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Message from the Chairman and CEO

DEAR SHAREHOLDERS,

If I had to sum up the past 12-month period in a single sentence,
I'd simply say that the OTP Group has closed a successful year!
During a time that brought many unexpected developments,

OTP Bank, thanks to its excellent fundamentals forged through our
exerted efforts, regained its place among Europe’s most profitable
and most stable banks by the end of 2016. For the first time in
many years, we no longer had to devote most of our energies to
salvaging situations caused by the deteriorating macroeconomic
environment or unexpected regulatory changes and geopolitical
developments, but we were once again able to concentrate on
developing our business operations, and on continuous innovation,

while also implementing and announcing successful acquisitions.

The quality of the macroeconomic environ-
ment fundamentally determines the conduct,
activity and performance of participants in
the economy. This is especially true of the
financial intermediation system, where the
conduct of the banks and their customers is
far more profoundly affected by their negative
experiences of recent years, the massive
losses and the regulatory changes already
implemented, and those that are expected, than
by the essentially optimistic analysts’ forecasts
regarding the years ahead.

I'm pleased to report that after several years
of continuous decline, in 2016 we were once
more able to register substantive growth

in the performing loan portfolios, and | see

a good chance of this trend continuing, and
indeed strengthening, in the course of 2017.
Furthermore, this forecast doesn't relate to
only a few of our markets: we expect to see
positive GDP growth in every country where
members of our group are located in 2017,
and growth in business volumes is a realistic
expectation. Another defining factor in terms
of the Bank Group's performance in 2016,
and the substantial y-o-y improvement

in after tax profit, was that our Russian and
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Ukrainian subsidiary banks returned to profit
sooner and more markedly than expected.

It was also mainly due to the excellent after tax
profit in these two markets that, in contrast to
2015 when the foreign subsidiaries negatively
impacted the consolidated profit by 3%, in
2016 they contributed 38% to the Bank Group's
after tax profit; and as a result of the successful
Croatian acquisition announced at the end

of last year, as well as our other planned
transactions, this proportion is set to increase
going forward, to approach a figure of 50%.

An important lesson of the crisis was that,
after the state's necessary intervention and
the temporary tightening of the rules, there is
now a need for compromise and cooperation
between the participants in the economy, and
a restoration of trust. We're happy to note that
the favourable developments in the Hungarian
macroeconomic environment — such as the
improving growth prospects, the restoration

of balance that we've been seeing for several
years now, the successes achieved in terms

of debt management, the unemployment rate
of around 4%, the burgeoning consumption
due to the growth in real wages, and the

reinstatement of the country’s investment-



grade credit rating — have created opportunities
to introduce new measures, or fine-tune
existing policy tools (reduction of the VAT rate
on new homes, family housing allowance,
extension of the deadline for submitting
applications in the Funding for Growth Scheme,
reduction of the bank tax by more than half),
which have considerably improved the stability
of the banking system. OTP Bank played an
active part in these programmes and made full
use of the favourable opportunities that they
presented, and consequently the bank's market
position has improved in virtually all the key
product categories.

And such measures are certainly needed, as
despite the improvement in business activity,
the environment of low interest rates and

the narrowing of margins due to intensifying
competition will have a seriously negative
impact on revenues. Meanwhile, raising
efficiency presents the management with
another set of challenges, as the upturn in
business activity, overall, brings additional
expenses; the development and roll-out of

new digital technology also raises cost levels
initially, and we shouldn't disregard the wage
inflation resulting from the increasingly serious
problem of labour shortage either.

In my assessment of the year before last | said
that: 2015 was a tough period, but one that
brought countless useful lessons. | hope that
2016 marks the beginning of a new period,
founded on a return to balanced growth and

stable operation.

Overview of financial performance
in the year 2016

The price of OTP stock rose by 40% in 2016,
closing the year at HUF 8,400. Although

there were certainly also technical factors

that assisted in this excellent performance,

| believe that the improvement in the share
price is essentially due to the considerable
improvement in fundamental performance.
The bank’s valuation is excellent not only in
regional, but also in pan-European comparison;

OTP Bank is one of the few players whose stock

price is significantly above the pre-crisis level,
with our capitalisation approaching EUR 8 billion
as at the start of March 2017.

In 2016 the Bank Group realised an accounting
profit of HUF 202.5 billion, the third highest
such figure in the history of the Company.

The 220% y-o-y improvement was chiefly
attributable to the higher adjusted profit and
the substantial decrease in adjustment items.
In the case of the latter, the balance of these
items was HUF 1.3 billion (2015: HUF =57 billion),
and within this figure the Hungarian bank tax
decreased substantially, by more than half,
while the one-off negative items related to the
conversion of CHF loans at the Croatian and
Romanian subsidiary banks, which generated
considerable risk costs in 2015, were no longer
present. Meanwhile the proceeds from the

sale of the shareholding in VISA Europe, which
affected several group members, compensated
for the negative impact of various tax-related
changes. In 2016 the accounting profit was
approximately the same as the adjusted

after tax profit.

The Bank Group's annual adjusted after tax
profit was HUF 201.2 billion (+67% y-o-y).

In terms of the geographic distribution of the
contributions to profit, the Eastern European
operations realised a minimal y-o-y drop

in after tax profit (2015: HUF 188.4 billion,
2016: HUF 181.6 billion), with the substantial
change occurring in the performance of the
Russian and Ukrainian subsidiaries: in contrast
to the HUF 60.3 billion loss of one year
previously, the two subsidiary banks achieved
an after tax profit of almost HUF 25 billion.

As regards individual performances, OTP Core
achieved roughly the same profit as in 2015
(HUF 122.2 billion), while in Bulgaria DSK Bank
solidly maintains its second place within the
Group (HUF 47.4 billion) in spite of a decline

in profit. The performance of the Croatian
subsidiary bank (HUF 3.8 billion) improved
considerably, as did that of the group-member
leasing companies (HUF 4 billion) and OTP Fund
Management (HUF 6.7 billion), while the profit
of the Romanian operation also improved
modestly (HUF 1.7 billion). The Russian
subsidiary bank contributed HUF 20.5 billion,
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and the Ukrainian bank HUF 10.2 billion to the
consolidated profit, while our Russian online
bank, Touch Bank, remained loss-making

(HUF =5.9 billion) in 2016. Our two smaller
operations, the Slovak and Montenegrin
subsidiary banks, became loss-making due to
higher risk provisioning in the last quarter.
Based on all these results, the Bank Group's
accounting ROE was 15.3%, while the adjusted
ROE was 15.2% Just as a reminder:

the 2015 annual General Meeting set the target
of an ROE in excess of 15% for 2017, which we
have achieved one year earlier than planned,
accompanied by a significant improvement

in capital adequacy. If we were to base our
calculation on the 12.5% CET1 ratio, which

has also been expressed as a target by the
management, then the Bank Group's ROE
would be 17.9%.

Turning our attention to the internal

structure of the pre-tax consolidated profit,

the HUF 736 billion in annual consolidated
revenue excluding one-off items represents

a 2% decrease. Within this figure, net interest
income fell by 6%, which was clearly due to the
erosion of the net interest margin as a result
of the continuous decline in the general level of
interest rates, as the performing loan portfolios
actually grew y-o-y. The consolidated annual
net interest margin (4.74%) fell short of the
base period by 37 basis points. Fortunately,
however, the improvement in business activity
was accompanied by an increase in net fee and
commission income (+5% y-o-y), which partly
made up for the lower net interest income.

The 2% increase in consolidated operating costs
can be regarded as a favourable result amid
the strong wage inflation experienced in most
markets, and alongside the HUF 3 billion y-o-y
increase in contributions payable to the various
regulatory authorities.

The factor with the most influence on the
annual profit growth was the substantial drop
in risk costs. In contrast to the HUF 221 billion
amount of 2015, in 2016 the total risk cost
declined to HUF 93 billion.

In line with the management'’s preliminary
expectations, the quality of the loan portfolios

developed favourably throughout the year:
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the growth in DPD?0+ loans in 2016 was

HUF 82 billion (FX-adjusted and stripped

of the impact of disposals and write-downs).
The y-o0-y improvement was observed at
virtually all the group members, and was at its
most pronounced in the case of the Russian
subsidiary. The consolidated DPD90+ rate
decreased by a substantial 2.3 percentage
points to 14.7%, while overall provision
coverage rose to 96.8% at the end of 2016.

In parallel with this, the credit-risk cost ratio
dropped to 1.13%, the lowest it has been since
the crisis.

The consolidated, FX-adjusted gross loan port-
folio grew by 3% over the course of the year.
Due to the substantial loan write-downs and
disposals that took place in the reporting period,
a more realistic picture of the actual trends
can be given by describing the performing
(DPD0-90) loan portfolio; according to this,

the portfolios grew by 6% at annual level,

and 4% quarter-on-quarter. The portfolio growth
can mainly be attributed to the excellent rate

of expansion in the corporate portfolio:

the large corporate portfolios grew by 12%,
and the micro and small business segment

by 13%; the Hungarian, Bulgarian, Ukrainian
and Serbian portfolio growth was outstanding.
Furthermore, the consolidated consumer

loan portfolios also expanded by 2%, and in
this respect it was the Ukrainian and Serbian
subsidiaries, as well as the Slovak bank, that
showed the strongest performance, although
given its size the Hungarian portfolio’s 4%
expansion is also exceptional. The 5% growth
seen in the portfolio of mortgage loans is
distorted by the fact that AXA Bank's Hungarian
portfolio of mortgage loans has also been stated
in OTP Core's books since November 2016.
Without this, the portfolios would have
decreased by 3% y-o-y, which partly reflects
the still high rate of amortisation of the existing
portfolio, and the negative impacts of the
programmes for the conversion of Croatian and
Romanian CHF loans.

With regard to the individual performances,

in the case of OTP Core the exchange rate-
adjusted performing loan portfolio expanded

by 12% y-o-y, with exceptional growth seen



in large corporate, as well as micro and small
business performing loans, at 15% and 11%
respectively. The consumer loan portfolios
grew by 4%, and mortgage loans by 12%,
although without the AXA portfolio there would
have been a 3% reduction in these, which is
mainly attributable to the decrease seen in

the first half-year; in the second half of 2016
the portfolio would have remained stable even
without AXA. As regards the subsidiary banks,
the 15% corporate portfolio growth achieved
by the Bulgarian DSK Bank was outstanding.
In a welcome development, at the Russian
subsidiary bank, owing to the seasonally strong
fourth-quarter growth in consumer durable

loan disbursements, the portfolio decline

experienced in recent years has ceased; indeed,

the portfolio grew by 1% overall, and a similarly
favourable change was also seen in Ukraine.
After the dynamic growth of previous years, the
FX-adjusted consolidated volume of deposits
grew again in 2016 (+6% y-o-y). With this, the
Group's net loan-to-deposit ratio (66%) declined
slightly over the past year. On 31 December
2016 the Bank Group's gross liquidity reserve
amounted to the equivalent of EUR 8.1 billion.
The OTP Group's IFRS consolidated Common
Equity Tier 1 (CET1) ratio was 13.5% at the end
of 2016 (+0.3 pp y-o0-y). The regulatory capital
does not contain either the positive annual net
profit (which can only be included in the audited
profit figure), or the deduction due to the
accrual of dividends. Taking these into account
the CET1 ratio would be 15.8%.

Individual performances of banks
in the group

OTP Core (the Group's Hungarian core
operation) achieved a HUF 122.2 billion

after tax profit excluding adjustment items in
2016 (-1% y-o0-y). The lower annual adjusted
profit is attributable primarily to the 6%
decrease in net interest income and the 7%
increase in operating costs. The 16%

y-0-y drop in operating profit was offset

by the marked improvement in the total risk
cost line: in contrast to the HUF 25.6 billion

in risk provisions set aside in 2015, in the year
2016 some HUF 6.1 billion was released, and
within this figure HUF 14 billion was released
on the credit risk cost line.

The 25 basis-point drop in the annual interest
margin (3.36%) was primarily due to the
environment of low domestic interest rates, and
the increased weight, within the loan portfolio,
of the lower-margin corporate volumes.

The change in portfolio quality shows a
favourable tendency: the FX-adjusted DPD90+
portfolio, stripped of disposals and write-downs,
grew by HUF 12 billion in 2016, but this is
almost entirely related to the AXA portfolio that
was taken over in November. The provisions
coverage for loans more than 90 days past

due was 82.7%; the DPD90+ ratio declined by
2.3 percentage points due to write-downs and
disposals, dropping below the 10% level (9.8%)
for the first time since 2010.

The FX-adjusted performing loan portfolio
grew by 12% at annual level (without the

AXA portfolio: +5% y-o-y), with strong growth
shown mainly by the corporate portfolios, while
consumer loans grew by 4%. New mortgage
loan placements developed favourably again

in 2016 (+40% y-o-y). The bank retained, and
indeed improved on its already excellent market
position with regard to new contract volumes:
at annual level it secured a 29.1% share of the
market. OTP Bank also played a key role in the
disbursement of subsidised housing loans, with
some 75% of applications submitted at sector-
level landing at the Bank. OTP is also market
leader in the area of direct state subsidies
('CSOK' family housing allowance), with every
other CSOK application approved by OTP.

Some 67% of the CSOK applications submitted
to OTP in 2016 were linked to a bank loan
application.

The FX-adjusted deposit volume, together

with retail bonds, grew by 8% at both annual
and quarterly level. The year-end volume

of the deposits taken over from AXA was
approximately HUF 60 billion. The net
loan/deposit ratio increased minimally (49%,
+1 pp y-o0-y, FX-adjusted).

The Hungarian Merkantil Bank and Car
realised a HUF 2.6 billion positive adjusted
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after tax profit in 2016. The 60% y-o-y profit
growth can be attributed to the stable revenues
(+3% y-0-y) and the decrease in risk and
operating costs. The FX-adjusted total gross
loan portfolio has started to show growth

(+5% y-0-y), with increases in both the
corporate and vehicle loan portfolios.

The volume of newly placed vehicle loans
increased by 9% y-o-y.

OTP Fund Management posted a HUF 6.7 billion
annual profit, which is 38% higher than the
previous year's figure. The portfolio of
management funds decreased by 4% y-o-y
(end 2016: HUF 1,530 billion), but in Q4 it grew
by 2% relative to Q3. The company continues to
maintain its almost 20% share of the domestic
fund management market.

The DSK Group’s contribution to profit remains
the second highest within the OTP Group,
although the HUF 47.4 billion after tax profit

of 2016 was 10% short of the figure for the
base period. The Bank's annual operating

profit decreased by 4%, and within this

figure, revenues eroded 2% y-o-y. The 5%

drop in net interest income at annual level

was a consequence of the narrowing interest
margin; the annual net interest margin (4.63%)
decreased by 62 basis points. Fee revenues
(+13% y-0-y) developed favourably, however,
which was primarily due to the dynamic
corporate loan disbursements and the growing
deposit and payment commission revenues.
The quality of the portfolio improved further,
with the DPD90+ rate dropping to 11.5%

(-3.4% pp y-0-y), while the overall provision
coverage of DPD90+ loans rose to 108%.

The FX-adjusted change in the portfolio

of DPD90+ loans, stripped of the impacts

of disposals and write-downs, also presents a
positive picture; after the HUF 6 billion increase
of 2015, the decrease in 2016 amounted to
HUF 3 billion. The total cost of risk rose by 19%
at annual level, but impairment related to lending
decreased by 11% y-o0-y. This brought the annual
credit risk cost ratio to 1.12% (=14 bp y-o-y).

The FX-adjusted performing loan portfolios
showed a 4% expansion. Within this figure,
owing to the dynamic change in sales activity,

the corporate portfolios grew by 15% and
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further improved the bank’s market share.

The retail segment saw a decrease in spite

of the favourable sales trends, with the
performing mortgage loan portfolio declining
by 1%, and the consumer credit portfolio
effectively stagnant y-o-y.

Due to the bank’s consistently profitable
operation and excellent market reputation,

the FX-adjusted volume of deposits grew by

4% y-o-y, and this led to a further reduction in
the bank’s net loan-to-deposit ratio at annual
level (65%). DSK's profitability and efficiency

is excellent; the annual ROE was 18.9% and

the cost/income ratio 37.7%.

The operation of the Russian subsidiary

bank (excluding Touch Bank) turned a corner

in 2016: in contrast to the previous year's

HUF 15.1 billion loss, in 2016 the bank

realised a HUF 20.5 billion after tax profit.

The substantial improvement is mainly
attributable to the 58% y-o-y fall in risk costs,
which more than compensated for the 4%
decrease in operating profit at annual level.
Parallel with the stabilisation of the Russian
macroeconomic environment, favourable
trends emerged in terms of portfolio quality:
the FX-adjusted change in the DPD90+ portfolio,
stripped of disposals and write-downs, was
HUF 110 billion in 2015, and HUF 48 billion in
2016. Owing to the write-downs and disposals
of non-performing loans, the DPD90+ rate
declined to 20.2% by the end of the year

(3.2 pp g/q), and the overall provision coverage
of DPD90+ loans was 117.6%.

The FX-adjusted performing loan portfolio grew
by 1% y-o-y overall. Consumer durables lending
continues to lie in the focus of business activity:
due in part to the exceptionally high disburse-
ments in Q4 (+32% q/q), the consumer durables
loan portfolio grew by 17% at annual level.

The portfolio of performing card-based loans
continued to decrease at annual level, while the
portfolio of personal loans grew by 7%.

The bank's FX-adjusted volume of deposits
dropped 6% y-o0-y, bringing the net loan-to-deposit
ratio to 108% at the end of the year.

The cost of risk ratio, expressed in forint,
decreased significantly over the year as a whole

(7.7%). The bank’s annual net interest margin



expressed in forint was 16.25% (+0.69% y-o-y),
and remains the highest within the Group;

the bank’s ROE was 19.1%.

The digital bank Touch Bank, which in legal
terms operates as a part of the Russian
subsidiary but in practice functions as a stand-
alone key business line, continued to make

a loss (HUF =5.9 billion, +22% y-o0-y) in the
second year of its operation, principally due to
a 25% annual increase in the bank’s operating
costs. Customer acquisition and the building
of portfolios continued, but on the asset side
this progressed at a slower pace than planned.
The volume of deposits at the end of 2016

was close to HUF 20.5 billion. From 2016 Q2
the disbursement of card-based credit and
renewable personal loans also got under way;
the volume of these is marginal so far.

The Ukrainian subsidiary bank, after the
massive losses of the previous 2 years,
produced a positive net result in 2016;

its profit for the year was HUF 10.2 billion.
This major turnaround in profitability is
essentially attributable to the fallin risk

costs. The trends in loan quality were clearly
favourable: following the substantial portfolio
cleansing that took place in 2015, the annual
costs of risk decreased substantially

(-84% y-0-y). The FX-adjusted DPD90+ portfolio
growth, stripped of the impacts of disposals/
write-downs, stabilised at the 2015 level

(HUF 11 billion) over the year as a whole.

The ratio of DPD90+ loans decreased to 41.9%
(—6.6 pp y-0-y); the overall provision coverage
of DPD90+ loans is stable at over 118%.

The FX-adjusted performing loan portfolio
grew by 5% over the past 12-month period,
and within this the retail portfolio shrank by
5%, but the corporate portfolios grew by 8%.
Mortgage lending is still suspended, and the
rate of credit card disbursement is relatively
restrained. At the same time, consumer
durables credit shows a continuously improving
rate of growth: at annual level the placements
increased by 62%, while the performing
portfolio expanded by 49%. The FX-adjusted
volume of deposits grew by 13% y-o-y.

The bank’s net loan-to-deposit ratio remained

almost unchanged (84%).

During the year the volume of group financing
decreased by HUF 61 billion, and at the end

of 2016 amounted to the equivalent of

HUF 46 billion.

The Romanian subsidiary bank’s adjusted
annual profit came to HUF 1.65 billion,
representing a 12% improvement y-o-y.

The operating profit grew by 41% y-o-y;

the moderate drop in revenues was amply
offset by the 16% decrease in operating costs,
which already reflects the cost synergies

of Banca Millennium, which was purchased

in 2015. Within basic banking revenues, net
interest income dropped by 11% y-o-y as a
consequence of the programme launched

by the bank for the conversion of CHF
mortgage loans; in Q4, however, an
improvement was already being observed.
The annual 80-basis-point decline in the net
interest margin (3.29%) can also be linked

to the conversion programme.

The FX-adjusted gross loan portfolio decreased
by 3% y-o-y; but in Q4 a 1% expansion was
already observed. The erosion of the retail
portfolios, which is attributable in part to the
conversion programme, was partially offset
by the 2% expansion in the corporate portfolio.
In Q4 there was already strong growth in
disbursements in all product segments.

As a result of the slight increase in customer
deposits, the net loan-to-deposit ratio
dropped to 134% (-8 pp y-o-y, FX-adjusted).
The DPD90+ rate rose to 17.4% and the overall
provision coverage of DPD90+ loans improved
(81.7%).

The Croatian subsidiary bank further
improved its performance in 2016, as the
almost HUF 3.8 billion adjusted after tax
profit exceeds the previous year's figure by
27%. The operating profit increase by 25% y-o-y,
while credit risk costs decreased by 22%.

The bank's net interest margin (3.51%)
improved by 39 basis points y-o-y.

The FX-adjusted loan portfolios remained
effectively unchanged y-o-y, reflecting

the negative volume impact related to the
settlement of retail CHF mortgage loans, but
in Q4 they grew by 2% relative to the previous

quarter. The quality of the loan portfolio shows
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an improving trend; the ratio of DPD?0+ loans
dropped to 12.1% (-1 pp y-o0-y), and the overall
provision coverage of DPDY0+ loans increased
substantially (87.6%, +16.7 pp y-0-y).

The Slovak subsidiary bank was unable to
repeat its profitable operation of the previous
two years, and produced a HUF 2.2 billion

loss in 2016. This was chiefly the result of the
tripling of risk costs, relative to the previous
quarter, in the last quarter of 2016.

The operating profit improved by 3% y-o-y,
while risk costs jumped 78% at annual level.
A positive development was that the bank
consistently maintained its annual net margin
(3.15%) in spite of the environment of falling
interest rates. The FX-adjusted loan portfolios
grew by 2% y-o-y, with disbursements at their
most dynamic in the case of mortgage loans.
The quality of the portfolio deteriorated;

the ratio of DPD?0+ loans rose by 1.5 percent-
age points y-0-y to 11.2%; the overall provision
coverage of DPD?0+ loans increased sub-
stantially (74.2%, +11.2 pp y-o-y).

The Serbian subsidiary bank realised
minimum profit (HUF 39 million) in 2016.

At annual level the operating profit dropped
considerably (-46% y-o-y), but this was offset
by the 59% decrease in the costs of risk.

The FX-adjusted performing loan portfolio
grew by 12% y-o-y, with substantial growth

in volumes observed in both the retail and
corporate divisions, while the greatest rise
was observed in the SME segment. The ratio
of DPD90+ loans decreased further (32.7%);
their overall provision coverage was

stable (74.2%).

The Montenegrin subsidiary bank was

unable to continue its profitable operation
produced since 2013, and in 2016 the bank
realised a HUF 1.8 billion loss. The main
reason for this was the doubling of the cost

of risk, and alongside this, the operating

profit also decreased by 15% in 2016.

The FX-adjusted loan portfolio shrank by

4% y-o-y, and deposits grew by 1%. The port-
folio of loans overdue by more than 90 days
decreased (its ratio is 42.2%), but its overall
provision coverage improved by 10 percentage

points y-o0-y (92.9%).
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Innovation, accolades

OTP Bank was among the first to recognise the
opportunities inherent in innovations related to
digital channels, and this is one reason why the
Bank is the market leader in respect of all digital
channels in Hungary. It is a strategic priority of
the Bank to achieve full digital transformation.
At the beginning of 2015 we launched our
Digital Transformation Programme with the
objective of providing a better digital customer
experience, achieving cost-effective operation,
and introducing automated processes. Our

aim with these developments is to provide our
customers with new options in addition to the
personal service offered in our branches:

OTP Bank's digital services are helping to make
banking simpler, quicker and more convenient
than ever before. As a part of this, online
corporate and retail account opening, personal
loan and overdraft applications via the internet
banking platform, and a customisable retail
account structure, all became available in 2016.
Besides this, we also expanded our range

of non-traditional banking services, examples
of which include the SIMPLE mobile application
and the OTP Discounts Programme.

The Bank Group's excellent performance and
innovative services have earned it countless pro-
fessional accolades: OTP Bank has for many
years received the Best Bank in Hungary award
from financial journals The Banker, Euromoney
and Global Finance, and besides these, OTP's
private banking service is also the proud holder
of the title of best domestic, and indeed regional,
service provider. In the competition run by
MasterCard, in 2016 it won the Bank of the Year
award, the highest honour for commercial banks
providing retail banking services in Hungary; and
to top this off, OTP Bank also came first in three
other categories in the same competition: Socially
Responsible Bank of the Year, Most Likeable

Bank of the Year, and Banker of the Year.

Expectations for 2017

As | already mentioned in the introduction,

2017 could be the first post-crisis year in which



we predict positive GDP growth in the countries
of all the group members. Besides this, we have
put behind us the era in which local regulators
had to deal with the retail foreign currency loans
that had previously caused so many problems.
In the medium term we essentially take an opti-
mistic view of the development prospects of the
Central and Eastern European region, which as
well as organic growth also offers further acqui-
sition opportunities. The management maintains
its objective of strengthening our positions in
markets where our presence falls short of the
optimal market size. And our excellent liquidity
and capital strength provide us with the means
for doing so. In 2016 we completed one
successful acquisition, and announced another:
In Hungary we purchased AXA Bank's portfolio;
the integration was completed in November,
and as a result of this, our share of the
domestic mortgage market, in terms of volume,
rose from around 3% to 28.5%. The purchase of
the Croatian subsidiary bank of Sociéte General
was announced by us in December, and the
consolidation of Splitska banka will take place
in the second half of 2017. As a result of the
transaction, the new bank’'s market share by
total assets will exceed 11%. | believe that both
transactions are consistent with our strategic
objectives and will substantially boost the Bank
Group's capacity to create value.
The management has articulated the following
expectations with respect to 2017:
= our objective with regard to a return on equity
(ROE) of more than 15% (assuming 12.5%
Tier1 capital adequacy) remains in place;
= apart from the HUF 15.4 billion (after tax)
negative impact of the Hungarian and
Slovak bank tax, we do not expect any more

significant adjustment items;

the rate of growth in the performing loan
portfolios — with the impact of acquisitions —
is expected to accelerate further, but will
remain in the single digits;

« the decline in the net interest margin is
expected to continue, albeit at a slowing rate,

by around 15-20 basis points;

the quality of the loan portfolios will continue
to develop favourably, and the total cost of

risk is expected to decrease further;

- operating costs could increase by 3-4% y-o-y,
partly due to wage inflation and to the costs
arising in connection with the ongoing digital
transformation;

- the stable capital position and strong internal
capital-generating capacity make more
acquisitions possible;

+ in keeping with the practice of the previous
2 years, the nominal amount of dividend paid
in respect of the year 2017 can be expected

to grow by 15% in the base scenario.

| am confident that the year 2017 will be as
successful as the previous year. Hopefully

the years ahead will be characterised by
predictable business operation, organic growth
supported by acquisitions, constant innovation,
further improvements in the quality of our
services, the capital strength and liquidity

that, although they may seem dull, have been
shown by the past years' events to be essential
for ensuring our stability, and profitability that

stands out even in international comparison.

While retaining the values that we have always
upheld, there is a need for constant renewal.
This is not only something that is dictated by the
competition; for ourselves, too, we need to set
objectives that are in line with what is expected
of a market-leading financial institution, and
which also offer a realistically attainable vision
for our employees and customers. We have
every reason to believe that the OTP Group will
fulfil society’s expectation that, while ensuring
stable, predictable operation, it will provide
individuals and communities with an effective
service and a positive customer experience in

the management of their day-to-day finances.

| truly appreciate your help and support

in achieving the objectives described above.

b,

Dr. Sandor Csanyi
Chairman & CEO

Message from the Chairman & CEO 11



Macroeconomic and financial
environment in 2016

MACROECONOMIC AND FINANCIAL
DEVELOPMENTS IN HUNGARY

In 2016 macroeconomic developments were
shaped by a still fragile global growth, inten-
sifying fears surrounding China’s slowing
economy, concerns about the Brexit refe-
rendum, and the political uncertainty caused

by the US presidential election, as well as the
associated persistence of ultra-loose monetary
policies. Another important factor was the con-
tinued slump in commodity prices that started
in 2014 — even though they started to pick up in
spring 2016, global crude prices could not go
beyond USD 50, thus some OPEC and non-OPEC
oil exporter countries struck a deal in December
to freeze output at fixed levels.

The USA's economic performance was fairly
good in comparison with other developed
economies, even though the increase in its

GDP and productivity in recent years missed
expectations. The first half-year of 2016 did not
start well: growth was subdued, and the Fed did
not touch interest rates for a whole year after
the rate hike in December 2015, because of
China's deceleration and the slow rise in wage
inflation. But unemployment shrank further and
long-term yields rose meaningfully. In response,
the Fed raised interest rates in December

again by 25 basis points, to 0.5-0.75%. Despite
the expected two-to-four increases per year,
the nominal level of short-term interest rates
may for years lag behind inflation, which is
likely to exceed 2% and accelerate further

from the beginning of 2017. The infrastructure
investments and the tax cuts outlined in the
new president’s economic programme may
further accelerate growth, wage dynamics,

and inflation.
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Even though some core countries performed
somewhat better than expected, the whole
eurozone's growth (1.7% year/year) was
sluggish. In a number of countries, chiefly in
the periphery, massive government debt and
the fragile banking system continue to pose
problems. Because of the high unemployment,
the strong price competition caused by the
unused capacities in the real economy, and
the low commodity prices, inflation was short
of the ECB's target. As a result, the ECB further
eased its monetary conditions in spring 2016,
and it extended its asset purchase programme
at its December meeting until end-2017,
although its size will shrink from EUR 80 bn

to 60 bn from April 2017.

Matching our expectations, Hungary's economic
growth temporarily slowed to 2% in 2016
owing to a fall in EU funding, and a lacklustre
industrial production. The amount of EU-fund-
related budgetary payments shrank by 2%

of GDP in 2016, to 2,100 billion, down from
HUF 2,800 billion a year earlier. (The reason
for this temporary drop is that from 2016 on,
funds from the former 2007-2013 budgetary
cycle were no longer available, only from the
2014-2020 budget). Moreover, the government
paid nearly half of this amount in December,
therefore its economy-boosting effect will

be felt in 2017 only. On the whole, the lower
governmental payment lowered last year's
growth by nearly two percentage points, and
the excellent agricultural performance could
offset only half of that.

Growth without one-off items remained robust.

The Hungarian economy, which had entered the



Hungary's GDP growth, by expenditure side (%)

mature phase of growth, saw its consumption
vigorously growing (by almost 5%), thus
becoming the engine of growth instead of
exports and EU-co-financed investments.

The sustainable and persistent growth in

12

consumption was supported by the rise in real
wages, the decreasing unemployment rate, the
substantial growth in savings during the crisis
years, as well as the substantially falling debt

volumes.

Hungary’s GDP growth, by production side (%)
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Although investments contracted by 10%, this is
because of EU-co-funded public or government-
related investments, which masks the fact

that industries that are based on domestic
demand — mainly market services and real
property sector — show some signs of pick-up.
The anticipated turnaround on the real estate
market has happened. Because of the rising
prices and the government’s measures to
boost the housing market — through VAT cut
and housing subsidy for families (CSOK’) —, the
number of building permit claims grew sharply,
implying that as many as 20,000 homes may
be built in 2017; now the narrow construction
capacities may be the bottlenecks. In this
context, both companies and households have
borrowed more than they have repaid, for the
first time since the financial crisis.

There was a strong improvement on the

labour market last year. Unemployment
steadily fell, thanks to the rise in the private
sector’'s demand for labour, to an increase in

the number of public work participants, and

Macroeconomic and financial environment in 2016

expatriation. Wages grew strongly (by around
4%), slightly accelerating at the end of the year.
It seems that some segments of the labour
market may face capacity limits.

Consumer prices grew by an average of 0.4%

in 2016. In the last four months of the year,
inflation exceeded our expectations, due to

the accelerating inflation of market services
and the steeper-than-estimated rise in fuel
prices (excise duty grew in Q4, as did crude

oil prices on global markets, and the forint
weakened against the US dollar). Meanwhile,
the excise duty hike in September did not filter
into tobacco prices until the end of 2016, posing
some upside risks to the future of CPI. At the
beginning of 2017 inflation may grow faster
than had been thought. The disinflationary
effect of food prices will also decrease. Services
inflation, which has been accelerating, will be
further spurred by the increase in minimum
wages and guaranteed minimum wages for
skilled workers, as well as the narrowing of the

labour market.
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HUF/EUR and the MNB’s base rate
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While keeping the base rate at 0.9%,

the MNB steadily decreased the cap on 3M
central bank deposits. As a result, the banking
system's excess liquidity has grown,
short-term yields have come down, and

the HUF slightly depreciated. So far, the MNB's
measures have achieved their goals, because
the 3M BUBOR interest rate and the

AKK, OTP Research

3M government bond yield has fallen
meaningfully since the cap’s introduction.

In early December the forint's depreciation took
the EUR/HUF to 315, but it opened

on a stronger note in January. Continuing

the December increase, the 10Y government
bond yield rose slightly at the beginning

of January.

MACROECONOMIC AND FINANCIAL
DEVELOPMENTS IN THE COUNTRIES
OF OTP BANK'S FOREIGN SUBSIDIARIES

The economic performance of most countries
where OTP has subsidiaries has improved
since 2015. Central and Eastern Europe
maintained its robust growth; in the Balkans
countries, except Montenegro, growth increased
and fiscal position stabilized; while commodity
exporting countries seem to be recovering
from the recession caused by the collapse

of commodity prices in 2014-2015:

the contraction of the Russian economy
slowed to 0.2%, and Ukraine's economy even
expanded. In a favourable development for
banks, household consumption growth has
accelerated in all countries but Bulgaria (in
Russia from =9.8% to -5%), and investment
activity was on the rise in most countries.
However, only part of that has been reflected

in banking penetration so far.
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Central and Eastern Europe kept up its excellent
performance. Economic growth may have

been near 5% in Romania, 3.7% in Slovakia,

and 3.4% in Bulgaria. Hungary's GDP growth
slowed to 2%, but that was fundamentally

due to a temporary fall in EU funds. In the CEE
region, households’ consumption remained the
engine of upturn, which will remain a robust
and stable source of growth in the future, as
unemployment is decreasing, wages are rising,
and savings rates are high. There is no problem
with sustainability, not even in Romania, which
has the least robust balanced position and
where budget deficit is climbing towards 4% of
GDP based on the measures announced so far;
both sovereign and external debts are declining.
On the basis of the above, the region’s growth is

expected to remain at 3% in the coming years.



The background in most countries of the
Balkans also improved. Recovering from six
consecutive years of recession, Croatia’s
economic growth speeded up to nearly 3%

and it is forecast to expand by 2-3% annually

in the years to come. Its balance indicators
have become favourable, the country posted
current account surplus, while its budget deficit
dropped to near 2% of GDP, its public debt is

on a slightly declining path, and the country’'s
financing conditions have improved a lot.

A major engine in its sturdy growth in 2016
was the record strong tourism season; it will be
difficult to repeat this degree of improvement,
but the tax cuts in 2017 and the accelerating

EU fund absorption may give an impetus to
domestic demand. Serbia’s balance indicators
have also improved, and its growth speeded up.
Only Montenegro’s environment is unclear: its

economic expansion slowed, while the budget

deficit and external imbalance remained high,
and so are its debt indicators.

In commodity producing countries, Ukraine
grew by nearly 1% in 2016, recovering

from almost 10% recession in 2015; its

2016 Q4 growth exceeded 4%. Despite the
uncertainty caused by the war situation and
the implementation risk of the IMF programme,
domestic demand could expand, while balance
indicators did not deteriorate. Russia is also
likely to have ended economic contraction, and
as the effect of rouble weakening is coming to
an end, inflation fell below 5% by early 2017.
Yet the central bank remains cautious in cutting
interest rates; this points towards rouble
firming and goes slightly against growth.

The rebound in crude prices is clearly positive
for the whole of the economy; the country's
budget may return towards equilibrium

in two or three years.
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Management's analysis of the
2016 results of the OTP Group

CONSOLIDATED FINANCIAL HIGHLIGHTS
AND SHARE DATA'

Main components of the Statement of recognised income 2015 2016 Change
HUF million HUF million %

Consolidated after tax profit 63,171 202,452 220
Adjustments (total) (57,073) 1,276 (102)
Consolidated adjusted after tax profit without the effect of adjustments 120,245 201,176 67
Pre-tax profit 146,057 244,772 68
Operating profit 362,594 335,900 (7)

Total income 754,912 736,316 (2)

Net interest income 553,659 521,949 (6)

Net fees and commissions 167,250 175,966 5

Other net non-interest income 34,002 38,400 13
Operating expenses (392,317) (400,416) 2

Total risk costs 220,709) (93,218) (58)
One off items 4,172 2,090 (50)
Corporate taxes (25,813) (43,596) 69
Main components of balance sheet closing balances 2015 2016 %
Total assets 10,718,848 11,307,665 5
Total customer loans (net, FX-adjusted) 5,454,536 5,736,232 5
Total customer loans and advances (gross) 6,423,588 6,680,504 4
Total customer loans (gross, FX-adjusted) 6,483,245 6,680,504 3
Allowances for possible loan losses (1,013,620) (944,273) (7)
Allowances for possible loan losses (FX-adjusted) (1,028,709) (944,273) (8)
Total customer deposits (FX-adjusted) 8,025,435 8,540,583 6
Issued securities 239,376 146,900 (39)
Subordinated loans 234,784 77,458 (67)
Total shareholders’ equity 1,233,659 1,420,649 15
Indicators based on one-off adjusted earnings 2015 2016 %/pps
ROE (from accounting net earnings) 5.1% 15.3% 10.2
ROE (from accounting net earnings, on 12.5% CET1 ratio) 5.3% 17.9% 12.5
ROE (from adjusted net earnings) 9.6% 15.2% 55
ROA (from adjusted net earnings) 1.1% 1.8% 0.7
Operating profit margin 3.34% 3.05% (0.29)
Total income margin 6.96% 6.69% (0.28)

Net interest margin 5.11% 4.74% (0.37)
Cost-to-asset ratio 3.62% 3.64% 0.02
Cost/income ratio 52.0% 54.4% 2.4
Risk cost to average gross loans 3.18% 1.13% (2.06)
Total risk cost-to-asset ratio 2.04% 0.85% (1.19)
Effective tax rate 17.7% 17.8% 0.1
Net loan/(deposit+retail bond) ratio (FX-adjusted) 67% 66% 0
Capital adequacy ratio (consolidated, IFRS) — Basel3 16.2% 16.0% (0.2)
Tier1 ratio — Basel3 13.3% 13.5% 0.3
Common Equity Tier 1 (CET1’) ratio — Basel3 13.3% 13.5% 0.3
Share Data 2015 2016 %
EPS diluted (HUF) (from unadjusted net earnings) 242 765 216
EPS diluted (HUF) (from adjusted net earnings) 458 761 66
Closing price (HUF) 6,000 8,400 40
Highest closing price (HUF) 6,158 8,411 37
Lowest closing price (HUF) 3,479 5,714 b4
Market Capitalization (EUR billion) 5.4 7.6 41
Book Value Per Share (HUF) 4,406 5,074 15
Tangible Book Value Per Share (HUF) 3,840 4,487 17
Price/Book Value 1.4 1.7 22
Price/Tangible Book Value 1.6 1.9 20
P/E (trailing, from accounting net earnings) 26.6 11.6 (56)
P/E (trailing, from adjusted net earnings) 14.0 11.7 (16)
Average daily turnover (EUR million) 15 15 (2)
Average daily turnover (million share) 0.9 0.7 (26)

' Structural adjustments made on consolidated IFRS profit and loss statement together with the calculation methodology of adjusted
indicators are detailed in the Supplementary data section of the Report.
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Share price performance MOODY’S RATINGS
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MANAGEMENT'S ANALYSIS OF THE
FULL-YEAR 2016 RESULTS OF OTP GROUP

In 2016 the Hungarian economic output
increased by 2% y-o-y with bulk of the
macroeconomic indicators demonstrating
material y-o-y improvement. Due to stronger
revenues and despite the significant

year-end fiscal stimulus the overall budget
deficit remained below 2% and the public

debt to GDP declined below 74%.

Within that the FX component and the share
of non-resident holding eroded substantially,
as a result the public debt financing conditions
improved a lot and the vulnerability of Hungary
declined further.

The Central Bank continued its loose monetary
policy supporting the sustainable economic
growth through conventional and non-
conventional tools. The policy rate remained
unchanged at 0.9% since May 2016, whereas
the interbank reference rates (of which the
most relevant for the banking sector is the

3M BUBOR) dropped well below that level as a
result of Central Bank measures.

Apart from the supporting operating
environment the banking sector also benefited

from those government measures (scaling back

Management’s analysis of the 2016 results of the OTP Group

the banking tax, extending the Housing Subsidy
Scheme for Families, the so-called CSOK) which
aimed at the longer term stable and balanced
growth of the economy.

It is of great importance for the stable
development of the sector that after several
consecutive years of loan portfolio erosion the
long-awaited turnaround in lending activity

did take place in 2016: net loan flows turned
into positive on sector level and due to strong
underwriting activities corporate volumes have
already increased.

The favourable macroeconomic trends and
positive regulatory changes induced upgrades
at rating agencies, too: by November 2016
Hungary became investment grade rated

again at all major rating agencies. Such steps
will undoubtedly support an even more cost-
effective refinancing of public debt and
stronger FDI flows.

Regarding 2017 economic outlook,

OTP Bank's own forecast is a 3.9% GDP
growth supported by further improving local
consumption and more active utilization

of EU funds. Fiscal deficit might drop well
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below 2%, whereas the average inflation

may be around 2.9%. As a result of the tight
labour market, the year-end wage agreements
and additional government measures, the
nominal wage increase is expected to hover
between 7-8%.

As for the rest of OTP's operation in the

CEE region the management calculates with
improving macroeconomic conditions in

each country, thus 2017 might be the

first year since the crisis when all regional
economies might post positive GDP growth.
Besides Hungary the GDP increase is

expected to be the strongest in Romania

and Bulgaria (above 4% and 3% respectively),
in case of Romania the new Government
announced massive fiscal expansion plans

in January 2017.

In case of Ukraine and Russia, local subsidiaries
became profitable earlier and in bigger scale
than expected, and the operational environment
supports cautious optimism for both countries.
If the base case scenario prevails without any
major negative geopolitical disruption the
Ukrainian GDP might expand between 2.5-3%
and further structural reforms might be
carried on (one good example of that was the
forced nationalization of the largest local bank,
PrivatBank in December 2016) which overall
can have a stabilizing impact on Ukraine.

With the current oil price above 50 USD/barrel
the Russian authorities enjoy the benefit of
some fiscal manoeuvring potential; it also
does have a positive impact on RUB and helps
loading the fiscal reserves. Furthermore, it
might allow the CBR to continue its cautious
rate-cut moves. As a whole it may support
consumption/investment behaviour.

In line with its strategic goals and utilizing

its outstanding liquidity and capital position

in 2016 OTP Group completed a successful
acquisition in Hungary and announced another
one in December in Croatia.

The take-over of AXA Bank's Hungarian
portfolio was completed on 1 November, thus
the relevant balance sheet and P&L items were
consolidated in 4Q 2016.

The acquisition of Splitska banka in Croatia

was announced on 21 December 2016, the
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consolidation is expected to take place in
2H 2017, whereas the full integration process

will be completed in 2018.

Changes related to FX mortgage
loans affecting OTP Bank's foreign
subsidiaries

1. Romania

By 31 August 2016 OTP Bank Romania’s

own CHF mortgage loan conversion programme
that started on 9 December 2015 was
completed with around 73% of the eligible
clients participating (i.e. it involved about

7,000 individual contracts).

On 13 May 2016 the so-called ‘'walk-away’ law
came into effect. Accordingly, eligible borrowers
might simply return the property to the banks
in exchange for getting rid of the mortgage loan.
Clients’ interest was fairly benign:

by 31 December only 269 customers applied
for the scheme (with a gross volume of RON

83 million). OTP Bank Romania has already
created the necessary individual and collective
provisions. On 25 October 2016 the Romanian
Constitutional Court declared several parts of
the law unconstitutional and ruled the issue
into the competence of local courts to deal with
the insolvency and unforeseen developments
issues of clients.

On 18 October 2016 the Romanian Parliament
unanimously passed a law requiring banks to
convert all mortgages originated in CHF into
local currency at rates prevailing at origination,
however on 24 October the Romanian
Government sent the law to the Constitutional
Court for review, consequently the President
has not signed the Act either. On 7 February
2017 the Constitutional Court declared the Act

as a whole unconstitutional.

2. Croatia

In Croatia the conversion programme of retail
CHF loans (into EUR) with discount started in
4Q 2015, in line with the relevant Act. By the end
of September 2016 the programme has been
basically completed with 87% of the eligible

portfolio being converted.



Consolidated earnings:

HUF 201 billion adjusted after tax
profit, eroding income margin

and net interest income margin,
massively declining risk costs,
further improving credit quality
trends, increasing DPD90+ coverage

The consolidated accounting profit was

HUF 202.5 billion in 2016 versus HUF 63.2 billion

posted in 2015. Against the last couple of years

this time adjustment items had a limited impact
on the annual accounting profit.

The adjusted 2016 ROE improved to 15.2%

(+5.5 pps y-0-y), whereas the ROA reached

1.8% (+0.7 pp y-o0-y). Based on the accounting

profit the annual ROE reached 15.3%. In case

the accounting ROE was calculated with a CET1
ratio of 12.5% targeted by the management,

the ROE would be 17.9%.

During the course of 2016 the Bank booked

all-in +HUF 1.3 billion adjustments which

is materially different compared to 2014 or

2015 (-HUF 220 billion and -HUF 57 billion

respectively).

In 2016 the adjustment items were as follows:

= In 2016 the banking taxes paid by Group
members resulted in an after tax negative
impact of HUF 13.9 billion, including the
Hungarian special tax of financial institutions
and the Slovakian banking levy. As for the
Hungarian banking tax, the base for
calculating the 2016 levy did not change,

i.e. it remained the adjusted total assets at
the end of 2009; the applicable upper rate,
however, was reduced to 0.24%.

« The proceeds from the sale of OTP Group
members' stake in Visa Europe has been trans-
ferred in 2Q 2016. The cash transfer affected
five group members: OTP Bank, DSK Bank,
OTP Bank Romania, OTP Bank Croatia and
OTP Bank Slovakia. The after tax impact of
the transaction represented HUF 13.2 billion
(HUF 15.9 billion before tax) which included
the realized cash transfer (HUF 9.6 billion
after tax) and the discounted present values
of deferred earn-out components due in 3 years
and the C-type VISA Inc. shares (HUF 0.8 billion
and HUF 2.8 billion respectively).

The P&L impact of the VISA transaction

was eliminated from the individual group
members’ quarterly P&L and was presented
among the adjustment items on consolidated
level.

The originally calculated cash component
(EUR 34.2 million before tax) has been
already recognized in 4Q 2015 within

the Comprehensive Income Statement on
the Fair Value Adjustment of Available for Sale
Securities line.

In 2016 further impairments were booked in
relation to the investment in the Ukrainian
Factoring company under Hungarian
Accounting Rules. While under IFRS they
had direct effect neither on the consolidated
balance sheet nor on the P&L, there was

a related positive tax shield of altogether
HUF 11.6 billion that added to the Group's
accounting profit according to International
Financial Reporting Standards as adopted by
the European Union (IFRS).

Based on the ruling of the Supreme Court on
16 December 2016 related to a fine imposed
earlier by the Hungarian Competition
Authority a HUF 1.9 billion positive item
emerged (after tax).

In Hungary the switching from Hungarian
Accounting Rules (HAR) into IFRS from
January 2017 resulted in a negative impact
in the amount of HUF 5.8 billion.

In Hungary it is mandatory for credit
institution to shift from HAR to IFRS, but the
deadline is optional: it can happen either
from 2017 or 2018.1n 3Q 2016 OTP Bank
and several other Group members officially
notified the National Bank of Hungary, the
National Tax and Customs Administration,

as well as the Central Statistical Office about
their intention to implement the shift to

IFRS from 2017.

Accordingly, after the switch the IFRS
financials will be used for the corporate
income tax calculation, however the shift will
have a one-off tax effect. The reason is that
there are different book value calculation
rules for subsidiary investments under

HAR and IFRS (under the latter the book

value was calculated based on the historical

Management'’s analysis of the 2016 results of the OTP Group 21



FX rates, whereas under HAR there was

a constant FX revaluation, and there were
differences in accounting of goodwill, too).
So far the Group treated those differences as
permanent, however in accordance with the
act on corporate income tax and the decision
about the switch to IFRS, by 30 September
those differences must be accounted for

as temporary differences. Due to these
differences in the subsidiary investments’
book value calculation rules under the two
accounting standards, in 2016 deferred tax
liability was booked in the total amount of
HUF 5.8 billion. In the adjusted P&L structure
this item was presented on consolidated level
among the adjustment items on the "Expected
corporate tax impact of switching to IFRS
from HAR in Hungary' line.

Due to FX rate moves there was a tax shield
effect in the adjusted P&L of OTP Core in

3Q and 4Q, too (inducing a tax saving of
altogether HUF 0.6 billion). Simultaneously,
the same amount (but with negative sign)
was shown on consolidated level on the
above mentioned adjustment line.

« Effective from 1 January 2017 the Hungarian
corporate tax rate was cut uniformly to 9%
and the move implied revaluation of deferred
tax assets and liabilities at Hungarian Group
members. These revaluations had a total
impact of -HUF 2.7 billion stemming from
two components: on one hand there was a
—HUF 6.1 billion P&L impact booked among
the adjustment items. Also, the revaluation
impact booked directly against equity in
4Q 2016 is +HUF 3.4 billion. This item is
owing to the revaluation of deferred tax
liabilities related to the mark-to-market
valuation gains of AFS (available for sale)
securities booked directly against equity
(in the Comprehensive Income Statement).

« HUF 0.4 billion dividend and net cash transfer
(after tax).

In 2016 OTP Group posted HUF 201.2 billion

adjusted after tax profit (+67% y-o0-y). The tax

burden increased by almost HUF 18 billion y-o-y,

but the effective tax rate remained almost

unchanged (17.8%). The operating income

eroded by 7%, however it was comfortably
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offset by lower risk costs which plummeted to
around one third in the base period.

Within the annual consolidated adjusted after tax
profit significant shift has happened in case

of individual contributions: after posting losses
in the last two years, the Russian subsidiary
realized above HUF 20 billion profit after tax,
while the Ukrainian bottom line result reached
HUF 10.2 billion. The y-o-y improvement

was HUF 35.6 billion and HUF 50.5 billion,
respectively, which mainly drove the y-o-y
earnings improvement on Group level. Despite
a y-o-y decline in their net results, OTP Core
(HUF 122.2 billion) and DSK Bank (HUF 47.4 bil-
lion) still maintained their dominant position.
Material improvement was realized in Croatia
(HUF 3.8 billion), as well as at Merkantil Group
(HUF 2.6 billion) and OTP Fund Management
(HUF 6.7 billion). Out of foreign subsidiaries
Slovakia and Montenegro turned into red

(-HUF 2.2 billion and 1.8 billion, respectively) as
a result of higher risk costs. Furthermore, the
Russian online operation, Touch Bank remained
a loss maker in 2016, too with -HUF 5.9 billion.
Within 2016 total income the net interest
income dropped by 6%. Despite performing loan
volumes expanded by 6% y-o-y (FX-adjusted),
their average volume was fairly stable, thus the
main reason behind lower NIl was the eroding
net interest margin. The lower NIM (4.74%,

-37 bps y-0-y) was mainly due to the declining
overall interest rate environment and the
dilution effect of the increasing balance sheet.
The average of the quarterly NIMs however
showed a higher annual rate (4.81%). The lower
interest rate environment took its toll almost at
all Group members: in 2016 only the Croatian
subsidiary managed to increase its NIl in HUF
terms. In local currency terms, however both
Russia and Ukraine achieved higher NIl (+2.5%
in RUB and +7.3% in UAH terms, respectively).
Net fees and commissions had a good run

(+6% y-0-y) supported mainly by strengthening
lending activity and stronger transactional
turnover. Other net non-interest income
increased by 13% y-o-y. As a result total income
fell short of the base period by 2% y-o-y.
Operating expenses grew by 2% y-o-y. Higher

personnel expenses reflected the impact of



on-going wage inflation in several countries,
while administrative expenses grew due to
higher marketing spending induced by stronger
lending activity, but also to higher contributions
paid to regulatory bodies and higher IT costs.
The FX-adjusted consolidated loan portfolio
grew by 3% y-o-y. Given the significant volumes
of sold and written off non-performing
exposures, volume trends in performing book
would give a more realistic picture. Accordingly,
DPDO0-90 volumes increased by 6% y-o-y.
Within that the performing portfolio at OTP Core
advanced by 12% y-o-y, true, also reflecting

the impact of the AXA portfolio take-over in 4Q.
Without the AXA-effect volumes would have
increased by 3% y-o-y. In Ukraine and Bulgaria
volumes expended quite remarkably (+5% and
4% y-0-y), whereas in Russia the strong 4Q
loans sales broke the declining trend and the
overall portfolio started growing again even in
y-0-y comparison.

As for the major credit categories: on
consolidated level the large corporate exposure
and the SME book increased by 12 and 13%
respectively, mainly due to the strong Bulgarian
and Hungarian performance. In the retail
segment the performing consumer book grew
by 2% y-0-y and the mortgage book by 5%.
Without AXA-effect the mortgage volumes
would have contracted by 3% y-o-y.

Despite the on-going interest rate reduction

the FX-adjusted deposit volumes grew by

6% y-0-y. As a result the consolidated net
loan-to-(deposit+retail bonds) ratio remained
almost flat (66%).

The volume of issued securities declined by
39% y-o-y, redemptions occurred mainly at
OTP Core. The outstanding volume of
subordinated bonds and loans dropped by 67%
y-0-y. In September an LT2 facility matured and
was repaid with EUR 500 million face value.
The Bank did not buy back subordinated debt
during 2016.

The consolidated volume of securities reached

HUF 2,934 billion by the end of 2016 (+18% y-0-y);

the dominant part was government securities.
In 4Q 2016 the Bank had an option to redeem
its Perpetual bonds and exchangeable bonds

(ICES) after the elapse of the first 10 years of

maturity, but the issuers’ management did not
exercise its right. In both cases there was a
change in the original conditions of the coupon:
in case of the Perpetual bonds the 5.875%
annual coupon, for ICES the 3.95% annual
coupon changed in both cases into 3M EURIBOR
+300 bps. A lower interest payment obligation
resulted in savings on interest expense of

HUF 0.7 billion in 4Q 2016 at the Corporate
Centre.

By end-December 2016 the Group's liquidity
position was comfortably stable: the operative
liquidity reserves of the Group comprised

EUR 8.1 billion equivalent.

Similar to the previous years, Group members
sold or wrote off non-performing exposures

in 2016 with a value of HUF 172 billion
(FX-adjusted).

In line with the management'’s original
expectation and supported by the improving
macroeconomic environment overall credit
quality trends continued to be favourable: new
DPD90+ volumes (adjusted for FX and without
the effect of sales and write offs) grew by

HUF 82 billion versus HUF 133 billion a year
ago. In 2016 HUF 15 billion DPD?0+ loan volume
growth was explained by the AXA portfolio
take-over. The most meaningful improvement
was witnessed in Russia, whereas in Hungary
and Bulgaria practically there was no further
deterioration and Ukraine showed a promising
picture, too. The consolidated DPD90+ ratio
declined to 14.7% (-2.3 pps y-o-y). In Hungary
the rate dropped to 9.8%, last time the DPD90+
ratio was below 10% in 2010. The DPD90+ total
coverage stood at 96.8% (+3.4 pps y-0-y).

OTP Core: marginally lower
adjusted net earnings, eroding NIM,
increasing loan portfolio, favourable
credit quality trends with the
DPD90+ ratio dropping below 10%

The adjusted after tax profit of OTP Core (basic
activity in Hungary) reached HUF 122.2 billion
in 2016, underpinning a 1% y-o-y decline.

The profit before tax improved by 2% y-o-y,

within that the operating income declined by
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16% as a result of lower net interest income
(-6%) and higher operating expenses (+7%).
The net interest margin (3.36%) eroded by

25 bps y-0-y mainly due to lower interest

rate environment. Most of the variable-rate
assets are priced on 3 months BUBOR, its level
dropped from 1.35% at the beginning of the
year to 0.37% in late December.

The y-o0-y decrease in operating income

was offset by significantly lower risk costs.
While total provisions in 2015 comprised

HUF 25.6 billion, in 2016 HUF 6.1 billion total
provisions (within that HUF 14 billion provisions
for loan losses) were released.

The loan portfolio quality demonstrated further
improvement: the FX-adjusted DPD90+ volume
formation (without sales and write-offs) was
HUF 12 billion (versus a decline of HUF 11 billion
in 2015), however HUF 15 billion growth was
related to the AXA portfolio consolidation in

4Q 2016. The total volume of DPD90+ book
declined by around HUF 34 billion y-0-y as a
result of sales and write-offs. Consequently,
the DPD90+ ratio dropped below 10% (9.8%,
—-2.3 pps y-o-y) for the first time since 2010.
The coverage of DPD90+ loans by total
allowances for loan losses declined to 82.7%
from end-3Q 86.5%. If the AXA portfolio hadn't
been taken over net of allowances for loan
losses, the coverage would have stood at
86.3% in 4Q.

The annual operating expenses grew by 7%:

on one hand contributions to different regulatory
bodies increased by HUF 3 hillion y-o-y, and the
strengthening business activity was coupled
with higher marketing costs. The y-0-y increase
was partially related to the AXA deal.

The sector-level turnaround in lending activity
can be witnessed at OTP Bank, too. Performing
volumes increased by 12% y-o-y (without

AXA by 5%). The strongest improvement was
posted in the corporate and SME sector (+15%
and +11% y-o-y, respectively). As for the retail
segment, performing volumes including AXA
increased by 12% y-o-y, without it the erosion
was 3%. The annual volume of portfolio amor-
tization still exceeded that of the new flows.
New mortgage originations continued to be

meaningful, new flows grew by 40% y-o-y.
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OTP Bank maintained its leading position: out of
new yearly flows it captured 29.1% in 2016.
OTP Bank plays a dominant role in originating
subsidized mortgages; in 2016 around 75% of
new applications were submitted to the Bank.
OTP also maintained its leading position in
originating CSOK-loans (Housing Subsidy
Scheme for Families): every second approved
CSOK application was registered with the Bank.
Positive that 67% of applications were coupled
with the Bank’s own mortgage loan offers.

The performing consumer book grew by

4% y-0-y.

The FX-adjusted deposit book with retail

bonds grew by 8% y-o-y. The year-end volume
of deposits taken over from AXA comprised
about HUF 60 billion. As a result, the net
loan-to-(deposit+retail bonds) ratio grew
marginally to 49% (+1 pp y-o-y, FX-adjusted).

In 2016 Merkantil Group posted HUF 2.6 billion
adjusted profit after tax. The y-0-y 60% increase
was due the stable total income (+3%) and
lower risk costs and operating expenses.

The FX-adjusted gross loan volumes started
increasing and grew by 5% y-o-y, both the
corporate exposures and car loans expanded.
New car loan origination increased by 9% y-o-y.
OTP Fund Management posted HUF 6.7 billion
after tax profit (+38% y-o-y). The outstanding
performance was driven by higher success fees.
The volume of total assets under management
moderately declined y-o-y (2016: HUF 1,530 bil-
lion). The company retained its market leading

position with around 20% market share.

Foreign subsidiaries’ performance:
meaningful, though y-o-y declining
Bulgarian profit, strong Russian
and Ukrainian, and improving
Croatian, Romanian and Serbian
performance, net losses in Slovakia
and Montenegro due to prudent
provisioning

The Bulgarian subsidiary’s profit contribution
is still the second largest within OTP Group
despite its 2016 net earnings of HUF 47.4 billion
felt short the base period by 10%.



The annual operating profit declined by 4%
with total income eroding by 2% y-o-y.

The lower net interest income (-5%) was

due to eroding net interest margin (4.63%).
The fees and commissions income remained
favourable (+13% y-o-y) mainly due to dynamic
corporate lending activity, but higher deposit
and transaction related fee income played a
role, too.

The credit quality improved further with the

DPD90+ ratio declining to 11.5% (=3.4 pps y-0-y),

the coverage of DPD90+ volumes by total
allowances for loan losses surged to 108%.
The DPD90+ volumes (without sales and write
offs, FX-adjusted) also showed favourable
trends: in 2015 they increased by HUF 6 billion,
whereas in 2016 the decline was HUF 3 billion.
Total risk costs grew by 19% y-o-y, within

that provisions for loan losses moderated by
11% y-o-y. As a result the annual risk cost rate
was 1.12% (=14 bps y-o-y).

The FX-adjusted gross loan portfolio stagnated
y-0-y mainly as a result of the non-performing
portfolio sales and write-offs. The FX-adjusted
performing volumes, however, grew by 4%.
Due to the strong new loan origination in the
large corporate segment the corporate book
advanced by +15% y-o0-y. The retail segment
decreased despite better new loan sales: the
performing mortgage book melted down by 1%,
while the consumer book stagnated.

Due to the profitable operation of the bank

and its strong reputation the FX-adjusted
deposits advanced by 4% y-o-y. As a result,
the net loan to deposit ratio declined further

to 65%. DSK Bank's profitability and efficiency
is outstanding: its annual ROE stood at 18.9%,
whereas its cost-to-income ratio was 37.7%.
There was a remarkable turnaround in the
performance of the Russian subsidiary
(without Touch Bank) and the bank posted
HUF 20.5 billion profit against a loss of

HUF 15.1 billion a year ago. In RUB terms

the bank realized its third best annual result.
The material improvement was due to the y-o-y
58% drop in risk costs which easily offset the
weaker operating income (-4% y-o-y). Despite
the average depreciation of RUB against

HUF eased a lot (2015: -25%, 2016: -8%),

earning trends are more realistically presented
in RUB terms.

Accordingly, the annual operating income
improved by 5%, within that the net interest
income grew by 3%, fees and commissions by
7% respectively. The stronger NIl was supported
by higher net interest margins (in RUB the NIM
improved by 2.5 pps), the average performing
loan portfolio declined.

Operating expenses moderated by 1% despite
the average annual inflations was around 7%.
In line with the stabilization of the overall
Russian macroeconomic situation credit quality
trends turned to be positive: the FX-adjusted
DPD90+ inflow without sales and write-offs
amounted to HUF 110 billion in 2015 and

HUF 48 billion in 2016. Also as a result of
non-performing portfolio sales/write offs

the DPD90+ ratio changed to 20.2%, its total
provisioning coverage was 117.6%.

The FX-adjusted performing portfolio

increased by 1% y-o-y. With POS-lending being
in the focus of business activity, performing
POS-volumes advanced by 17% y-o-y. Credit
card volumes further eroded, but the cash loan
portfolio grew by 7%.

The FX-adjusted deposit book eroded by 6% y-o-y.
As a result, by the end of December the net
loan-to-deposit ratio stood at 108%.

The annual risk cost rate (in HUF terms) was
7.7%, positive that within the consumer loan
portfolio both POS and cash loan risk cost rates
declined (to 6.1% and 7.7% respectively), only
the credit card loans’ CoR exceeded 12%.

The annual net interest margin (in HUF) was
16.25% (+0.69 pps y-o0-y), whereas the ROE
stood at 19.1%.

Touch Bank, the Bank's digital bank in Russia
operating under the same banking license, but
as a separate business line still remained in red
after the second year of operation and posted
HUF 5.9 billion loss (+22% y-o-y) mainly due to
the operating expenses surging by 25% y-o-y.
Parallel with the client acquisition volumes
have been gradually building up, however

on the asset side the increase was slower

than expected. By the end of 2016 deposit
volumes reached HUF 20.5 billion equivalent.

From 2Q 2016 the sale of credit card loans and
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revolving cash loan facilities started, too but
volumes remained marginal.

Following massive losses in the last two years
in 2016 the Ukrainian subsidiary turned into
profit again, its annual net earnings reached
HUF 10.2 billion.

Key driver in profitability improvement was the

sharp decline in risk costs.

P&L developments are better demonstrated in

The annual net interest margin reached 8.83%
(+0.7 pp y-0-y).

Surging net fee and commission income
(+29% y-0-y) was explained by base effect and
strengthening business activity.

Credit quality trends demonstrated definite
improvement: following a significant portfolio
clean-up in 2015 in 2016 risk costs sharply
declined (-84% y-o-y). The DPD90+ volume

UAH terms given the volatility of the Ukrainian increase (FX-adjusted, without the effect of loan
currency. The average FX-rate of the local sales and write-offs) normalized at levels seen
currency against HUF y-o-y depreciated by 15%. already in 2015 (HUF 11 billion). The DPD90+

Accordingly the annual operating income ratio moderated to 41.9% (—6.6 pps y-0-y),

increased by 6% y-o-y; stronger total revenues its total provisioning coverage is stable and
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(+8% y-o0-y) offset the impact of higher
operating expenses (+11%). The expense
growth, however, felt short of the annual
rate of inflation (13.9%). Positive that the
net interest income improved by 7% y-o-y.
The better net interest income was related

to the higher volume of performing loans, but

also to the prepayment of intragroup funding.
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exceeds 118%.

The FX-adjusted performing portfolio
increased by 5% y-o-y. Within that the retail
book declined by 5%, however, the corporate
exposure advanced by 8%. The mortgage
loan sales are still suspended and the credit
card loan origination is fairly subdued. POS

origination, however demonstrates gradual




improvement: new placements grew by

62% y-o0-y and performing volumes by 49%
respectively.

The FX-adjusted deposit book grew by 9%
g-o-g and by 13% y-o0-y. The net loan-to-deposit
ratio remained practically flat at 84% by
December 2016.

During the course of the year the total out-
standing intragroup exposure towards the
Ukrainian operation declined by HUF 61 billion
and dropped to HUF 46 billion equivalent by
end-2016.

The Romanian subsidiary realized HUF 1.65 bil-
lion net profitin 2016 which underpins a y-o-y
12% improvement. The annual operating
income increased by 41% y-o-y: somewhat
lower total income was easily offset by a 16%
decline in operating expenses which already
reflects the cost synergy impacts of the Banca
Millennium acquisition in 2015. Within core
banking revenues the net interest income
dropped by 11% y-o-y partly as a result of the
bank’s own conversion programme launched
for CHF mortgage customers. The 80 bps
erosion in the net interest margin (3.29%) is
also explained by the impact of the conversion
programme.

The FX-adjusted gross loan portfolio shrank
by 3% y-o-y. The lower retail volumes are
reasoned by the partial debt forgiveness
offered in the bank’s own CHF mortgage
conversion programme. The 2% y-o-y

growth of the corporate book partially offset
that impact. As a result of a moderate growth
in deposits the net loan-to-deposit ratio
dropped to 134% (-8 pps y-o-y, FX-adjusted).
The DPD90+ ratio somewhat increased to
17.4%,; its total provisioning coverage improved
and reached 81.7%.

The Croatian subsidiary managed to improve
its annual results and posted HUF 3.8 billion
profit in 2016 (+27% y-o-y). The annual
operating income grew by 25%, whereas

risk costs dropped by 22%. The annual NIM
improved by 39 bps y-o0-y and reached 3.51%.
The FX-adjusted loan portfolio stagnated partly
as a reflection of the retail CHF exposure
settlement. The credit quality improved, the
DPD90+ ratio decreased (12.1%, -1 pp y-o0-y),

its total provisioning coverage improved
substantially (87.6%, +16.7 pps y-o-y).

The Slovakian subsidiary couldn't repeat its
profitable operation seen in the last two years
and posted a loss of HUF 2.2 billion in 2016.
The turnaround in net earnings to a great extent
is reasoned by increasing risk costs. Operating
income improved by 3% y-o-y, however, risk
costs surged by 75%. Positive that despite

the eroding interest environment the bank
managed to stabilize its annual net interest
margin (3.15%). The FX-adjusted loan portfolio
increased by 2% both y-o-y and g-o-g, of that
the mortgage book grew the fastest. The credit
quality deteriorated, the DPD90+ ratio grew to
11.2% (+1.5 pps y-o0-y), its total provisioning
coverage improved significantly (74.2%,

+11.2 pps y-0-y).

The Serbian subsidiary posted a small profit
in 2016 (HUF 39 million). Operating income
suffered a significant setback (-46% y-o-y),
however, it was offset by lower risk costs
(-59%). The FX-adjusted portfolio kept
increasing (+12% y-o-y); both the retail and
corporate segments demonstrated strong
expansion with SME being the fastest growing
portfolio. The DPD90+ ratio declined further
(32.7%), its total provisioning coverage was
stable (74.2%).

The Montenegrin subsidiary failed to continue
its profitable operation witnessed since 2013
and the bank posted HUF 1.8 billion loss.

The major reason behind that was the y-o-y
doubling risk cost, but the y-o0-y 15% lower
operating income also took its toll.

The FX-adjusted loan book shrank by 4% y-o-y,
while deposits grew by 1%. The DPD90+ ratio
decreased (42.2%), the total provisioning
coverage of the DPD90+ portfolio surged by
10pps y-0-y (92.9%).

Consolidated and stand-alone
capital adequacy ratio (in
accordance with BASEL Ill)

By the end of December 2016 the consolidated
Common Equity Tier1 ratio under IFRS was

13.5%, +0.2 pp g-0-g. Neither the annual net
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result was included, nor was the accrued
dividend amount deducted from the regulatory
capital when calculating the IFRS consolidated
capital adequacy ratios. Including those items
the CET1 ratio would be 15.8%.

OTP Bank's standalone Common Equity Tier1
ratio stood at 24.8% in December 2016, the
accrued dividend amount and retained earnings

are already reflected in this number.

Credit rating, shareholder structure

On 29 June Mo