medium corporates; we significantly
improved our key financials and year-end profit through strong growth of top line revenues and further reduction of
the cost base; we further strengthened foundations for sustainable growth with a clean balance sheet, sustainable
self-funding capacity, a strong capital base and by posting industry top Capital Adequacy and non-performing loan
ratios; we started to take banking into the new era and to set the standards of tomorrow by introducing modern and
unique services that directly correspond with the customer needs.

Setting out on our journey we promised to deliver straightforward banking with tangible benefits for our customers,
and we for sure kept our promise. However, neither this, nor any of the mentioned achievements marks the end of
our transformative journey, and hence | guarantee that we will permanently continue to improve and to become
better in every aspect.

I’m honored to be leading Addiko Bank and | am very proud of the Addiko team. If in 2016 | ‘only’ believed, today I’m
convinced that we will continue to realize our potential, make steady and continuous progress, generate sustainable
and profitable business, develop a modern Bank, and before anything else create value for our shareholders,
customers, partners and employees.

Sincerely,

Mario Zizek™

)
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Management Report

for the year ended 31 December 2017

1. Overview of Addiko Bank

Addiko Bank d.d. (hereinafter referred to also as Addiko
Bank or the Bank) is owned by Addiko Bank AG, an
international financial group headquartered in Vienna,
Austria focusing on markets in the SEE region. Addiko
Group operates through six banks with its core business
in Croatia, Slovenia, Bosnia and Herzegovina, Serbia and
Montenegro and provides daily banking services for over
1 million clients.

Addiko Bank operates under this name since 11 July
2016 (following a successful rebranding of the Addiko
Group) and puts customers at the center of its strategy
by delivering core products and services relevant to the
customers.

The holding company Al Lake (Luxembourg) S.a r.l.
is the direct parent company of the Addiko Bank AG
and is indirectly owned by funds advised by Advent
International, a global private equity investor and the
European Bank for Reconstruction and Development
(EBRD).

2. General economic conditions in
2017

Croatian gross domestic product rose by around 3% in
2017, which is in line with consensus expectations
at the beginning of that year. Despite financial issues
related to a large Croatian retailer, the main drivers
behind such performance were: record tourism season,
stronger private consumption, robust EU trade partners’
demand and favorable funding conditions. That said,
private consumption rose by some 3.5% driven by the
tourist-related spending, strong wage growth, rising
employment, lower savings rates and citizens’ re-
leveraging.

Notwithstanding strong business optimism, higher
profits of firms, improved competitiveness and cheap
capital, investments were surprisingly on the downside,
reflected by halted capital expenditures by a large
Croatian retailer and with its economically intertwined
companies, accompanied by some EU funding under-
performance. Despite having a strong tourism season
and a higher import cover of merchandise, net trade
contributed negatively to the GDP growth against the
background of stronger import-intensive domestic
demand.

Moreover, Croatia ended 2017 with a small budgetary
surplus just above 0.5% of GDP due to cyclically stronger

- Annual Report 2017

tax revenue, a positive impact from the tax reform,
general spending restraint and capital expenditures
under-execution. Stronger HRK and faster nominal GDP
growth, combined with one of the strongest fiscal deficit
reductions in two years in the CESEE and interest bill
cuts have brought about further decline in public debt
to about 78% of GDP.

At the same time, bank lending has picked up with Retail
loans being the main driver as stronger labor market and
consumer sentiment have driven demand for cash loans,
while state-subsidized schemes propelled housing loans
in the second part of the year. Banks’ interest rate fell
sharply during 2017 with interest rates on both HRK and
FX-loans falling to record lows as a result of further ECB/
CNB easing and intensified bank competition.

Corporate lending had a mixed performance as the
uncertainty related to the failure of a large Croatian
retailer had reduced the appetite for borrowing.
Nevertheless, resurgent lending to SME segments was
driven by improving business optimism, all time record
low interest rates and EU funding.

3. Significant events in the financial
year 2017

3.1.Financial performance in brief

In line with expectations, in 2017 key revenue drivers
continued to perform, mainly driven by the ability to
generate stable loan portfolio income enhanced by
strong new disbursements with well targeted product mix
and continuous improvements in the customer deposits
structure and pricing. With the focus on changing the
loan portfolio mix towards unsecured lending and small/
medium corporates, the Bank in 2017 further increased
the share of higher margin products in its target
segment of Consumer Finance (36% of loan portfolio)
and Corporate/SME (18% of loan portfolio). The strategic
reduction in less profitable business segments such as
mortgages and public finance was continued.

Profit after tax improved to HRK 229.7 million (2016:
HRK 59.7 million) representing a significant 285% yoy
increase, and is a result of significant progress in the
restructuring of the Bank and the implemented new
strategy.

Net interest income improved by 8.3% to HRK 480.5
million (2016: HRK 443.8 million) with an improved NIM
at 2.3% (+25bp).



Net fee and commission income decreased by 2.3% to HRK
175.4 million (2016: HRK 179.6 million) as a consequence
of Addiko Invest divestment, while on the standalone
level the Bank improved its performance by 1.6% as a
result of product and customer focus and increased sales
performance.

This positive performance is driven by strong new
disbursement performance (+31.5% to 2016) and a
further shift in business mix towards the strategic target
segment of Consumer Finance resulting in HRK +2.3
billion cash loan balance in the loan portfolio (+192.0%
to 2016) with a stronger focus on the Corporate/SME
portfolio in the future.

On the liabilities’ side, the deposits remained the Bank’s
primary funding source at HRK 15,657 million (2016:
HRK 15,499 million) resulting in a strong funding base
and liquidity position with more than 73% of funding
provided by customer deposits, while at the same time
reducing overall pricing of deposits on average by 64bp
compared to 2016.

Total operating expenses which were further reduced
by HRK 208.54 million (-29.8% from 2016) were highly
influenced by one-off effects in 2016 out of which clean-
up of legal provisions and rebranding related expenses
had the most significant impact.

This development also reflects Bank’s strategy to focus
on the core business by leasing business wind-down
and Addiko Invest divestment, implementation of the
restructuring program, the new Target Operating Model
and further cost improvement initiatives.

With a strong capital base, an above average Capital
Adequacy Ratio and a high Total Capital Ratio of 27.8%
(2016: 29.9%), the Bank continues to rank at the very top
in terms of the best capitalized banks in Croatia, and,
by additionally improving its lending portfolio and asset
quality, the Bank has posted a very low and better-than-
average non-performing loan ratio of 8.2% (2016: 8.4%),
with coverage ratio of 61.6% (2016: 64.1%).

3.2.Addiko brand anniversary

In July 2017, the Addiko brand had its first anniversary.
The launch of the Addiko brand marked the start of the
business turnaround for the Bank, and the start of its
clear focus on strategic business segments, on raising
the efficiency of operations and reaffirming the Bank as a
strong, stable and system relevant institution in Croatia.
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3.3. Customer centricity driving the business

With Addiko Bank dedicated to delivering its
straightforward banking promise and providing its
customers with high quality service, several key
initiatives were introduced in 2017 with a goal of further
improving client experiences at every touch point.

The already implemented Sales Force Effectiveness
(SFE) program, launched in the Retail segment, has been
focusing on three products (cash loans, primary current
accounts and packages) and had an immediate positive
impact on branch performances and sales with the
increase evident in all targeted products.

The End-to-End (E2E) Corporate loan improvement
project also delivered tangible results with a significantly
faster loan approval process, while the launch of new
unprecedented packages for Retail and SME, review of
fee structures and advanced client advisory services
contributed to the delivery of the straightforward
banking and the new disbursements growth of 27% yoy.

By forming a special new Customer Experience
Committee the Bank additionally improved the customer-
bank relationship fostering at the same time customer
loyalty. The results of the customer-centric approach
and growing customer satisfaction were acknowledged
by the fact that Addiko Bank became the first ever bank
in Croatia to receive a Customer’s Friend Certificate
issued by an international certification association
following an in-depth analysis of the Bank’s reputation,
user experiences, communication and the trust factor.

3.4.Leading innovation with improved digital
capabilities

One of the big challenges the banking industry faces
is the rapid pace of change driven by technology
advancements and regulatory requirements. Systematic
digitalization is one of the Bank’s strategic focus
points. This is why Addiko Bank continuously invests
into enhancing its digital capabilities, in improving its
technological infrastructure and in development of
new digital platforms, thus ensuring greater customer
convenience, efficiency and operating excellence.

Addiko Bank continues to digitally transform itself and
is committed to make banking more convenient for its
customers by focusing on essentials, delivering efficiency
and communicating simply. For this reason, ‘Addiko Chat
Banking’ a unique Viber-based payments service was
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launched and Addiko Bank became the first commercial
bank in Croatia and one of the first in the world to enable
payment services using one of globally most popular
communication platforms. At the same time, ‘Addiko
Express’ digital branch was opened. Again Addiko Bank
is the only bank in the market to provide such service.
Mobile and Internet banking platforms were revamped
ensuring fast, convenient, modern and straightforward
banking service. In addition the digital SME Strategy will
be launched in 2018.

3.5.0rganizational structure supports growth

2017 was the first full year where the turnaround was
visible not only in the significant increase of business
volumes, which led to a strong increase of operating
profit, but also in the raised productivity and efficiency
levels. Such positive developments prove that the Bank
is well positioned to develop its business further in a
competitive market environment.

The implemented initiatives support the growth-based
business model and corporate strategic goals based on
the sustainable revenue growth, efficient End-to-End
processes and prudent standardized risk management,
all of which together embody Addiko Group’s ‘Six
Countries - One Winning Team’ approach.

Essential to the accomplishment of the goals is the
implementation of the Target Operating Model (TOM)
that streamlines processes and enables quality steering,
better cost management, improves the overall efficiency
across the organization ultimately ensuring a higher
level of service quality.
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3.6.Sale of non-core assets

In line with the strategy of focusing on its core banking
business the Bank successfully sold Addiko Invest d.d., and
the Bank’s Asset Management and Brokerage business, to
one of the leading independent investment companies in
the region. The Bank is fully committed to continue with
the exit strategy for leasing business (Hypo Alpe-Adria-
Leasing d.o.0. - u likvidaciji), following the successful
significant reduction of the finance and operating leasing
portfolio during 2017.

4. Financial development of the Bank

4.1.0verview

In the 2017 financial year, Addiko Bank continued with the
strong business development in core business segments
of Retail and SME, improving financial performance and
key business indicators, as well as the perception of the
Addiko brand within the target stakeholder groups.

At the same time, by strengthening the local funding
base and improving the quality of assets the Bank was
able to repay the refinancing lines to Addiko Group,
thereby further alleviating the risk on the balance sheet
and increasing profitability.

The 2017 results clearly reflect a positive change in the
business strategy, strong business development, prudent
risk management and achieved costs and process
optimization, backed by the sale of non-core banking
assets, which resulted with the Bank having strong
foundations for sustainable profitability growth over the
coming years.
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HRK Mio

Bank
2016

Group and Bank

Group

2017 2016

Net interest income 480.5 443.8 442.4
Net fee and commission income 175.4 179.6 172.7
Net trading gain 72.5 175.2 175.8
Net foreign exchange differences (19.8) (65.5) (67.2)
Other operating income 52.8 83.7 33.6
Operating income 761.4 816.8 757.3
Personnel expenses (228.1) (245.6) (234.9)
Depreciation (21.2) (76.0) (36.8)
Amortization (8.0) (11.0) (10.8)
Other operating expenses (233.7) (366.9) (359.9)
Operating expenses (491.0) (699.5) (642.4)
Impairment losses (111.9) (106.3) (104.5)
Result on conversion of CHF loans (5.3) 68.9 69.0
Profit before tax 153.2 79.9 79.4
Income tax 76.5 (20.3) (20.2)
Net profit for the year 229.7 59.6 59.2

Net interest income increased to HRK 480.5 million,
compared to HRK 443.8 million in 2016. This positive
development is supported by the strong growth in high
margin consumer loans as well as lower interest rates for
customer deposits, which is a consequence of the Bank’s
strategic repositioning. Compared to the prior-year
period, the underlying net interest margin increased
up to 2.3% (2016: 2.0%), reflecting the Bank’s dedicated
focus on risk-adjusted pricing and optimizing the liability
structure.

Net fee and commission income amounted to HRK 175.4
million (2016: HRK 179.6 million) which represents 2.3%
decrease on consolidated level as a direct consequence
of Addiko Invest divestment. On the standalone level
the Bank improved its performance by 1.6% mainly due
to higher income from the card business and payment
transactions, and supported by the initiatives launched
at the end of 2016 and strong new disbursements.

The other operating result (including trading and
financial, as well as other operating income) showed a
positive result of HRK 105.5 million (2016: HRK 193.4
million). Last year’s result was highly driven by positive
one-off effect i.e. the sale of equity instruments (Visa
shares) with a gain of HRK 64 million.

Operating expenses (staff, material and services, rent
and lease, marketing and other administrative expenses)
decreased from HRK 612.5 million in 2016 to HRK 461.8
million in 2017, with the result influenced by a number of
one-off effects out of which clean-up of legal provisions

and rebranding related expenses have had the most
significant impact.

Without these one-off effects Addiko Bank was able to
reduce operating expenses in the amount of HRK 12.7
million which is based on a disciplined and firm cost
management and implementation of the new Target
Operating Model (TOM), all with the goal of establishing
a lean, efficient, more agile and integrated organization.

Depreciation and amortization of fixed assets decreased
to HRK 29.2 million from HRK 87.0 million in the previous
year. This development reflects the Bank’s strategy to
focus on the core business by leasing business wind-
down, outsourcing of the ATM network and disposal of
other non-core assets in 2017. It was also positively
affected by impairments made in 2016.

The development of impairment or reversal of provisions
on loans and receivables from HRK 106.3 million in 2016
to HRK 111.9 million in 2017 included negative impact
of a large Croatian retailer going into default in the first
quarter of 2017 which was compensated by release of
risk provisions due to strong collection and recovery
activities as well as the sale of Retail non-performing
portfolios.

Taxes on income amounted to HRK 76.4 million
income (2016: HRK 20.3 million expense) as a result of
recognition of deferred tax assets on existing tax losses
carried forward starting from the year end 2017, based
on the successful turnaround process initiated by the
new business strategy.
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4.3. Analysis of statement of financial position

Assets

Cash and balances with Croatian National Bank

Financial assets at fair value through profit or loss, excluding
derivatives

Derivative financial assets

Placements with and loans to other banks

Loans and receivables

Available for sale financial assets

Assets acquired in lieu of uncollected receivables
Investment property

Property, plant and equipment

Intangible assets

Non-current assets and disposal groups classified as held for sale
Deferred tax assets

Current tax assets

Other assets

Total assets

Total assets of Addiko Bank increased by HRK 149.1
million (0.7%) to HRK 21,130.5 million (2016: HRK
20,981.4 million).

The cash and cash equivalents increased to HRK 4,817
million (2016: HRK 3,765 million) while available for sale
assets increased to HRK 4,837 million (2016: HRK 4,010
million) indicating a strong liquidity position of the Bank
that enables the future growth of Bank’s loan portfolio.

Net loans and receivables reduced to HRK 10,401
million (2016: HRK 12,341 million) due to the
successful implementation of new business strategy
and repositioning within the market, thus realizing
significant growth of new disbursements in strategic
business segments and products, while strategically
reducing the low profitable public finance portfolio. In
addition, the decrease was also driven by the sale of
non-performing Retail portfolios (ongoing asset quality
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HRK Mio
Group and Bank Group
2017 2016
4,817.0 3,765.0 3,765.0
33.4 32.2 32.2
7.0 0.6 0.6
472.9 112.5 112.5
10,401.4 12,341.2 12,656.9
4,836.6 4,009.6 4,009.6
10.4 10.4 10.4
6.4 8.9 8.9
203.9 242.2 242.2
48.0 35.2 35.2
115.0 325.7 8.1
112.3 40.0 45.1
0.7 0.3 0.3
65.5 57.6 57.5
21,130.5 20,981.4 20,984.5

improvement strategy) and a large Croatian retailer
going into default.

Tangible assets (including property plant and equipment
and repossessed assets) decreased by HRK 40.8 million
from HRK 261.5 million in 2016 to HRK 220.7 million in
2017. This decline is mainly due to the decision to focus
on the banking business and consequently the sale of
non-core assets, which triggered the reclassification of
certain assets to non-current assets and disposal groups
classified as held for sale.

Intangible assets increased to HRK 48.0 million (2016:
HRK 35.2 million) due to the introduction of new
e-banking applications.

Tax assets increased to HRK 113.0 million (2016: HRK 40.3
million), including the deferred tax assets recognized on
existing taxable losses.
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HRK Mio
Group and Bank
2017

Equity and liabilities
Due to other banks 517.7 718.1 718.1
Due to customers 15,657.2 15,498.5 15,514.7
Derivative financial liabilities 1.2 1.8 1.8
Provisions for liabilities and charges 174.1 218.2 218.3
Provision for losses on conversion of
CHF loans 6.8 14.9 14.9
Liabilities included in disposal groups classified as held for sale - 20.5 -
Other liabilities 118.9 123.7 123.8
Subordinated debt 1,793.6 1,803.9 1,803.9
Total liabilities 18,269.5 18,399.6 18,395.5
Share capital 2,558.9 4,993.0 4,993.0
Share premium - 59.8 59.8
Profit for the year 229.7 59.6 59.2
Retained earnings/(accumulated losses) 0.4 (2,682.5) (2,673.6)
Reserves 72.0 151.9 150.6
Total equity 2,861.0 2,581.8 2,589.0
Total liabilities and equity 21,130.5 20,981.4 20,984.5

On the Lliabilities’ side, the deposits to customers
remained very high at HRK 15,657 million (2016: HRK
15,499 million) resulting in a strong funding base and
liquidity position.

Provisions (non-loan portfolio related) decreased to
HRK 174.1 million (2016: HRK 218.2 million). Included
are provisions for passive legal cases, where a significant
clean-up had been achieved in 2017, with the total
amount of legal claims strongly decreased, and the
coverage was significantly improved. A further decrease
of provisions is foreseen for 2018 as settlements are
planned in the near future.

The development of equity from HRK 2,582 million in
2016 to HRK 2,861 million in 2017 is mainly the result
of profit after tax realized throughout 2017. In order
to strengthen the Bank’s financial position, simplified
share capital decrease had been carried out in 2017 for
coverage of losses from previous years which amounted
to HRK 2,617 million.

5. Analysis of non-financial key
performance indicators

5.1.Market and operations development

The year 2017 was marked by an overall positive financial

performance with total income of HRK 761.5 million
and strong increase of Net profit to HRK 229.7 million
(2016: HRK 59.7 million). As such the Bank is delivering
on the straightforward banking promise and successfully
reaffirming itself as a key Retail and SME bank.

The result was driven by the significant growth of new
disbursements in key business segments, 51% in Retail,
with above market average consumer lending growth
of 56% reaching HRK 1.1 billion. The SME segment, as
a result of its well diversified and granular portfolio,
recorded new disbursements growth of 27% as well.
An increase of net interest income and net commission
income, further reduction of the cost base and very
favorable risk costs that were part of improved risk
processes, also significantly contributed to the positive
year-end result.

The outlined developments reflect the Bank’s dedication
to: growing its market share in core Retail and SME
segments, digital transformation, high-quality asset
portfolio management, providing straightforward banking
services and ensuring greater customer experience while
at the same time increasing customer loyalty and new
business.

By raising its productivity and efficiency across
the organization and supported by effective cost
management, the operational cost base has already
been reduced significantly. The Bank will continue to
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simplify, automate and outsource non-core activities,
thus maximizing the performance of its new Target
Operating Model, putting itself in a favorable position
to develop its business further in 2018 and in years to
come.

5.1.1.Primary focus on Retail and SME with
strong foothold in Corporate

With a clear business strategy focused on a simpler
portfolio of essential products and an improved loan
book quality, the Bank has sound foundations for business
development. The new organization and segmentation
that were introduced and implemented both in Retail and
Corporate resulted in growth of key business segments
as well as in increased service quality and more efficient
operations.

In 2017, Retail Banking continued with its focus on
consumer lending and providing key core products, while
at the same time introducing new innovative digital
products and services. Time-to-market and time-to-client
were significantly improved, leading to significantly
higher volumes and more attractive margins, as well
as improved branch productivity. Through optimization
of key processes, the Bank dedicated more time and
resources to clients ensuring a high quality service.

In 2017 the Bank disbursed HRK 1,099 million of new
loans to Retail clients (51% yoy increase), opened 15,565
new current accounts (38% yoy increase), and new
40,325 current account packages (56% yoy increase),
issued 2,984 new credit cards (5% yoy increase) and
kept its deposits base stable, while adjusting the
pricing to market trends which led to a considerable
decrease of interest expenses. Stable growth of
sales and disbursements was a result of new client
acquisition, increase of products used by existing clients
and introduction of new straightforward products and
services that directly correspond with clients’ needs;
consumer, consolidation, car, standard mortgage and
refinancing loans, with the focus on consumer lending
generating a high 57% volume growth in non-purpose
loans, thus surpassing initial expectations.

The Small and Medium Enterprises (SME) segment
has in 2017 recorded a steady growth with new loan
disbursements up by more than 30%, accompanied
also with a 20% deposit volume increase, significantly
improved time-to-market and time-to-yes. SME will
continue to represent the primary focus for the Bank in
upcoming years, with Corporate Banking maintaining a
strong foothold in this highly competitive segment.
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The Bank intends to continue investing in its operations,
as well as in developing core but modern products and
services which directly serve everyday client needs. With
the support of committed owners, the main emphasis
will be put on fostering synergies and coordination
between the organizational units, on making strides
forward in terms of customer experience, digitalization,
and on increasing the functionality and optimizing the
processes which are essential must-haves for a modern
bank.

The focus in 2018 will be on serving the real economy,
growing the client base, increasing volumes, utilizing
cross-selling potential, achieving operating excellence
on all levels and generating long-term sustainable and
profitable business, with further diversification of the
Bank’s funding sources and continuation of the self-
funded strategy.

5.2.Human Resources management

The Human Resources strategy underpins the cultural
transformation of Addiko Bank. The Target Operating
Model enables employees at all levels to drive for results
via team work and cross-boundary collaboration. Building
standardized HR processes in performance, recruitment,
talent, learning and leadership development is needed
to ensure agility in employee attitudes and capabilities.
At the same time by defining clear roles, developing
simplified processes and leveraging shared capabilities
Addiko Group is building a platform for developing top
talent, and attracting specialists and high performers
to support the strategy of delivering straightforward
banking to our customers.

The performance and talent management frameworks
are key processes used to identify, develop, reward and
recognize high performance and talented employees.
The two processes along with the ‘Values and Behaviors’
initiative are aimed at fostering a culture change that
will enable the Bank’s journey to build a great place
to work, to become an employer of choice, to attract
talents and to offer opportunities for employees to
develop their careers.

In 2017, there were many areas of focus in Human
Resources, with new training programs piloted in order
to establish the base for development programs that
will support the development of specific capabilities.
Standardization of HR processes continued in the areas
of recruitment, onboarding and personnel cost reporting.
The ‘Values and Behaviors’ initiative was developed
with the help of the employees and for their benefit,



and was launched as part of the upcoming performance
cycle. The special ‘Nine Leadership Skills’ program
was internally developed and introduced, encouraging
leaders to demonstrate desired leadership behaviors
and skills that are important for high-performing matrix
organizations.

Several efficiency and rightsizing programs came to a
close in 2017. In December 2017 Addiko Bank had 1,034
FTEs.

In the upcoming period the focus will be on integrating
‘Values and Behaviors’ into daily activities, accelerating
the cultural transformation and ensuring process
effectiveness in the Target Operating Model. This will
require effective talent, leadership and development
metrics in place to ensure development of employees’
skills and realization of their potential.

5.3.Non-financial reporting

In line with the EU regulation Addiko Bank fully complies
with the Directive 2014/95/EU and the rules on disclosure
of non-financial and diversity information. The Bank
operates and manages social and environmental related
topics by continuously developing further its responsible
approach to business. Accordingly, the Bank’s non-
financial report includes policies it implemented
in relation to: environmental protection, social
responsibility and treatment of employees, respect for
human rights, anti-corruption and bribery and diversity.
The said non-financial report can be found as a part of
the consolidated Addiko Group Annual Report.

6. Internal control system for
accounting procedures

Addiko Bank has an Internal Control System (ICS)
for accounting procedures, in which appropriate
structures and processes are defined and implemented
throughout the organization. The management in each
organizational unit is responsible for implementing
Addiko Group-wide policies and procedures. Compliance
with Addiko Group policies is monitored as part of the
audits performed by internal auditors. The ICS, as part
of the Bank’s risk management system, has the following
general objectives:

= Safeguarding the business and risk strategies as well
as Bank’s policies;

= Effective and efficient use of all the resources in order
to achieve the targeted commercial success;

= Ensuring reliable financial reporting;
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= Supporting compliance with all relevant laws, rules
and regulations.
Particular objectives with regard to Addiko Bank’s
accounting procedures are that the ICS ensures that
all business transactions are recorded immediately,
correctly and in a uniform way for accounting purposes.

In addition, it should ensure that no errors or deliberate
actions (fraud) prevent facts from adequately reflecting
the company’s financial position and performance.

The Internal Control System itself is not a static system
but is continuously adapted to the changing environment.
The implementation of the Internal Control System
is fundamentally based on the integrity and ethical
behavior of the employees. The Management Board and
management team actively and consciously embrace
their role of leading by example.

7. Outlook

7.1. Macroeconomic outlook

The Bank sees 2018 GDP growth of 3.0% based on
persistent above-trend EU demand, solid consumption,
better investment outlook and newly found room for
fiscal easing after years of strong consolidation. Private
consumption is driven by new HRK 1.1 billion tax cuts,
generally faster wage growth due to labor shortage,
public wage and minimum wage hikes, bigger pensions,
foreign tourist receipts, job creation and foreign
remittances. The Bank also expects stronger investments
in response to rising firm’s profits, lower cost of funding
and faster pace of EU funding in support of re-leveraging,
price competitiveness gains amid parafiscal burden cuts,
and ample replacement capital expenditures needs.
While the risks to the baseline are balanced, faster
Euro interest rate repricing, idiosyncratic risks around a
large Croatian retailer, labor shortages (in tourism and
construction), significant corporate de-leveraging needs
and bank unfriendly policy-making, including a bigger
negative impact of consumer credit market regulation,
are the main risks. Upside potential stems from another
tourism record, stronger EU funding and FDIs, and are
accompanied with fiscal expansion.

The Croatian National Bank (CNB) continues pursuing
expansive monetary policy mainly through FX transactions
with banks and much less so via repo facility. Despite
the ECB’s quantitative easing tapering in 2018, the Bank
expects the CNB to keep record HRK excess liquidity in
its ongoing support to bank lending. Beyond creating
billions of HRK out of heavy tourism foreign currency
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supply, it’s expected that CNB enhances repo capacity
(size/maturity) as to anchor bank liquidity costs and
flatten the HRK yield curve.

In the environment of constantly growing excess
interbank liquidity and increased competition, banks
maintained their focus on lending activities in local
currency with roughly 83% of new disbursements being
in HRK. While mandatory reserve cuts also fit into early
EMU entry strategy, the CNB is increasingly aware the
(global) monetary arsenal has hit limits and should
therefore make liquidity provision conditional on real
demand, while insisting on firms’ investment intentions
since household loan market will be hit by party affected
by tighter regulation for debt capacity. With floating
retail interest rate, sensitivity under increased CNB’s
scrutiny and pent-up demand for HRK credit, stronger
shift to fixed rate HRK lending rests on ample long-term
HRK funding via long-term FX swaps, non-deliverable
forward instruments, longer repo or interest rate swaps.

From a risk perspective, stronger private-sector external
positions, steady FX outlook and low fiscal risk allow the
CNB'’s easing.

It is expected that, at the end of 2017 total assets of
the banking sector stayed largely unchanged compared
to 2016, around 112% of GDP. In 2018, the Bank expects
the overall lending activity to be positive on the back of
further economic recovery, better labor market outlook,
stronger household consumption and record low interest
rates, and this thanks to higher competitiveness among
banks and lower risk premium. The main downside
risks to the Bank’s forecast stem from the ongoing non-
performing loan (NPL) sales as banks continue to clean
balance sheets, given still high level of corporate NPLs
around 25%.

Given stronger nominal GDP growth, stronger HRK,
lower interest cost and consolidation of agencies holding
sovereign debt, Addiko Bank sees public debt cut to 73%
of GDP in 2018 and 71% in 2019, which together with
brighter reform prospects under EU’s stricter fiscal
surveillance is a credit positive development. Given
a track record of macro and fiscal over performance,

lower funding needs in 2018, stronger reform/structural
adjustment outlook and the overall risk profile under
the aforementioned EU’s stricter fiscal surveillance
and accelerated ERM Il bid process, as well as viable
restructuring of a large Croatian retailer, Addiko Bank
expects the main rating agencies to raise Croatia’s
sovereign credit ratings.

7.2.Addiko’s strategic goals for the upcoming
period

Addiko Bank delivered strong results in 2017 in all core
business areas, improving in the process the service
quality, End-to-End processes, efficiency and business
generation. As a result with a HRK 229.7 million profit
the Bank achieved the best year-end result in the past
five years and delivered on its straightforward banking
promise.

Having a clean portfolio, rich and stable funding and
an industry leading strong capital base, the Bank has
strong foundations to continue its business growth in
future years to come, which is supported by the positive
macroeconomic developments and outlook.

The Bank will continue with the implementation of its
strategy and targeted initiatives:

= Growing market share in core Retail and SME sectors
by focusing on selected profitable sectors such as
consumer finance;

= Efficiency optimization of Bank’s overall strong
funding structure, while focusing on strengthening of
the primary funds and term structure quality;

= Continued investment in innovation and
development of straightforward digital offerings;

= Further reduction of the NPL portfolio supported by
prudent risk management and strong collection and
work-out processes;

= Implementation of the Target Operating Model with
better cost management which improves overall
efficiency across the organization and ultimately
ensures a higher level of service quality.

the

Addiko Bank d.d. Zagreb

Jasna Sirola,
President of the Member of the
Management Board Management Board

-~ // .
[ / \ \
F

Mario Zizek,

m Annual Report 2017

Ivan Jandric,
Member of the
Management Board

N ,

Dubravko-Ante Mlikotic,
Member of the
Management Board

/7

//
%7’/%

Josko Mihic,
Advisor to the
Management Board



Addiko Bank

Addiko Bank d.d. Zagreb and subsidiaries
Responsibility for the Financial Statements

Responsibility for the Financial Statements

Pursuant to the Croatian Accounting Law in force, the
Management Board is responsible for ensuring that financial
statements are prepared for each financial year in accordance
with statutory accounting requirements for banks in Croatia
which give a true and fair view of the financial position and
results of the Addiko Bank d.d. Zagreb (‘the Bank’) and its
subsidiaries (together ‘the Group’) for the year.

The Management Board has a reasonable expectation that
the Bank and the Group have adequate resources to continue
in operational existence for the foreseeable future. For this
reason, the Management Board continues to adopt the going
concern basis in preparing the financial statements.

In preparing those financial statements, the responsibilities
of the Management Board include ensuring that:

= suitable accounting policies are selected and then
applied consistently;
= judgments and estimates are reasonable and prudent;
= applicable accounting standards are followed, and;
= the financial statements are prepared on the going
concern basis unless it is inappropriate to presume
that the Bank and the Group will continue in business.
The Management Board is responsible for keeping proper
accounting records, which disclose with reasonable accuracy
at any time the financial position of the Bank and the Group
and must also ensure that the financial statements comply
with the Croatian Accounting Law in force. The Management
Board is also responsible for safeguarding the assets of
the Bank and the Group and hence for taking reasonable
steps for the prevention and detection of fraud and other
irregularities.

These financial statements were authorized for issue by the Management Board on 27 February 2018 and were
signed on its behalf as follows:

Jasna Sirola,
Member of the
Management Board

Mario Zizek,
President of the
Management Board
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Ivan Jandric,
Member of the
Management Board

Dubravko-Ante Mlikotic,
Member of the
Management Board
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Josko Mihic,
Advisor to the
Management Board
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders of Addiko Bank d.d.

Report on the Audit of the Separate and Consolidated Financial Statements

Opinion

We have audited the separate and consolidated financial statements of Addiko Bank d.d. and its
subsidiaries (the Group), which comprise the separate and consolidated statement of financial
position as at 31 December 2017, separate and consolidated statement of profit or loss and the
separate and consolidated statement of other comprehensive income, the separate and
consolidated statement of changes in equity and the separate and consolidated statement of cash
flows for the year then ended, and notes to the separate and consolidated financial statements,
including a summary of significant accounting policies.

In our opinion, the accompanying separate and consolidated financial statements present fairly, in
all material respects, the separate and consolidated financial position of the Group as at 31
December 2017, and its separate and consolidated financial performance and its separate and
consolidated cash flows for the year then ended in accordance with statutory accounting
requirements for banks in Croatia.

Basis for Opinion

We conducted our audit in accordance with the Audit Act and International Standards on Auditing
(ISAs). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Separate and Consolidated Financial Statements section of our
report. We are independent of the Group in accordance with the International Ethics Standards
Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and we have
fulfilled our ethical responsibilities in accordance with the IESBA Code. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.

The company was registered at Zagreb Commercial Court: MBS 030022053; paid-in initial capital: Kn 44,900.00; Board Members: Branislav Vrtaénik, Eric Daniel Olcott,
Marina TonZeti¢, Juraj Moravek, Drazen Nimcevi¢ and John Jozef H. Ploem; Bank: Zagrebacka banka d.d., Trg bana Josipa Jeladi¢a 10, 10 000 Zagreb, bank account no.
2360000-1101896313; SWIFT Code: ZABAHR2X IBAN: HR2723600001101896313; Privredna banka Zagreb d.d., Radnitka cesta 50, 10 000 Zagreb, bank account no.
2340009-1110098294; SWIFT Code: PBZGHR2X IBAN: HR3823400091110098294; Raiffeisenbank Austria d.d., Petrinjska 59, 10 000 Zagreb, bank account no.
2484008-1100240905; SWIFT Code: RZBHHR2X IBAN: HR1024840081100240905.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and its network of member firms, each of which is a
legally separate and independent entity. Please see http://www.deloitte.com/hr/about for a detailed description of the legal structure of Deloitte Touche Tohmatsu Limited
and its member firms.
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INDEPENDENT AUDITOR’S REPORT (continued)

Report on the Audit of the Separate and Consolidated Financial Statements
(continued)

Key Audit Matters (continued)
Key Audit Matter Impairment losses on loans to customers

Refer to the Note 2 of the financial statements for the accounting policies and to Notes 12
and 18 to the separate and consolidated financial statements on pages 89 and 97
respectively.

Impairment losses on loans to customers was HRK 1,165 million as at 31 December 2017
that represented 5.5% of the total assets. Impairment losses on loans is considered to be |
the most significant matter as the assessment process is complex and requires a significant
Management judgment and use of subjective assumptions.

Recoverability of a loan depends on the credit risk related to that loan. When there is
objective evidence that a loan might not be recovered in full or in accordance with the
contractual terms, i.e. when there is significant doubt or evidence on breaches of interest
payments or repayment of principal, the credit risk and the valuation of that loan is
individually assessed to determine a specific provision. The Management applies judgement
in estimating the inputs it considers relevant for the purpose of calculating impairment
losses, which include, but are not limited to the financial position of the customer, the period
of realization and the value of the collateral as of the date of the projected realisation, the
expected cash flows as well as current local and global economic conditions. |

The Bank also recognizes a provision for possible latent losses not yet identified (collective |
provisions) at a level deemed appropriate and estimated by the Management taking into
account movements within the credit grades and historic loan loss rates.

How our audit addressed the key audit matter

The Bank recognizes both collective and specific impairment losses on loans to customers,
in accordance with the statutory accounting requirements for banks in Croatia and .Croatian |
National Bank’s Decision on the classification of placements and off-balance sheet liabilities
of credit institutions (Official Gazzette no. 41/14, 28/17) ("CNB’s Decision”).

Our audit procedures were focused on and included the following:
Specific Risk Provisions:

e During the audit we gained understanding of the Bank's provisioning process and
considered the adequacy of Bank's policies, procedures, employee's responsibilities
as well as the controls implemented by the Bank over the process so that we could
tailor our audit procedures to reflect the risks associated with the specific impairment
losses on loans to customers.

e Testing of the internal controls was performed over:
o Regular client rating process
o Monitoring processes

o Specific risk loan provision calculation review and approval of the impairment
evaluation results
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INDEPENDENT AUDITOR’S REPORT (continued)

Report on the Audit of the Separate and Consolidated Financial Statements
(continued)

Key Audit Matters (continued)

How our audit addressed the key audit matter (continued)

e When determining sample for our substantive procedures we analyzed the population
by using the data analytics tool in order to identify our focus areas. We have selected
a sample of loans considering, but not limited to, credit risk group and status of loans,
days past due and likelihood of default. For sampled loans we performed test of
details to assess:

o Loan classification and check if there are possible impairment indicators,
which would suggest that some performing loans should be designated as
non-performing and require specific provision in accordance with CNB
Decision and International Accounting Standard 39 - Financial Instruments:
Recognition and Measurement requirements;

o Specific provision calculation and Management’s assumptions on
recoverability of the carrying amount of the loans, value of collaterals and ‘
estimates of further loan repayment and recovery. We have also assessed
whether the assumptions for certain parameters like realization period,
effective interest rate used in the calculation of discounted cash flows,
haircuts and other are reasonable and in line with the CNB Decision.

Portfolio Risk Provisions:

e We gained understanding of the Bank's provisioning process, methodology and
parameters used in the calculation of collective impairment losses on loans in order
to evaluate overall adequacy of Portfolio Risk Provisions;

e We have checked completeness and accuracy of the breakdown of Portfolio Risk
Provisions;

e We have recalculated Management’s calculation to assess that the Bank maintained
a minimum of 0.80% of Portfolio Risk Provisions on total loan exposure for performing
loans (class A as per CNB'’s Decision).
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INDEPENDENT AUDITOR’S REPORT (continued)

Report on the Audit of the Separate and Consolidated Financial Statements
(continued)

Other Information

Management is responsible for the other information. The other information comprises the
information included in the Annual Report, but does not include the separate and consolidated
financial statements and our auditor’s report.

Our opinion on the separate and consolidated financial statements does not cover the other
information.

In connection with our audit of the separate and consolidated financial statements, our
responsibility is to read the other information and, in doing so, consider whether the other
information is materially inconsistent with the separate and consolidated financial statements
or our knowledge obtained in the audit or otherwise appears to be materially misstated. With
respect to the Management Report which is included in the Annual Report, we have also
performed the procedures prescribed by the Accounting Act. These procedures include
examination of whether the Management Report includes required disclosures as set out in the
Article 21 and 24 of the Accounting Act.

Based on the procedures performed during our audit, to the extent we are able to assess it, we
report that:

1) Information included in the other information is, in all material respects, consistent
with the attached separate and consolidated financial statements for the year,

2) Management Report for the year 2017 has been prepared, in all material respects, in
accordance with Articles 21 and 24 of the Accounting Act.

Based on the knowledge and understanding of the Group and its environment, which we gained
during our audit of the separate and consolidated financial statements, we have not identified
material misstatements in the other information. We have nothing to report in this respect.

Responsibilities of Management for the Separate and Consolidated Financial
Statements

Management is responsible for the preparation and fair presentation of the separate and
consolidated financial statements in accordance with statutory accounting requirements for
banks in Croatia and for such internal control as Management determines is necessary to enable
the preparation of separate and consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the separate and consolidated financial statements, Management is responsible
for assessing the Group’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting unless
Management either intends to liquidate the Bank and the Group or to cease operations, or has
no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting
process.
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INDEPENDENT AUDITOR’S REPORT (continued)

Report on the Audit of the Separate and Consolidated Financial Statements
(continued)

Auditor’'s Responsibilities for the Audit of the Separate and Consolidated Financial
Statements

Our objectives are to obtain reasonable assurance about whether the separate and consolidated
financial statements as a whole are free from material misstatement, whether due to fraud or
error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs will
always detect a material misstatement when it exists. Misstatements can arise from fraud or
error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these separate and
consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the separate and consolidated
financial statements, whether due to fraud or error, design and perform audit
procedures responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud
may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by Management.

e Conclude on the appropriateness of Management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Group’s
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditor’s report to the related disclosures in
the separate and consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor's report. However, future events or conditions
may cause the Bank and the Group to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

o Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Group to express an opinion on the
consolidated financial statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely responsible for our audit
opinion.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.
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INDEPENDENT AUDITOR'’S REPORT (continued)

Report on the Audit of the Separate and Consolidated Financial Statements
(continued)

Auditor’s Responsibilities for the Audit of the Separate and Consolidated Financial
Statements (continued)

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence,
and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those
matters that were of most significance in the audit of the financial statements of the current
period and are therefore the key audit matters. We describe these matters in our auditor’s
report unless law or regulation precludes public disclosure about the matter or when, in
extremely rare circumstances, we determine that a matter should not be communicated in our
report because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.

Report on Other Legal and Regulatory Requirements

Other reporting obligations as required by the Croatian National Bank

Pursuant to the Decision of the Croatian National Bank on the Form and Content of the Bank
Annual Financial Statements (Official Gazette No 62/08, hereinafter: “the Decision™) the Bank'’s
management has prepared the forms, as presented in the Appendix to these separate and
consolidated financial statements on pages 177 to 190, which comprise the separate and
consolidated balance sheet as at 31 December 2017, the separate and consolidated income
statement, the separate and consolidated statement of changes in equity and the separate and
consolidated statement of cash flow for the year then ended, together with reconciliation to the
separate and consolidated financial statements. These forms and the accompanying
reconciliation to the separate and consolidated financial information are the responsibility of the
Bank's Management and, do not represent components of the separate and consolidated
financial statements prepared in accordance with statutory accounting requirements for banks
in Croatia, which are set out on pages 28 to 176, but rather a requirement specified by the
Decision. The financial information provided in those forms has been derived from the separate
and consolidated financial statements.
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Report on Other Legal and Regulatory Requirements (continued)

Other reporting obligations as required by Regulation (EU) No. 537/2014 of the
European Parliament and the Council and the Audit Act

We were appointed as the statutory auditor of the Bank by the shareholder on General Assembly
Meeting held on 15 September 2017 to perform audit of accompanying separate and
consolidated financial statements. Our total uninterrupted engagement has lasted 4 years and
covers period 31 December 2014 to 31 December 2017.

We confirm that:

e our audit opinion on the separate and consolidated accompanying financial statements
is consistent with the additional report issued to the Audit Committee of the Bank on 7
March 2018 in accordance with the Article 11 of Regulation (EU) No. 537/2014 of the
European Parliament and the Council;

e no prohibited non-audit services referred to in the Article 5(1) of Regulation (EU) No.
537/2014 of the European Parliament and the Council were provided.

During the year, we have provided certain other services to the Bank in addition to the
statutory audit. The following audit and non-audit services have been provided for 2017:

e audit of IFRS and AI Lake Group reporting package,
o audit of regulatory financial statements for the purposes of CNB,

e IFRS 9 - Financial Instruments structured review and implementation review of
classification and measurement,

o statutory review and assessment of compliance of the general information technology
controls and

e other assurance services related to simplified share capital decrease.

Services provided during the year represent allowed audit and non-audit services in accordance
with the EU Regulation.
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Member of the Management Board Certified auditor
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7 March 2018
Radnicka cesta 80,
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Consolidated Statement of Profit or Loss

For the year ended 31 December 2017

Unaudited* Unaudited*

2017 2016 2017 2016
EUR’000 EUR ‘000 HRK ‘000 HRK ‘000
Interest and similar income 4 99,110 111,304 744,678 841,214
Interest expense and similar charges 5 (35,154) (52,583) (264,133) (397,411)
Net interest income 63,956 58,721 480,545 443,803
Fee and commission income 6 28,404 30,170 213,417 228,021
Fee and commission expense 7 (5,053) (6,405) (37,969) (48,410)
Net fee and commission income 23,351 23,765 175,448 179,611
Net trading gain 8 9,655 23,175 72,542 175,151
Net foreign exchange differences 9 (2,641) (8,662) (19,841) (65,463)
Other operating income 10 7,021 11,072 52,759 83,679
Total income 101,342 108,071 761,453 816,781
Personnel expenses 11 (30,353) (32,501) (228,064) (245,635)
Depreciation 22,23 (2,828) (10,055) (21,247) (75,995)
Amortization 24 (1,066) (1,451) (8,012) (10,971)
Impairment losses 12 (14,898) (14,069) (111,939) (106,334)
Result on conversion of CHF loans 18,29 (708) 9,125 (5,320) 68,962
Other operating expenses 13 (31,099) (48,546) (233,667) (366,890)
Total expenses (80,952) (97,497) (608,249) (736,863)
Profit before tax 20,390 10,574 153,204 79,918
Income tax 14 10,175 (2,684) 76,450 (20,287)
Net profit for the year 30,565 7,890 229,654 59,631
Attributable to:
Owners of the Group 30,565 7,890 229,654 59,631

* Consolidated Statement of Profit or Loss items reported in the audited financial statements, are translated into EUR using the middle
exchange rate of the Croatian National Bank as at 31 December of the respective year and are presented only for information and do not
represent a part of the audited financial statements (see Note 2 for the information on exchange rates used).

Notes on pages 37 to 131 form an integral part of these financial statements.
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Consolidated Statement of Other Comprehensive Income

For the year ended 31 December 2017

Unaudited* Unaudited*

2017 2016 2017 2016
EUR ‘000 EUR ‘000 HRK ‘000 HRK ‘000

Net profit for the year 30,565 7,890 229,654 59,631
Other comprehensive (loss)/income

Other comprehensive income/(loss) to be reclassified to profit or
loss in subsequent periods:

Net unrealized gain for the year from financial assets available 8,324 2,095 62,547 15,832

for sale

Recycled to profit or loss (1,336) (8,519) (10,035) (64,386)

Income tax (1,258) 1,312 (9,452) 9,917
Net other comprehensive income/(loss) to be reclassified to profit 5,730 (5,112) 43,060 (38,637)

or loss in subsequent periods:

Other comprehensive income/(loss) not to be reclassified to profit
or loss in subsequent periods:

Loss on revaluation of properties (181) (69) (1,358) (523)

Income tax 32 67 244 504
Net other comprehensive loss not to be reclassified to profit or (149) (2) (1,114) 19)
loss in subsequent periods:
Total net other comprehensive income/(loss) for the year 5,581 (5,114) 41,946 (38,656)
Total comprehensive income for the year 36,146 2,776 271,600 20,975
Attributable to:

Owners of the Group 36,146 2,776 271,600 20,975

* Consolidated Statement of Other Comprehensive Income items reported in the audited financial statements, are translated into EUR using
the middle exchange rate of the Croatian National Bank as at 31 December of the respective year and are presented only for information
and do not represent a part of the audited financial statements (see Note 2 for the information on exchange rates used).

Notes on pages 37 to 131 form an integral part of these financial statements.

Signed on behalf of Addiko Bank d.d. Zagreb on 27 February 2018

Mario Zizek, Jasna Sirola, Ilvan Jandric, Dubravko-Ante Mlikotic, Josko Mihic,
President of the Member of the Member of the Member of the Advisor to the
Management Board Management Board Management Board Management Board Management Board
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A
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Addiko Bank d.d. Zagreb and subsidiaries
Financial Statements

Consolidated Statement of Financial Position

As at 31 December 2017

Unaudited* Unaudited*

2017 2016 2017 2016
EUR ‘000 EUR ‘000 HRK ‘000 HRK ‘000
Assets

Cash and balances with Croatian National Bank 15 641,105 498,158 4,817,039 3,764,974
Financial assets at fair value through profit or loss, 16 4,451 4,255 33,447 32,157

excluding derivatives
Derivative financial assets 36 938 81 7,047 614
Placements with and loans to other banks 17 62,940 14,891 472,908 112,544
Loans and receivables 18 1,384,328 1,632,914 10,401,352 12,341,213
Available for sale financial assets 19 643,708 530,524 4,836,593 4,009,587
Assets acquired in lieu of uncollected receivables 20 1,380 1,380 10,369 10,428
Investment property 22 857 1,181 6,438 8,929
Property, plant and equipment 23 27,132 32,052 203,858 242,244
Intangible assets 24 6,392 4,659 48,026 35,213
Non-current assets and disposal groups classified as held 25 15,312 43,098 115,047 325,729

for sale

Deferred tax assets 14 14,952 5,289 112,347 39,975
Current tax assets 14 88 42 664 315
Other assets 21 8,699 7,606 65,364 57,484
Total assets 2,812,282 2,776,130 21,130,499 20,981,406

Notes on pages 37 to 131 form an integral part of these financial statements.

Annual Report 2017



Addiko Bank

Addiko Bank d.d. Zagreb and subsidiaries
Financial Statements

Consolidated Statement of Financial Position (continued)

As at 31 December 2017

Unaudited* Unaudited*

2017 2016 2017 2016
EUR ‘000 EUR ‘000 HRK ‘000 HRK ‘000

Liabilities

Due to other banks 26 68,898 95,016 517,674 718,109
Due to customers 27 2,083,829 2,050,663 15,657,157 15,498,471
Derivative financial liabilities 36 159 243 1,198 1,837
Provisions for liabilities and charges 28 23,173 28,873 174,112 218,214
Provision for losses on conversion of CHF loans 29 907 1,975 6,815 14,930
Liabilities included in disposal groups classified as held 25 - 2,709 - 20,473
for sale
Other liabilities 30 15,827 16,369 118,920 123,717
Subordinated debt 31 238,715 238,680 1,793,628 1,803,896
Total liabilities 2,431,508 2,434,528 18,269,504 18,399,647
Equity
Share capital 32 340,567 660,639 2,558,898 4,992,972
Share premium - 7,908 - 59,769
Profit for the year 30,565 7,890 229,654 59,631
Retained earnings/(accumulated losses) 57 (354,929) 427 (2,682,480)
Reserves 33 9,585 20,094 72,016 151,867
Total equity 380,774 341,602 2,860,995 2,581,759
Total liabilities and equity 2,812,282 2,776,130 21,130,499 20,981,406
Commitments and contingent liabilities 34 255,965 252,462 1,923,234 1,908,055

* Consolidated Statement of Financial Position items reported in the audited financial statements, are translated into EUR using the middle
exchange rate of the Croatian National Bank as at 31 December of the respective year and are presented only for information and do not
represent a part of the audited financial statements (see Note 2 for the information on exchange rates used).

Notes on pages 37 to 131 form an integral part of these financial statements.

Signed on behalf of Addiko Bank d.d. Zagreb on 27 February 2018

Mario Zizek, Jasna Sirola, Ivan Jandri¢, Dubravko-Ante Mlikoti¢, Josko Mihic,
President of the Member of the Member of the Member of the Advisor to the
Management Board Management Board Management Board Management Board Management Board
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Addiko Bank

Addiko Bank d.d. Zagreb and subsidiaries
Financial Statements

Consolidated Statement of Changes in Equity

For the year ended 31 December 2017

HRK’000
Legal and Accumulated
Share other Revaluation Fair value (losses)/
Share capital premium reserves reserve reserve profit
Balance at 4,992,972 59,769 126,851 16,390 47,082 (2,677,575) 2,565,489
1 January 2016
Profit for the year 59,631 59,631
Other comprehensive (loss) - - - (19) (38,637) - (38,656)
for the year, net of income
tax
Total comprehensive income - - - (19) (38,637) 59,631 20,975

for the year
Distribution of profit for the

year 2015:

Legal reserves - - 200 - - (200) -
Other changes - - - - (4,705) (4,705)
Balance at 4,992,972 59,769 127,051 16,371 8,445 (2,622,849) 2,581,759
31 December 2016
Profit for the year - - - - - 229,654 229,654
Other comprehensive income - - - (1,114) 43,060 - 41,946
for the year, net of income
tax
Total comprehensive income - - - (1,114) 43,060 229,654 271,600
for the year
Distribution of profit for the
year 2016:

Legal reserves - - 2,962 - - (2,962)

Cover of losses from prior (2,434,074) (59,769) (123,509) - - 2,617,352

years

Other changes - - (1,250) - - 8,886 7,636
Balance at 31 December 2,558,898 - 5,254 15,257 51,505 230,081 2,860,995
2017

Notes on pages 37 to 131 form an integral part of these financial statements.
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Addiko Bank

Addiko Bank d.d. Zagreb and subsidiaries
Financial Statements

Consolidated Statement of Cash Flows

For the year ended 31 December 2017

HRK’000
Note 2017 2016
Cash flow from operating activities:
Net profit for the year 229,654 59,631
Adjustments for:
Income tax recognized in statement of profit or loss (76,450) 20,287
Interest expense recognized in statement of profit or loss 264,133 396,638
Interest income recognized in statement of profit or loss (744,678) (841,214)
Depreciation and amortization 29,259 86,966
Gain on disposal of property, plant and equipment (27,724) (3,903)
Fair value adjustment of financial assets at fair value through profit or loss, (299) (764)
excluding derivatives
Fair value (gain)/loss from derivative financial instruments (5,712) 1,166
Net foreign exchange differences 17,730 67,152
Dividend income (9,978) (22)
Provisions for liabilities and charges 25,490 (1,447,628)
Impairment of assets 111,939 104,832
Operating cash flow before working capital movements (186,636) (1,556,859)
(Increase)/decrease in balances with Croatian National Bank (53,724) 536,049
Increase in placements with other banks (324) (35,776)
Decrease in loans and receivables 1,925,383 4,215,520
(Increase)/decrease in other assets (8,320) 132,024
Decrease in due to other banks (21,884) (2,021,587)
Decrease in term deposits (1,643,603) (1,758,249)
Increase in demand deposits 1,917,252 1,498,196
Decrease in provisions for liabilities and charges (57,426) -
Decrease in other liabilities (9,383) (105,142)
Interest paid (313,425) (424,838)
Interest received 755,530 861,540
Income taxes paid (535) (691)
Net cash from operating activities 2,302,905 1,340,187
Cash flows from investing activities:
Dividends received 9,978 22
Increase in financial assets at fair value through profit or loss (1,431) (22,577)
Increase in available for sale financial assets (904,348) (1,199,610)
Decrease in assets held for sale 25,293 -
Increase in assets acquired in lieu of uncollected receivables (506) -
(Increase)/decrease of property, plant and equipment and investment (11,728) 153,047
property
Increase of intangible assets (21,875) (14,794)
Net cash from investing activities (904,617) (1,083,912)
Cash flows from financing activities:
Decrease in subordinated debt (110) -
Decrease in borrowings (16,737) (470,668)
Net cash from financing activities (16,847) (470,668)
Increase in cash and cash equivalents 1,381,441 (214,393)
Cash and cash equivalents at the beginning of the year 2,573,189 2,823,363
Effects of exchange rate changes on the balance of cash held in foreign (34,234) (35,781)
currencies
Cash and cash equivalents at the end of the year 38 3,920,396 2,573,189

Notes on pages 37 to 131 form an integral part of these financial statements.
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Separate Statement of Profit or Loss

For the year ended 31 December 2017

Unaudited*

2017
EUR ‘000

Addiko Bank

Addiko Bank d.d. Zagreb and subsidiaries

Unaudited*
2016
EUR ‘000

Financial Statements

2017 2016
HRK ‘000 HRK ‘000

Interest and similar income 4 99,110 111,139 744,678 839,968
Interest expense and similar charges 5 (35,154) (52,601) (264,133) (397,550)
Net interest income 63,956 58,538 480,545 442,418
Fee and commission income 6 28,404 29,023 213,417 219,346
Fee and commission expense 7 (5,053) (6,176) (37,969) (46,676)
Net fee and commission income 23,351 22,847 175,448 172,670
Net trading gain 8 9,655 23,265 72,542 175,835
Net foreign exchange differences 9 (2,641) (8,885) (19,841) (67,152)
Other operating income 10 7,021 4,443 52,759 33,582
Total income 101,342 100,208 761,453 757,353
Personnel expenses 11 (30,353) (31,082) (228,064) (234,911)
Depreciation 22,23 (2,828) (4,873) (21,247) (36,830)
Amortization 24 (1,066) (1,431) (8,012) (10,812)
Impairment losses 12 (14,898) (13,830) (111,939) (104,524)
Result on conversion of CHF loans 18,29 (708) 9,125 (5,320) 68,962
Other operating expenses 13 (31,099) (47,613) (233,667) (359,853)
Total expenses (80,952) (89,704) (608,249) (677,968)
Profit before tax 20,390 10,504 153,204 79,385
Income tax 14 10,175 (2,668) 76,450 (20,166)
Net profit for the year 30,565 7,836 229,654 59,219

Notes on pages 37 to 131 form an integral part of these financial statements.
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Addiko Bank d.d. Zagreb and subsidiaries
Financial Statements

Separate Statement of Other Comprehensive Income

For the year ended 31 December 2017

Unaudited* Unaudited*

2017 2016 2017 2016
EUR ‘000 EUR ‘000 HRK ‘000 HRK ‘000

Net profit for the year 30,565 7,836 229,654 59,219
Other comprehensive income/(loss)

Other comprehensive income/(loss) to be reclassified to profit or loss
in subsequent periods:

Net unrealized gain for the year from financial assets available for 8,324 2,095 62,547 15,832

sale

Recycled to profit or loss (1,336) (8,519) (10,035) (64,386)

Income tax (1,258) 1,312 (9,452) 9,917
Net other comprehensive income/(loss) to be reclassified to profit 5,730 (5,112) 43,060 (38,637)

or loss in subsequent periods:

Other comprehensive income/(loss) not to be reclassified to profit or
loss in subsequent periods:

Loss on revaluation of properties (181) (69) (1,358) (523)
Income tax 32 67 244 504
Net other comprehensive loss not to be reclassified to profit or (149) (2) (1,114) 19)
loss in subsequent periods:
Total net other comprehensive income/(loss) for the year 5,581 (5,114) 41,946 (38,656)
Total comprehensive profit for the year 36,146 2,722 271,600 20,563

* Statement of Other Comprehensive Income items reported in the audited financial statements are translated into EUR using the middle
exchange rate of the Croatian National Bank as at 31 December of the respective year and are presented only for information and do not
represent a part of the audited financial statements (see Note 2 for the information on exchange rates used).

Notes on pages 37 to 131 form an integral part of these financial statements.

Signed on behalf of Addiko Bank d.d. Zagreb on 27 February 2018:

Mario Zizek, Jasna Sirola, Ivan Jandric, Dubravko-Ante Mlikotic, Josko Mihic,
President of the Member of the Member of the Member of the Advisor to the
Management Board Management Board Management Board Management Board Management Board
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Addiko Bank

Addiko Bank d.d. Zagreb and subsidiaries
Financial Statements

Separate Statement of Financial Position

As at 31 December 2017

Unaudited* Unaudited*

2017 2016 2017 2016
EUR ‘000 EUR ‘000 HRK ‘000 HRK ‘000
Assets

Cash and balances with Croatian National Bank 15 641,105 498,158 4,817,039 3,764,974
Financial assets at fair value through profit or loss, 16 4,451 4,255 33,447 32,157

excluding derivatives
Derivative financial assets 36 938 81 7,047 614
Placements with and loans to other banks 17 62,940 14,891 472,908 112,544
Loans and receivables 18 1,384,328 1,674,678 10,401,352 12,656,860
Available for sale financial assets 19 643,708 530,524 4,836,593 4,009,587
Assets acquired in lieu of uncollected receivables 20 1,380 1,380 10,369 10,428
Investment property 22 857 1,181 6,438 8,929
Property, plant and equipment 23 27,132 32,052 203,858 242,244
Intangible assets 24 6,392 4,659 48,026 35,213
Non-current assets and disposal groups classified as held 25 15,312 1,067 115,047 8,063

for sale

Deferred tax assets 14 14,952 5,968 112,347 45,105
Current tax assets 14 88 42 664 315
Other assets 21 8,699 7,606 65,364 57,484
Total assets 2,812,282 2,776,542 21,130,499 20,984,517

Notes on pages 37 to 131 form an integral part of these financial statements.
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Addiko Bank d.d. Zagreb and subsidiaries
Financial Statements

Separate Statement of Financial Position (continued)

As at 31 December 2017

Unaudited* Unaudited*

2017 2016 2017 2016
EUR ‘000 EUR ‘000 HRK ‘000 HRK ‘000

Liabilities

Due to other banks 26 68,898 95,016 517,674 718,109
Due to customers 27 2,083,829 2,052,815 15,657,157 15,514,731
Derivative financial liabilities 36 159 243 1,198 1,837
Provisions for liabilities and charges 28 23,173 28,878 174,112 218,255
Provision for losses on conversion of CHF loans 29 907 1,975 6,815 14,930
Other liabilities 30 15,827 16,379 118,920 123,791
Subordinated debt 31 238,715 238,680 1,793,628 1,803,896
Total liabilities 2,431,508 2,433,986 18,269,504 18,395,549
Equity

Share capital 32 340,567 660,639 2,558,898 4,992,972
Share premium - 7,908 - 59,769
Profit for the year 30,565 7,836 229,654 59,219
Retained earnings/(accumulated losses) 57 (353,756) 427 (2,673,609)
Reserves 33 9,585 19,929 72,016 150,617
Total equity 380,774 342,556 2,860,995 2,588,968
Total liabilities and equity 2,812,282 2,776,542 21,130,499 20,984,517
Commitments and contingent liabilities 34 255,965 253,129 1,923,234 1,913,096

* Statement of Financial Position items reported in the audited financial statements are translated into EUR using the middle exchange
rate of the Croatian National Bank as at 31 December of the respective year and are presented only for information and do not represent
a part of the audited financial statements (see Note 2 for the information on exchange rates used).

Notes on pages 37 to 131 form an integral part of these financial statements.

Signed on behalf of Addiko Bank d.d. Zagreb on 27 February 2018

Mario Zizek, Jasna Sirola, Ivan Jandric, Dubravko-Ante Mlikotic, Josko Mihic,
President of the Member of the Member of the Member of the Advisor to the
Management Board Management Board Management Board Management Board Management Board
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Addiko Bank d.d. Zagreb and subsidiaries
Financial Statements

Separate Statement of Changes in Equity

For the year ended 31 December 2017

HRK’000
Legal and Accumulated
Share other  Revaluation Fair value (losses)/
Share capital premium reserves reserve reserve profit
Balance at 4,992,972 59,769 125,801 16,390 47,082 (2,673,995) 2,568,019
1 January 2016
Profit for the year - - - - - 59,219 59,219
Other comprehensive - - - (19) (38,637) - (38,656)

income/(loss) for the year,