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At PLN 217.0m the Q1 2015 net profit of Handlowy
showed 5.9% growth from the previous quarter and a
12.4% drop from Q1 2014, and it came 6.1% ahead of
a PLN 204.5m consensus estimate and topped our
PLN 204.9m forecast The upside surprise was owed to
a 19% quarter-on-quarter increase in trading income
and a surprising lack of downward pressure on NIM
after a drop of 43bps posted in Q4 2014. After being
unaffected in Q1 we believe NIM will show the impact
of the March interest rate cuts in Q2. The first-quarter
profit accounts for 25.6% of the full-year consensus
estimate which may be set for a downward adjustment
if Handlowy does not generate high trading income in
the coming quarters and if NIM indeed comes under
pressure in Q2. We expect neutral market reactions
today to the Q1 announcement.

Net interest income fell 3.0% q/q and 12.4% vy/y to
PLN 256.8m in Q1 2015, in line with market expectations.
NIM (over average assets) remained flat at the quarter-
before level of 2.12%.

Net loans increased 2.6% relative to Q1 2014 but they did
not change compared to Q4 2014 as an 0.8% expansion in
corporate loans was offset by an 0.9% contraction in retail
loans (with card volumes down 5.1%, cash loan volumes up
0.9%,mortgage volumes rising 2.3%, and other retail loans
up 5.8%).

2015 Q1 results vs. expectations
(PLN m)

Net interest income

Fee income

Total income

Operating costs

Net profit

1Q'15
256.8
151.4
591.1
312.9
Provisioning 3.5
217.0

Deposits posted a 11.8% drop in Q1 after a seasonal upturn
of 12.1% in Q4 2014. The ratio of loans to deposits was
60.4% at 31 March, far exceeding the sector average.

Fee income rose 0.7% g/q in Q1, and it slightly missed
analysts' expectations. Despite continuing interchange cuts
Handlowy managed to improve card fees by 19.9% and
custody fees by 11.4%, however at the same time it
experienced a 17.4% q/q drop in fees from insurance and
investment product distribution and a 9.7% decrease in fees
from payment orders.

Operating costs fell 0.5% y/y and 4.4% qg/q in Q1 2015, as
a 14.4% reduction in payroll costs was canceled out by an
18.7% surge in SG&A. Handlowy reduced costs of external
services related to distribution of banking products by 80.1%
in Q1 2015 after a surge of 96.1% recognized in Q4 2014, as
well as cutting rental costs by 30.5%.

Handlowy set aside PLN 3.5m loan-loss reserves in Q1
after reversals of PLN 12.0m recognized in Q4 2014 and
PLN 2.4m in Q1 2014. This was a result of PLN 3.1m
provisioning raised for corporate loans, combined with
PLN 0.4m charge-offs on retail loans. The quality of assets
improved in Q1, with the NPL ratio down to 4.7% from 4.9%
the quarter before. The coverage ratio remained unchanged
at 85%.

mDM

consensus differ. differ.
254.3 1.0% 254.9 0.7%
154.2 -1.8% 147.4 2.7%
574.6 2.9% 560.1 5.5%
316.6 -1.2% 304.4 2.8%

4.0 -12.3% 2.4 45.7%

204.5 6.1% 204.9 5.9%

Source: Bank Handlowy, Consensus estimates provided by PAP, mDM - estimates by Dom Maklerski mBanku
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Summary of 2015 Q1 results

pct. change

(PLN m)

1Q'14 4Q'14 1Q'15 Y/Y Q/Q
Net interest income 203.1 264.6 256.8 -12.4 -3.0
Fee income 157.0 150.4 151.4 -3.6 0.7
Trading income 167.2 154.7 184.1 10.2 19.0
Other 3.4 4.2 -1.3 n.m. n.m.
Non-interest income 327.6 309.3 334.3 2.0 8.1
Total income 620.7 574.0 591.1 -4.8 3.0
Operating costs 314.4 327.3 312.9 -0.5 -4.4
Operating profits 306.2 246.6 278.1 -9.2 12.8
Provisioning -2.4 -12.0 3.5 n.m. n.m.
Pre-tax profit 308.6 258.7 274.6 -11.0 6.2
Tax 60.9 53.4 57.6 -5.5 7.9
Equity in profits/losses of associates 0.0 -0.3 0.0 n.m. n.m.
Net profit 247.7 205.0 217.0 -12.4 5.9

Source: Bank Handlowy, Dom Maklerski mBanku
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List of abbreviations and ratios contained in the report.

EV - net debt + market value (EV - economic value)

EBIT - Earnings Before Interest and Taxes

EBITDA - EBIT + Depreciation and Amortisation

PBA - Profit on Banking Activity

P/CE - price to earnings with amortisation

MC/S - market capitalisation to sales

EBIT/EV - operating profit to economic value

P/E - (Price/Earnings) - price divided by annual net profit per share
ROE - (Return on Equity) - annual net profit divided by average equity
P/BV - (Price/Book Value) - price divided by book value per share
Net debt - credits + debt papers + interest bearing loans - cash and cash equivalents
EBITDA margin - EBITDA/Sales

Recommendations of Dom Maklerski mBanku S.A.:

A recommendation is valid for a period of 6-9 months, unless a subsequent recommendation is issued within this period. Expected returns from individual
recommendations are as follows:

BUY - we expect that the rate of return from an investment will be at least 15%

ACCUMULATE - we expect that the rate of return from an investment will range from 5% to 15%

HOLD - we expect that the rate of return from an investment will range from -5% to +5%

REDUCE - we expect that the rate of return from an investment will range from -5% to -15%

SELL - we expect that an investment will bear a loss greater than 15%

Recommendations are updated at least once every nine months.

The present report expresses the knowledge as well as opinions of the authors on day the report was prepared. The opinions and estimates contained herein constitute our
best judgment at this date and time, and are subject to change without notice. The present report was prepared with due care and attention, observing principles of
methodological correctness and objectivity, on the basis of sources available to the public, which Dom Maklerski mBanku S.A. considers reliable, including information
published by issuers, shares of which are subject to recommendations. However, Dom Maklerski mBanku S.A., in no case, guarantees the accuracy and completeness of the
report, in particular should sources on the basis of which the report was prepared prove to be inaccurate, incomplete or not fully consistent with the facts.

This document does not constitute an offer or invitation to subscribe for or purchase any financial instruments and neither this document nor anything contained herein shall
form the basis of any contract or commitment whatsoever. It is being furnished to you solely for your information and may not be reproduced or redistributed to any other
person. This document nor any copy hereof is not to be distributed directly or indirectly in the United States, Australia, Canada or Japan.

Recommendations are based on essential data from the entire history of a company being the subject of a recommendation, with particular emphasis on the period since the
previous recommendation.

Investing in shares is connected with a number of risks including, but not limited to, the macroeconomic situation of the country, changes in legal regulations as well as
changes on commodity markets. Full elimination of these risks is virtually impossible.

Dom Maklerski mBanku S.A. bears no responsibility for investment decisions taken on the basis of the present report or for any damages incurred as a result of investment
decisions taken on the basis of the present report.

It is possible that Dom Maklerski mBanku S.A. renders, will render or in the past has rendered services for companies and other entities mentioned in the present report.

Dom Maklerski mBanku S.A. does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation. Information concerning a conflict of
interest arising in connection with issuing a recommendation (should such a conflict exist) is located on the final page of this report.

This Special Comment was not transferred to the issuer prior to its publication.

Dom Maklerski mBanku S.A., its shareholders and employees may hold long or short positions in the issuers’ shares or other financial instruments related to the issuers’
shares. Dom Maklerski mBanku S.A., its affiliates and/or clients may conduct or may have conducted transactions for their own account or for account of another with respect
to the financial instruments mentioned in this report or related investments before the recipient has received this report.

Copying or publishing the present report, in full or in part, or disseminating in any way information contained in the present report requires the prior written agreement of Dom
Maklerski mBanku S.A. Recommendations are addressed to all Clients of Dom Maklerski mBanku S.A.

The activity of Dom Maklerski mBanku S.A. is subject to the supervision of the Polish Financial Supervision Commission.

Dom Maklerski mBanku S.A. serves as underwriter for the following issuers: Asseco Business Solutions, Bakalland, BOS, Capital Park, Energa, Erbud, Es-System, Indata
Software, Kruk, Magellan, Mieszko, Neuca, Oponeo, Pemug, Polimex Mostostal, Polna, Solar, Tarczynski, Vistal, ZUE.

Dom Maklerski mBanku S.A. serves as market maker for the following issuers: Asseco Business Solutions, Bakalland, BOS, Capital Park, Erbud, Es-System, KGHM, Kruk, LW
Bogdanka, Magellan, Mieszko, Neuca, Oponeo, PGE, Pekao, PKN Orlen, PKO BP, Polimex Mostostal, Polna, Polwax, PZU, Solar, Tarczynski, Vistal, ZUE.

Dom Maklerski mBanku S.A. receives remuneration from issuers for services rendered to the following companies: AB, Agora, Alior Bank, Alchemia, Ambra, Bakalland, BNP
Paribas, Boryszew, BPH, mBank, BZ WBK, Deutsche Bank, Elemental, Elzab, Enea, Energoaparatura, Erbud, Erste Bank, Es-System, Farmacol, Ferrum, Getin Holding, Grupa
02, Handlowy, Impexmetal, Indata Software, ING BSK, Intergroclin Auto, Ipopema, Kety, Koelner, Kruk, LW Bogdanka, Magellan, Mennica, Mercor, Mieszko, Millennium,
Mostostal Warszawa, Netia, Neuca, Odratrans, Oponeo, Orbis, OTP Bank, Paged, PA Nova, Pekao, Pemug, PGE, PGNiG, PKO BP, Polimex-Mostostal, Polnord, Prochem,
Projprzem, PZU, RBI, Robyg, Rubikon Partners NFI, Seco Warwick, Sokotéw, Solar, Sygnity, Tarczynski, Techmex, Unibep, Vistal, Work Service, ZUE.

In the last 12 months Dom Maklerski mBanku S.A. has been an offering agent of the issuer’s shares in a public offering for the following companies: Polwax.
Asseco Poland provides IT services to Dom Maklerski mBanku S.A.
Dom Maklerski mBanku S.A. has a cash service agreement in place with Pekao and a phone subscription agreement in place with Orange Polska S.A.

Individuals who did not participate in the preparation of recommendations, but had or could have had access to recommendations prior to their publication, are employees of
Dom Maklerski mBanku S.A. authorised to access the premises in which recommendations are prepared and/or individuals having to access to recommendations based on
their corporate roles, other than the analysts mentioned as the authors of the present recommendations.

Strong and weak points of valuation methods used in recommendations:

DCF - acknowledged as the most methodologically correct method of valuation; it consists in discounting financial flows generated by a company; its weak point is the
significant susceptibility to a change of forecast assumptions in the model.

Relative - based on a comparison of valuation multipliers of companies from a given sector; simple in construction, reflects the current state of the market better than DCF;
weak points include substantial variability (fluctuations together with market indices) as well as difficulty in the selection of the group of comparable companies.
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