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MANAGEMENT BOARD REPORT

DATED 29 APRIL 2016

prepared by the Management Board of Bank BPH S.A.

in accordance with Art. 536 of the Commercial Compaies Code

justifying the demerger of
Bank BPH S.A.




Working translation of the original document

DEFINITIONS USED IN THE MANAGEMENT BOARD REPORT
The following terms shall have the following meanin this Management Board Report:

Alior Bank, Acquiring Bank ...............

Antitrust Clearance .........cco.ccoeevevnneee.
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Alior Bank S.A., with its registered seat in Warsaw
address: ul. topusaaka 38D, 02-232 Warsaw, entered
into the Register of Business Entities maintaingdhe
District Court in Warsaw, XllI Commercial Division
under KRS N0.0000305178, NIP 1070010731, with a
fully paid-up share capital amounting to PLN
727,074,630.00.

(i) the issuance by the relevant antitrust autkioftbe
“Antitrust  Authority ™) of a (unconditional or
conditional) decision consenting to a concentration
involving the acquisition of control over Demerged
Business pursuant to the respective competition aw
(ii) the issuance by a competent court (in restilao
appeal filed by the Acquiring Bank against the dieci

of the Antitrust Authority) of a final and non-aggable
judgment in favour of the appeal and amending the
decision consenting to the concentration; or (ilip
issuance by the Antitrust Authority of a decision o
discontinuing the proceedings or the Antitrust Aarity
returning the clearance request on account of the
transaction not being subject to notification parguto
the respective competition law; or (iv) the lapdethe
deadline set out in the respective competition \igthin
which the Antitrust Authority may issue a decision
regarding a concentration, provided that under the
respective competition law, in the case of the thunst
Authority’s failure to issue a decision within the
specified deadline, the concentration may be
implemented without the consent of the Antitrust
Authority.

the Act of 29 August 1997 on the banking law
(consolidated text: Journal of Laws of 2015, ite?8,1as
amended).

BPH and the Acquiring Bank.

Bank BPH S.A., with its registered seat in Gslg
address: ul. Pik. Jana Patubickiego 2, 80-175n6kla
entered in the Register of Business Entities kepthie
District Court for Gdask-Péinoc in Gdask, VI
Commercial Division of the National Court Register,
under KRS No. 0000010260, NIP 6750000384, with a
fully paid-up share capital amounting to PLN 38333
555.00.

the Commercial Companies Code dated 15 September
2000 (consolidated text: Journal of Laws of 2018mi
1030, as amended).



Demerged BUSINESS..........cvvvvvvvniinnnnns

Demerger......cciiiiiiiiieeeeeieee e

Demerger Date ..........ccccoevveveeeieien.

Demerger Issue Shares.....................

Demerger Plan...................ccc e

Demerged Shareholders.....................

GE Shareholders.........c.ccoevviiveiiiivinnea

Management Boards..........................

Mortgage BUSINESS.........cceevvveeeeririnnns
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an organised part of the enterprise of BPH condecte
with the pursuit of BPH’s business other than the
Mortgage Business).

the demerger of BPH pursuant to the terms and
conditions presented in the Demerger Plan.

the date on which the Demerger becomes effectige, i
the date of registration of the share capital iaseeof the
Acquiring Bank by way of the issuance of the Derserg
Issue Shares as a result of the Demerger.

at least one (1) and no more than [Y] (where [naemo
than [Y] (where [Y] means the maximum number) of
series J ordinary bearer shares in the AcquiringkBa
with a nominal value of PLN 10 (ten zlotys) eacfuisd

in connection with the Demerger and subject toShare
Exchange Ratio adjusted in accordance with thetiDiiu
Adjustment Formula specified in point 3.2.

the demerger plan prepared in accordance with5%3.
of the CCC and signed by the management boards of
BPH and Alior Bank on 29 April 2016.

means any person or entity who holds shares in BPH
which, as at the Reference Date, are registered in
securities account or entered in the relevant tems
maintained by brokerage houses or banks conducting
brokerage activity and, in the case of collecticecants,

the entity indicated to the entity maintaining such
collective account by the holder of such accounthas
entity entitled to the BPH shares recorded on such
account, other than the GE shareholders.

means: (i) GE Investments Poland sp. z 0.0., adui
liability company organised and existing under lidwes

of the Republic of Poland with its registered afim
Gdaisk, entered into the Register of Business Entities
under KRS No. 0000103388; and / or (i) DRB Holding
B.V., a company organised and existing under thes la
of the Netherlands, with its registered office in
Amsterdam, entered into the commercial registen{&a
van Koophandel) under number 24272907; and / 9r (ii
Selective American Financial Enterprises, Inc., a
corporation organised and existing under the lainh®
state of Delaware, registered under number 2241439,
with its registered office at 901 Main Avenue, Naily

CT 06851; and/or other affiliates of the entitindicated

in points (i) — (iii) above.

the management board of BPH and the management
board of the Acquiring Bank.

an organised part of the enterprise of BPH condgcti
banking activity connected with the credit faodgi
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secured by mortgages on real estate which werdegran
to individuals ¢soby fizyczre(except for the Building
Society Kasa Mieszkaniowa for purposes not related to
commercial activity dziatalngi¢ gospodarcza or
farming (@ospodarstwo rolne activity as well as
including the rights and liabilities excluded frothe
scope of the Demerged Business (in accordancetkgth
scope presented in Schedule 1 to the Demerger.Plan)

the National Depository for Securitielsrajowy Depozyt
Papierow Wartéciowych S.A.

the Polish Financial Supervision AuthoritfKgmisja
Nadzoru Finansowego

the Act on Public Offerings, the Terms Governing th
Introduction of Financial Instruments to Organised
Trading, and on Public Companies (Journal of Laws o
2013, item 1382, as amended).

the date as of which the list of the entitled shalders
will be established based on the rules specifiedhan
Demerger Plan.

the agreed exchange ratio of the shares in BPHhdo t
shares in the Acquiring Bank calculated in accocdan
with the rules described in point 3.

Warsaw  Stock  Exchange (Gielda  Papieréw
Wartasciowych w Warszawie S.A.).



1.1.

1.2

INTRODUCTION

On 29 April 2016, BPH and Alior Bank signed the Beger Plan setting out, in accordance
with Art. 529 § 1.4, Art. 533 § 1, and Art. 534 e CCC, among others, the manner in
which the Demerger will be effected and the ShaxehBnge Ratio, and therefore BPH's
Management Board, acting under Art. 536 of the CR&S, prepared this Management Board
Report justifying the Demerger.

DESCRIPTION OF THE INTENDED DEMERGER

Legal Basis of the Demerger and the agreements réda to the Demerger

The Demerger will be effected in accordance withghocedure specified in Art. 529 § 1.4 of
the CCC. Under the Demerger, a part of the businé®PH, i.e. the Demerged Business,
will be transferred to the Acquiring Bank, whileethemaining part of the business of BPH,
i.e. the Mortgage Business, will remain in BPH.

Pursuant to Art. 530 § 2 of the CCC, the Demergediress will be transferred to the
Acquiring Bank on the date of registration of thei capital increase of the Acquiring Bank
by way of the issuance of the Demerger Issue Shases result of the Demerger
(the “Demerger Dat¢).

As a result of the Demerger, pursuant to Art. 531d the CCC, the Acquiring Bank will on
the Demerger Date assume all of the rights andgafitins of BPH connected with the
Demerged Business. Consequently, immediately fatigwthe Demerger Date, BPH will
conduct activity limited to the Mortgage Businessl éhe activity of the Acquiring Bank will

be enlarged by the Demerged Business.

On 31 March 2016, the GE Shareholders and AliorkBaomcluded a share purchase and
demerger agreement in which they expressed thetioteto demerge the Demerger Business
to Alior Bank. Additionally, on 1 April 2016, the EsShareholders, Alior Bank and BPH
concluded a pre-demerger and cooperation agreewlaigd to the cooperation regarding the
Demerger. The information about the conclusionh® &bove-mentioned agreements was
publicly announced in current report of BPH No.200/6 dated 1 April 2016.

Required regulatory consents or permits
The Demerger will be executed subject to obtaitiiregfollowing regulatory approvals:

. obtaining a decision from the PFSA permitting thenigrger in accordance with
Article 124c, section 2 of the Banking Law;

. obtaining a decision from the PFSA permitting threeadments to the Acquiring
Bank's statute to be made in connection with then®&ger as provided for in
Schedule 4 to the Demerger Plan in accordance mititle 34, section 2 and in
connection with Article 31, section 3 of the Barkinaw;

. obtaining a decision from the PFSA permitting theeadments to BPH’s statute to be
made in connection with the Demerger in accordavitie Article 34, section 2 and in
connection with Article 31, section 3 of the Barkinaw;

. obtaining a decision from the PFSA stating that thare are no grounds to object
against the Acquiring Bank exceeding the threslbl83%, 50% or more of the votes
at the general meeting of BPH or, alternativelg ldpse of the statutory deadline for
the delivery of a decision containing an objectiaised with respect to the above in
accordance with Article 25 of the Banking Law;

. if required, obtaining a decision from the PFSAtistathat there are no grounds to
object against GE Investments Poland sp. z o.eeshing the threshold of 50% of the
votes at the general meeting of BPH or, alternbtjtbe lapse of the statutory deadline
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for the delivery of a decision containing an obmttaised with respect to the above in
accordance with Article 25 of the Banking Law; and
. obtaining the Antitrust Clearance.

1.3. Resolutions of the general meetings of the Banks

In accordance with Art. 541 of the CCC, the Demeigi require resolutions of the general
meetings of the Banks, including resolutions reiyayd

0] consent to the Demerger Plan;

(i) consent to the amendments to the Acquiring Barigite to be made in relation to
the Demerger as provided for_in Schedule 4 to tee&ger Plan; and

(iii) consent to the amendments to the statute of thé& Baing Divided to be made in
relation to the Demerger.

1.4. Increase in the Acquiring Bank’s share capital in onnection with the Demerger

In connection with the Demerger, the Acquiring Banshare capital will be increased by at
least PLN 10 (ten zlotys) and by no more than PX\ (where [X] means the maximum
value of the increase of the share capital of tloguéting Bank in connection with the
Demerger, calculated subject to the Share Exch&ad® adjusted in accordance with the
Dilution Adjustment Formula described in point 3tBjough the issuance of the Demerger
Issue Shares, which will be granted and allocaieitie Demerged Shareholders based on the
rules presented in the Demerger Plan in pointsd6an

The Acquiring Bank will take actions to procure thdmission and introduction of the
Demerger Issue Shares to trading on the regulatellanoperated by the WSE. To that end,
the Acquiring Bank will file a motion with the PFS#equesting approval of the respective
offering document in accordance with the Act onIRuDffering, if such offering document
will be required, and will file a motion for thegistration of the Demerger Issue Shares with
the NDS as well as a motion with the WSE for thteoituction of the Demerger Shares to
trading on the regulated market. Furthermore, éf tffering for the Demerger Issue Shares
should constitute a public offering within the miegnof the Public Offering Act, the offering
document referred to above will also cover suchipulffering.

1.5. Decrease in BPH’s share capital in connection witthe Demerger

In connection with the Demerger, BPH's share capiih be decreased so as to cause that
the GE Shareholders will be the only shareholdéBRiH and all of the BPH shares held by
the Demerged Shareholders will cease to exist.

In connection with the Demerger, BPH'’s share céapiith be decreased by the amount equal
to the product of the number of shares held bylibmerged Shareholders as at the date of
the general meeting of BPH approving the Demergdrtheir nominal value. Such number
of shares held by the Demerged Shareholders &= atate of the general meeting of BPH
approving the Demerger will be calculated basetherfollowing formula:

Sps=T - Se
where:Sps — means the number of shares held by the Dem&igakholders, i.e. the number
of shares which cease to exist as a result of #rddger and by which total nominal value
the share capital of BPH will be decreastd: means the total number of shares in the share
capital of BPH; andsge — means the total number of shares held by the&Stdteholders of

which the management board of BPH is notified y@E Shareholders prior to the meeting
of the shareholders of BPH approving the Demerger.

The management board of BPH is authorised to: digutate the exact number of shares
which will cease to exist as a result of the Deraer@nd (ii) calculate the amount of the
decrease of the share capital based on the abewwilfy and (iii) propose a respective
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supplement to the resolution on the decrease ddtihee capital of BPH to be adopted by the
general meeting of BPH is attached as Schedtddlt® Demerger Plan.

2. ECONOMIC JUSTIFICATION OF THE DEMERGER

The process of exploring strategic options for ¢shaée of the GE Shareholders’ interest in
BPH was initially communicated in October 2014 (eut report of Bank BPH S.A. No.
19/2014 dated 15 October 2014). In April 2015, GahE&lectric Company announced the
reduction of the size of its financial businessgeugh the sale of most of GE Capital’'s assets
and by focusing on continued investment and grawtits world-class industrial businesses
(current report of Bank BPH S.A. No. 6/2015 dat€dApril 2015). In June 2015, General
Electric Company announced that it was exploringesd potential transaction scenarios in
connection with the sale of its majority stake iRHB including a full carve-out of the BPH
mortgage portfolio from the sale (current reporBahk BPH S.A. No. 12/2015 dated 9 June
2015).

On 31 March 2016, after an active sales procesisgaseveral months, the GE Shareholders
and Alior Bank entered into a share purchase amdedger agreement. On 1 April 2016,
Alior Bank, the GE Shareholders and BPH enterea iat pre-demerger cooperation
agreement. The Demerger is a consequence of tive algopeements.

The GE Shareholders’ decision is, as a result ofe@# Electric Company’s global strategy,
to limit its banking operations and to dispose nud<EE Capital’s assets.

The Acquiring Bank’s acquisition of the DemergedsBess from BPH is a consequence of
the development strategy presented many times @amglstently pursued by the Management
Board of the Acquiring Bank, based on a dynamianig growth and acquisitions, coupled
with the achievement of the highest levels of retm equity.

Since the commencement of its operations, AliorlBzes always focused on the provision of
high-margin, unsecured retail loans. The loan ofteris mainly complemented by PLN
mortgage and housing loans for retail clients andhe case of corporate clients, working
capital loans and investment loans. As a resuthefforegoing strategy of operations, Alior
Bank’s loan portfolio share of high-margin unseduretail loans is greater as compared to
the market average, which enables the AcquiringkBlanmaintain a high level of the net
interest margin, with an acceptable and managédetdé of risk costs.

In view of the above, the acquisition of a sizalmginly CHF-denominated mortgage loan
portfolio, with its relatively low profitability, vas of no interest to the Acquiring Bank.
Another, equally important factor which contributexithe lack of Alior Bank’s interest in
acquiring the CHF housing loan portfolio, was AliReink’s inability to ensure viable sources
of its financing given the current market condigon

Simultaneously, the acquisition of the Demergedimass only, together with an attractive
and complementary deposit and loan portfolio, therational efficiency of Alior Bank in the

implementation of the integration processes and ddeanced and high-capacity IT
infrastructure will enable the Acquiring Bank torestgthen its presence in the market,
increase the scale of operations and achieve thbesi achievable synergies while
minimising integration costs.

The acquisition of the Demerged Business will bedfieial for the clients of both Banks
(offering an improved product range, a comprehenglistribution network and effective
sales and support processes), the shareholderghar lrate of return on invested capital
achievable thanks to the related cost and incomergies) and will enable Alior Bank
become one of the leading players on the Polistkibgnmarket. At the same time, the
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3.1

3.2.

3.3.

3.4.

4.1.

Demerger is the only legal form of the transactidnich would provide the expected legal
security for all of the parties and stakeholdergoimed and which would ensure the
continuance of the business operations of bothMbeigage Business and the Demerged
Business immediately upon the registration of tleenBrger.

SHARE EXCHANGE RATIO

Exchange ratio of the shares in BPH for the sharaa Alior Bank

The Share Exchange Ratio based on which the Deoh&igareholders (subject to Article 550
§ 1 of the CCC) will receive the Demerger Issuer&has as follows: for 1 (one) share in
BPH, the Demerged Shareholders will be grantedadiodated 0.44 (forty-four hundredths)
of a Demerger Issue Share. The above-mentionec $hathange Ratio will be adjusted by
dividing it by the dilution adjustment ratio (RFgteérmined in accordance with the Dilution
Adjustment Formula described in point 3.2 below.

Dilution Adjustment Formula

The dilution adjustment will be calculated basedtanfollowing formula:

RF = ((SR *PR) + (SI * PI)) / (PR * (SR +SI))

where:

RF — the dilution adjustment ratio

SR — the number of Alior Bank shares on the rigégge record date for the series | shares of
Alior Bank

PR — the closing price for the Alior Bank sharestmnrights issue record date for the series |
shares of Alior Bank

S| — the final number of the series | shares odABank issued in the public rights issue
PI — issue price for the series | shares of AlianB

The methods applied to determine the Share Exchand®atio

The following three generally accepted valuationthuds have been useihter alia, to
determine the Share Exchange Ratio:

. the dividend discount model, which presents thkier of the Bank as the sum of
discounted predicted future dividends;

. the comparable companies method, which is basedmaltiples of valuations
calculated following an analysis of comparable mlplisted companies; and

. market capitalisation, which is based on stodkgsron the Warsaw Stock Exchange.

Recommendation regarding the Share Exchange Ratio

In its appraisal of the values of the Banks anddgtermination of the Share Exchange Ratio,
(i) the management board of BPH took into acconatfairness opinion prepared by Ernst &
Young spotka z ograniczg@nodpowiedzialnécia Corporate Finance sp. k.; and (i) the
management board of the Acquiring Bank took intcoaat the fairness opinion prepared by
IPOPEMA Securities S.A.

PRINCIPLES OF ALLOCATING THE SHARES IN BANKS

Shares in BPH following the Demerger

As a result of the Demerger:

WEIL:\95685936\9\47603.0008



4.2.

421

4.2.2

4.2.3

424

425

0] the GE Shareholders will not become shareholdethiefAcquiring Bank and will
only remain shareholders of BPH together holdingea®f the shares in and 100% of
the votes at the general meeting of BPH; and

(ii) the other shareholders of BPH, i.e. the DemergeareBiolders, will cease to be
shareholders of BPH. Subject to the next senteasca, result of the Demerger and as
of the Demerger Date, the Demerged Shareholdetsedome shareholders of the
Acquiring Bank and such Demerged Shareholders bellgranted and allocated
Demerger Issue Shares based on the Share Exchatige R

Pursuant to Article 550 81 of the CCC, no Demetgsue Shares will be issued in exchange
for the shares the Acquiring Bank has in BPH an@®amerger Issue Shares will be issued in
exchange for the own shares held by BPH, if any.

Rules for the calculation of the number of the Denmger Issue Shares and value of the
Additional Payments

The number of Demerger Issue Shares to be alltitedch and every Demerged Shareholder
of BPH will be determined by multiplying the numbarshares in BPH held by the relevant
Demerged Shareholder as at the Reference Date éyStiare Exchange Ratio and by
rounding the product thereof down to the neardsggr (if the product is not an integer).

Each and every Demerged Shareholder who as a wsthie rounding down referred to in
sub-clause 4.2.1 has not been allotted a fractictheoDemerger Issue Shares he was entitled
to according to the Share Exchange Ratio will necean additional cash payment (the
“Additional Payment”).

The Additional Payment due and payable to a givem&rged Shareholder will be calculated
in accordance with the following formula:

D=AXW,

where:D — means the Additional Paymemt; — means the fraction by which the product
referred to in sub-clause 4.2.1 was rounded dowd VW — means the arithmetic mean of the
volume weighted average price quotation per sharhe Acquiring Bank over 30 (thirty)
consecutive days of the quotation of the shargékdérAcquiring Bank on the WSE preceding
the Reference Date.

The amount of the Additional Payment will be roudidg to 1 grosz (PLN 0.01), with each
PLN 0.005 being rounded up.

The Additional Payments will be paid to the Demedrd@hareholders within up to 14 days
from the Reference Date through the intermediatiimne NDS.

As pursuant to Article 550 § 1 of the CCC no Dereertssue Shares will be issued in
exchange for the shares the Acquiring Bank has iHBas at the Reference Date, the
Acquiring Bank will also not be entitled to receiae Additional Payment.

The restriction referred to in Article 529 § 3 dfet CCC will apply to the Additional
Payments. The Additional Payments will be paid friia reserve capitakdépitat zapasowy
of the Acquiring Bank. The Additional Payments wile reduced by the due amount of
income tax if such tax is levied on the AdditioRayments under the applicable laws.

Before the Demerger Date, the management boartieoAtquiring Bank will submit the
representation referred to in Article 310 of the@a@n connection with Article 532 of the
CCC, determining the number of the Demerger Isshare®, with the proviso that the
management board of the Acquiring Bank may deamdsubmit such representation after the
Demerger Date. In such case, the representatiotvevgdubmitted within 15 (fifteen) business
days from the Reference Date. The representatidh cancern: (i) the number of the
Demerger Issue Shares allocated to the Demerge@t&hders based on the rules specified
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4.2.6

6.1.

6.2.

6.3.

in sub-clause 4.2.1; or (ii) the number of shangsseribed for by the financial institution
referred to in sub-clause 4.2.6.

Within 15 (fifteen) business days from the Refeeemate, the management board of the
Acquiring Bank will make every effort to ensure ttflee Demerger Issue Shares that have not
been allotted to the Demerged Shareholders asuét céshe rounding down in accordance
with sub-clause 4.2.1 will be subscribed for by imarficial institution selected by the
management board of the Acquiring Bank. The Demelggie Shares are to be subscribed
for in exchange for the price representing theharétic mean of the volume weighted
average price quotations per share in the AcquBiagk over 30 (thirty) consecutive days of
the quotation of the shares in the Acquiring Bankle WSE preceding the Reference Date.

PARTICULAR PROBLEMS RELATED TO THE VALUATION OF THE BANKS
No particular problems arose in the course of tidaation of the BPH’s assets and shares.

ADDITIONAL INFORMATION

Date from which the Demerger Issue Shares will paitipate in the Acquiring Bank’s
profit

The Demerger Issue Shares allocated to the Deme3gateholders will participate in the
profit generated by the Acquiring Bank for the fic&l year commenced on 1 January of the
year in which the Demerger is registered in thercagister.

Rights granted by the Acquiring Bank to the sharehtwers and other persons with
special rights in the Bank Being Divided

It is not planned to grant any rights to the shalddrs of BPH and/or to other persons
holding special rights in BPH.

Special benefits for the members of the corporatedulies of the Banks and for other
persons who participated in the Demerger

In the event of the implementation of the Demerge,following programmes will be put in
place providing for specific benefits for membefdh®e governing bodies of the companies
and for other individuals involved in the Demerger:

(i) The Programme of Bonuses for the ContinuatibEmployment addressed to a selected
group of employees of key importance to the Demigr8ank (including Members of the
Management Board), under which bonuses will be dedifor continuing the employment
relationship with the Demerged Bank, and, subsdtyewith respect to the employees
transferred in connection with the Demerger to Atoguiring Bank — for continuing the
employment relationship with the Acquiring Banktire course of the special period of time
preceding the implementation of the Demerger anihduhe period of time immediately
following the Demerger. The costs of this programane estimated to be no more than PLN
20 million and will be financed in full by the GE&jital group.

(ii) Transactional bonus addressed to a group gfl@yees of the Demerged Bank of key
importance during the Demerger process (includirgri{ders of the Management Board). The
payment of the bonuses under this programme isittomal on, inter alia, the successful

completion of the Demerger process and achievintheftargeted business objectives. The
costs of the transactional bonus programme shaatléxceed PLN 13 million, provided that

Alior Bank and the GE Shareholders may decidedcefmse the above-mentioned sum.

As of the date on which the Demerger Plan is agreedprogramme granting any special
benefits to the members of the authorities of thequiing Bank and other persons
participating in the Demerger has been adoptelddarAtquiring Bank.

10
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7. SUMMARY AND RECOMMENDATION
The economic and financial advantages, both for Bamks themselves and for their
shareholders, allow to conclude that the Demegg@rstified in strategic, operating and cost
terms.

Therefore, the Management Board of BPH recommendbd general meeting of BPH to
adopt the resolutions consenting to effecting tremBrger Plan, and the amendments to

BPH'’s statute, including those resulting from thenirger.

On behalf of Bank BPH S.A.:

Richard Gaskin Grzegorz Jurczyk
President of the Management Board Deputy President of the Management Board
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