"\4 4

‘n e R } ! . !
H",'fli "y -‘. Lo ” 7 :‘ : N /_d " : 2 ‘.‘; ‘,‘ “
s.nsag




SOCIALLY RESPONSIBLE
COMPANY

POLISH COMPANY

FAMILY-RUN COMPANY




SOCIALLY RESPONSIBLE COMPANY

Ethical

Manufacturing responsibly

Caring for workplaces

Giving support to its employees and partners

Environmentally friendly

POLISH COMPANY

Ourroots are in Poland

All strategic decisions are made in Poland

All our concepts are designed in Poland

Our brand concepts have been made in Poland
We pay all due taxes in Poland

Our key shareholders live in Poland

FAMILY-RUN COMPANY

Created and managed by Polish entrepreneurs — partners from
student years

Family-based capital and determination to preserve status quo
Stability and long-term vision matched with large investments is at
the heart of our development instead of consuming profit,

The welfare of the company and its people is moreimportant than

the company’s short-term profits
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_etter from the
President of the
Management
Board to the
Shareholders

DearShareholders,

For LPP, the year 2017 was undoubtedly the best year in the
company’s history. It was a period in which the market success of our
five brands was reflectedina higherthan average level of turnower,
neverseen beforeinthe 27-year history of LPP.

We have reached this achievement thanks to the commitment and
passionof25thousand of our employees creating this company. The
17-percentincrease in revenues, which this year exceeded PLN 7 bin,
proves also that a Polish sodally responsible family-run company is
capable of succeeding in difficult current market conditions. In the
pastyear, our perseverance and determination in satisfying even the
mostdemanding customers let us yield togethera net profit of PLN
441 min, which was 150% higher that the results earned a year
before. Thisis greatsuccessforallof us.

Ethics, a responsible manufacturing process and care for our
employees, contracting parties and the environment have always
been, and will be, the cornerstones of our philosophy, and we
expressedthosevaluesalsoin the pastyear. Yet, we have not been
satisfied with the success we have achievedso far. In 2017, we
continued our hard research and development work having engaged
talented young people whohelp usto createin Poland the concepts
of our brands and successfullyimplement them on new markets. We

25+

PLN 7 bin

sincerely want LPP to be a contemporary developing company with
Polishroots, with ouradded value beingits strength.

| consider the last year to be successful also thanks to landmark
decisions we made at that time. The debut of the Polish flagship
Reserved brand onthe demandingBritish market was a great chance
for us to promote Polish creative ideas in Western Europe. Just like
our every other flagship store, the one in Great Britain has been
created with joint efforts of our experts and Polish subcontractors.
In 2017, we successfully started business activity on two other
markets, namely in Serbia and Belarus. Today, our portfolio of
already 1743 stores available in 20 countries in Europe and the
Middle East exceeds in total the area of 1 million m2. Today, the
creativity of Polish LPP designers is known in the Czech Republic,
Slovakia, Hungary, Lithuania, Latvia, Estonia, Bulgaria, Romania,
Croatia, Belarus, Serbia, Russia, Ukraine as well as in Germany and
Great Britain. The Reserved stores are available for our customers
even in the Middle East, Egypt, Kuwait, Qatar and United Arab
Emirates. In 2018, the area of our stores may increase ewven by
another100thousand m2.

We are planning to expand our operations further — to the markets
in Kazakhstan and Slovenia, and alsoto open new franchise stores in
Israel. These are new markets where we will be offering our brand
collections.

Year by year, our exports operations become more and more
efficient. Last year, their value exceeded PLN 3 bln, constituting
almost a half of sales revenues of the LPP CG. We are proud that,
owing to the above, Polish creative ideas boost Polish economy;,
proving the effectiveness of a Polish family-run company, whose
achievements become known to a growing. number of recpients in
and outside the European continent. We want to continue this
process and, consequently, contribute to the budget of the Polish
economy as this is the place we come from. During only the last 7
years, thanks to ouroperations, we contributed to the state budget
overPLN 4 bininall taxes paid.|n2017 only, thatamount exceeded
PLN 800 min.

We want to continue expanding our worldwide chain of stores and
boost Polish exports. During the last 7 years, we spent already PLN
2.7 bln for that purpose, and, by the end of 2020, we plan to hawe
invested another PLN 1 bln to satisfy the needs and tastes of a
growingnumber of recipients evenin far parts of the world. In 2017
only, we spent PLN 370 mlIn on developing the traditional sales
network.

25 000

years of the
Company’s history

of revenue

jobs
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The year 2017 was a breakthrough also thanks to the great success
we achieved in online sales, which doubled within only the last 12
months. Our expansion in this area has proven that our dedision to
develop this sales channel was sound, giving us the possibility of
reaching even more customers of our Polish brands. Today, online
stores of LPP brands operateon 11 European markets and,in 2018,
we planto startouroperations on five new markets. | am convinced
that the strategy of increasing the availability of our brands for
customersistherightdirectioninterms of LPP’s development.

I think that, last year, we succeeded to convince all, thatis both our
customers and shareholders, that stability, re sponsibility and care for
stakeholders are of more importance forus thanshort-term profits.
We will carefully and diligently cherish these values also next year.
What we focus onis enhancing skills and the manufacturing process
as well asimproving the textile industry having regard for the welfare
and satisfaction of our business partners. Thatis why, next year, we
wantto significantlyincrease ourexpert staffby hiring spedialists in
IT, e-commerce, | ogistics and product departments. Our priority will
be talented designers, technologists and graphic designers whose
creativity and innovative talents will enable us to start operating
successfully on new markets, still caring for the needs of our
domestic customers. Last year, in recognition of our dients’ needs,
we focused on developing the omnichannel since the speed of
deliveryand ensuring flexible sales terms for our products is of major
importance. Therefore, our next year’s efforts will be devoted to
furtherhardwork onnew T technologies which, inouropinion, are
the future of retailsales.

An ancillary element of this plan was our steps taken to dewelop
distribution centres. We opened a distribution centre in Strykow, in

))

We set ambitious goals for 2018.
They comprise improvement of
trade margins, further dynamic

growth of e-commerce and a 10%
y/y increase in retail space.

Central Poland, onthe crossing of main Polish highways, and another
one also in Russia near Moscow, being one of the most rapidly
developing markets inour portfolio. Due to the strengthening of the
logistics network and its further expansion in 2018, we will be able
to meet the requirements of our e-commerce clients and
significantly speed up deliveries of products ordered online. To
confirm the viability of LPP’s developmentinthis area, we show the
last year’s results on online sales, totalling PLN 361 mlin, i.e. 108%
more compared with 2016. We expect that, next year, growth
dynamics maybe ata similar level and, consequently, we willdouble
the record madein2017.

I am convinced that our results, stability and perseverance, reflected
in the figures youwill learn fromthis report, willgive sufficient proof
that we seriously care for the interests of our shareholders and the
satisfaction ofour customers. | do believe that the dedsions we have
made so far will give you grounds to acknowledge that a company
like LPPis avaluable and responsible Polish partner with a promising
future, and that maintaining further relations with LPP is an asset,
notonlyinfinancial terms.

Marek Piechocki, President of the Management Board of LPP SA
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Non-Financial
Information
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I FIRE-FUELLED

We are fullof energy. We are passionate about our business, our brands
and ourcustomers. We are proud to be part of LPP.

A AMBITION-DRIVEN OUR MISSION

We help our customers to
realise their dreams through
the way they look and feel.

We seeknew challenges every dayand strive for excellence. We dare for
more. We expect unexpected.

S SOCIALLY-RESPONSIBLE
OUR VISION

We care forour closerand further surroundings. We support our
employees and partners. We listento their needs to actinharmony with

Passion drives us forward,
making the company the top

nature.

T TEAMLORIENTED fashion retailer in the world.

The opinionof eachteam memberis just as important. We treat everyone
as we would like to be treated ourselves. Respect, justice and tolerance
are our guideposts of action.
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Code of Conduct

The Code of Conduct serves as the basis
for our actions in the chain of deliveries.
It sets forth the requirements to be
observed by suppliers. Itswording
incorporates global guidelines for safety
at work, decentconditions and a wage
policy.

The wage policy and formal
employment requirements

The unconditional ban to employ
children and regulations governing
employment of youth workers

Voluntariness of work /
)/{;/ A\
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Freedom of association
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Equal treatment of all workers

Health and work safety standards

Suppliers’ environmental duties



We invest in the development
of youngsters from Pomerania
who are about to take their
first steps on the job market.
The project is addressed to
those from children’s care

homes who are beginning
their adult lives.

PIERWSZA
PRZYMIARKA

The “First Fitting” is a pilot
programme for young people
at risk of social exclusion,
which is financed and
implemented by LPP in
cooperation with the
Foundation for Social
Innovation.
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11 PLN 35 000

collected for children’s
homes in Gdansk and
Cracow

e,
$ESERVED

the numer of sports
competitions in which the
most active sportsman took
part




LPP
Ambassador
Programme

The appointment of LPP Ambassadors is aimed at
starting cooperation between students in chosen
Polish cities and the HR department responsible for
sales network issues. The project's goal is to
develop a positive image of LPP’s portfolio brands
and the Company as an attractive employer in
selected higher schools and atuniversities and to:

B promote current job offers for positions in
LPP’s store chain,

B reachout to a wider group of prospective
work candidates for LPP’s chain stores,

B enable students and graduates to get to know
the Company from inside.




PLN 2 min

total value of funds and
goods donated in 2017 for
charity purposes in Poland

100

volunteers actively engaged
in charity projects in Poland

over

100 000

pieces of clothing delivered
to 120 institutions.

96

volunteers in Russia
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Selected Financial Data of the LPP

SA Capital Group

Selected financial data of the LPP SA CG

Selected consolidated financial data*

Revenues

Operating profit (loss)

Pre-tax profit (loss)

Net profit (loss)

Profit (loss) perordinaryshare

Net cash flows from operating activities
Net cash flows from investing activities
Net cash flows from financing activities

Total net cash flows

In PLN thousand

2017 2016
01.01-31.12 01.01-31.12
7029 425 6 019 046
578 434 226 421
563 671 194 078
440774 174 775
241.36 96.19
893 185 718 176
-383 934 -181 354
-359 872 -393 849
149 379 142 973

In EUR thousand

2017

01.01-31.12

1656 048
136 272
132794
103 841

57.87
210 424
-90 450
-84 781

35192

2016

01.01-31.12

1375 562
51745
44 354
39942

21.98
164 128
-41 446
-90 008

32674

*data convertedatthe PLN/EURexchange rate: 2017:4.2447;2016: 4.3757

Selected consolidated financial data*

Total assets

Long-term liabilities

Short-term liabilities

Equity

Share capital

Weighted average number of ordinary shares
Book value pershare

Declaredorpaiddividend pershare

In PLN thousand
2017

4206 819
233 140
1530 248
2443 446
3705
1826 537
1337.75

35.74

2016

3677932
267 254
1275947
2134731
3679
1816932
117491

33.00

In EUR thousand

2017

01.01-31.12 01.01-31.12 01.01-31.12

1008 612
55897
366 887
585 832
888
1826 537
320.73

8.42

2016
01.01-31.12
831359
60410

288 415
482 534
832

1816 932
265.58

7.46

* data converted at the PLN/EUR exchange rate: 2017:4.1709; 2016: 4.4240
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Management Board’s Report on the
Operations of the LPP SA CG,
Including a Declaration of Corporate
Governance for 2017

(with due consideration of disclosure requirements for
the Report on the Operations of the Parent Company

for the said period)
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PLN 361

e-stores in 11 e-commerce

countries min of - +108%
revenue




1. Introduction

This Report of the Management Board on the operations of the LPP SA Capital Group for 2017 incorporatesinformation the scope of which has been
setforthin§§91-92 of the Regulation of the Minister of Finance, dated 19 February 2009, on currentand interim information provided byissuers
of securities [...] (the Regulation).

Under § 83 subparagraph 7 of the Regulation, thisreport comprises also disclosuresrequired for the Report on the operations ofthe Parent Company,
referredtoin§91subparagraph 1point4ofthe Regulation.

The consolidated annualreport, comprising consolidated financial statements and this report onthe operations, was drawnup under§91and § 92
in connection with § 82 subparagraph 1 point3and § 82 subparagraph 2 of the Regulation.

The rules for drawing up annual finandal statements have been provided forin subsequent notes to these statements.

2. Operating Information

2.1. Composition of the LPP SA Capital Group

The LPPSA Capital Groupis composed of 5 Polish companies (includingthe Parent Company) and 20 foreign companies.
The consolidated financial statements of the CG, covering the period between 1Januaryand 31 December 2017, include separate results of LPP SA
and theresults offoreign subsidiaries listed below:

LPP Estonia OU LPP Slovakia SRO

LPP Czech RepublicSRO LPP Fashion Bulgaria EOOD
LPP Hungary KFT GothalsLTD

e latiatro LPP Croatia DOO
LPP Lithuania UAB LPP Deutschland GMBH

LPP Ukraina AT IPMS Management Services FZE
Re Trading 000 LPP Reserved UKLTD

LPP Roma nia Fashion SRL LLC Re Development
" LPPBulgariaEOOD LLC Re Street

LPP Reserved doo Beograd P&L Marketing&Advertising Agency SAL

The financial statements of the Capital Group do not incorporate the consolidation of Polish subsidiaries of LPP SA due to th e irrelevance of data.

This is compliant with the Accounting Policy adopted bythe Group.

2.2. Information on the basic operations of the LPP Capital Group

LPP SA, as a parent company, is involved in the design and distribution of clothing in Poland and the countries of Central, W estern and Eastem
Europe, inthe Balkans and the Middle East. The Group companies being consolidated are involvedinthe distribution ofgoods under the Resened,
Cropp, House, Mohito and Sinsay brands outside Poland. Three domestic subsidiariesare engaged in the lease of real properties where the stores of
Reserved, Cropp, House and Mohito are operated. One domestic s ubsidiary, LPP Retail Sp.z 0.0., is engaged in the handling of domestic stores.
Clothing is the basic commodity sold by the LPP SA Capital Group companies. Footwear, bags and clothing accessories are sold as products
supplementing the basic offer of the Capital Group companies.

Designs of clothing are preparedinthe LPP design offices located in Gdansk (in the registered office of the Parent Company), Cracow and Warsaw,
and then transferred to the purchasing department which orders the production of s pecific models, cooperatingin this respect with manufacturing
plantsin Polandand abroad (in,amongothers, China and Bangladesh).

ProductioninChinais distributed through the Company’s trading office in Shanghai, while the Company’s trading office in Dhaka is re sponsible for
coordinating and supervising production in Bangladesh. A major task of the office in Bangladesh is the regular auditing of manufacturing plants in
terms of adequate working conditions and respect for human rights.

The Capital Group alsogeneratesrevenuesfrom the sale of services (theseare, intotal, revenues of the Parent Company, coveringmainly senices
relatingto know-how onthe operation of brand stores by domestic contracting parties).

An additional object of business in the Group is the management of the Reserved, Cropp, House, Mohito and Sinsay trademarks, including their
protection, activitiesaimed atincreasingtheirvalue, the granting of licences for use etc. The companies Gothals Limitedin Cyprus and IPMS in UAE
were established for that purpose. The company P&L Marketing & Advertising SAL with its registered office in Lebanonis incharge of supenision of
franchise stores in the Middle East and marketing activityinthe said region.

LPPSA| 21



The maindistribution channelsguaranteeing the development of the Ca pital Group are chains of Reserved, Cropp, House, Mohito and Sinsay stores
and on-line stores of each of the above -listed brands. Individualcustomers are the recpients of products both in regularand online stores.

i i i i i

! 2016 I ! 2017 ! ! Change !

1 1 1 1 1 1
Source of revenues in PLN '000 Share in sales in PLN '000 Share in sales

volume % volume %

Sales oftrading commodities 5997 444 99.6% 7 005 440 99.7% 16.8%
Sales ofservices 21 602 0.4% 23 985 0.3% 11.0%
Total 6 019 046 100.0% 7 029 425 100.0% 16.8%

Poland Estonia Czech Rep. Lithuania Latvia Hungary Russia Ukraine BGrir:aai:\ Egypt
Bulgaria Slovakia Qatar UAE Germany Croatia Romania Serbia Belarus Kuwait

2.3. Information on supply sources and sales markets

The majority of companies manufacturing goods for LPP SA have their registered offices in China. Purchasesmadein 2017 in that country amounted
forapprox.52.6%, and in other Asian countries —forapprox. 39.2%. Furthermore, the Company purchased goods from Turkish (approx. 4.7%) and
Polish manufacturers (approx. 1.6%).

The value of purchases made from a single manufacturer did not exceed 10% of sales.

FarEast
(Bangladesh, Poland TOTAL

Pakistan, India)
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Recipients of the goods of LPP SA are located in Poland and abroad (subsidiaries and non -affiliated entities).

LPP SAsoldgoods in 30.7% onforeign markets, with 97.5% ofgoods being sold to subsidiaries building the chains of Reserved, Cropp, House, Mohito
and Sinsaystores intheirarea and are supplied with trading commodities by LPP SA. Ashare of one ofthe recipients affiliated with LPP SA exceeded
10% of the Company’s sales in 2017. That company was Re Trading 00O, a Russian subsidiary. The sale to that company amounted to PLN 726

million, whichaccountedfor 12.9% of revenues of LPP SA.
The share ofotherrecipients did not exceed 10% of salesof LPP SA.

Exportsalesto entities not belonging to the LPP SA Capital Groupin 2017 was PLN 43 358 thousand, which constituted 0.8% of revenues of LPP SA.

The Company’s major non-affiliated exports customers are companies from Belarus, Russia and the Middle East.
Presented beloware the main directions in LPP exports sales.

Country

Belarus

Egypt

Russia

Qatar

Kuwait

United Arab Emirates
SaudiArabia

Other

Total

2016

Exports amount

in PLN ‘000

2379
6 475
7474
10 902
4948
3897
4695
2899
43 669

Share in
exports
in%

5.4%
14.8%
17.1%
25.0%
11.3%

8.9%
10.8%

6.6%

100.0%

Exports amount
in PLN ‘000

15210
7120
2212
7796
3852
3295
1570
2303

43 358

2017

Share in exports

in%

35.1%
16.4%
5.1%
18.0%
8.9%
7.6%
3.6%
5.3%
100.0%
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Revenues from the salesof products, goods and materials, disclosed in the consolidated financial statements, have been earned byindividua | CG
companies in the followingamounts (excluding intra-Group sales):

i 01.01-31.12.2016
1

01.01-31.12.2017

Country Sales revenues in PLN Sales revenues in PLN

thousand Share in % thousand Share in %

Poland 3511449 58.3% 3906 007 55.6%
Czech Republic 278 735 4.6% 343 184 4.9%
Slovakia 172 095 2.9% 208 324 3.0%
Hungary 76 349 1.3% 114 611 1.6%
Lithuania 93 622 1.6% 112 067 1.6%
Latvia 73 902 1.2% 83 863 1.2%
Estonia 88 896 1.5% 98 807 1.4%
Russia 1043 698 17.3% 1261703 17.9%
Ukraine 225 547 3.7% 269 580 3.8%
Belarus 0 0.0% 11125 0.2%
Bulgaria 58 296 1.0% 61693 0.9%
Romania 111 015 1.8% 178 148 2.5%
Croatia 60 448 1.0% 73 451 1.0%
Serbia 0 0.0% 4152 0.1%
Germany 193 553 3.2% 262 184 3.7%
GreatBritain 0 0.0% 16 387 0.2%
Middle East 31442 0.5% 24 139 0.3%
Total: 6 019 046 100.0% 7 029 425 100.0%
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200+ 700+

total number of people making collections of

desi
esigners 5 brands

90% 1 000+

of goods produced in Asian countries suppliers

Possibility of sending to stores

The largest

up to 1 '5 m I n and the most state-of-the-art textile logistics
products daily centre in Central and Eastern Europe

1740+ 20 countries

stores and 3 continents: Europe, Asia, Africa

688 min 170 min

pieces of clothing and accessories sold in

storevisitorsin 2017 2017
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2.4. Information on important events, agreements material for the Issuer’s business, including insurance,
partnership and cooperation agreements

Opening of the Reserved stores in
Hamburg and Cologne —the
seventeenth and eighteenth store on
the German market

Contract signed with Arvato Polska on
the outsourcing of logistics services for
the e-commerce channel for: Reserved,

House, Mohito and Sinsay

RESERVED MOTERIMS WYRAMS VAIKAMS ~ SEZOND KAMPANLIA

Launching of on-line stores of all five
brands in Lithuania, Latvia and Estonia

Workshop
trend

Contract signed with SGS on audits in
Asian factories

‘ﬁ" IH
_ «wM
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First Reserved, Cropp and House stores
in Minsk, Belarus

i u\m\‘\ o Uwﬁ’
n,;v ,2

Opening of the Reserved store in Berlin
— the nineteenth store on the German
market

Start of securitisation of the level of
foreign exchange rates for payments in
USD in supplier relations

First store in Serbia
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Franchise-partner agreement signed

o with H&O Fashion Chains Ltd with its
8. registered office in Israel, under which,
7 N 3 in 2018, first Reserved stores will be
V/ = il"‘s\ i — | H
//“-—- STER opened in Israel
R “"’“ N
N~ ‘

- X 4 KN ¢ ~ Debut of the first Reserved store in
1 A\ o L8\ } 3_ London and the online store in Great
‘/:'r' [ \\1 3 Britain

r”f

VL ' Z -
.a! é : } § LPP SA became member of the Family
' f» 4 -,L, ~F Business Network
7 | V -
o S \
/ 4
'(‘.0
A , |
1 4 .
1 l . | j: R’E’vam
.“ { lr} d ‘H"f" % o A new Reserved store opened as the
e A | k& b Open to Public concept in the Ztote
| ' e o : .
8| B~ - Tarasy shopping centre, in Warsaw
| | ¢
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Other agreements concluded in 2017:

246 lease agreements (including annexes
prolonging the agreements) with retail space
distributors in shopping centres in Poland and
abroad.

Bank loan agreements and annexes to existing loan
agreements. Detailed information on these
agreements has been made public and published in
currentreports (CR 06/2017, CR 10/2017, CR
27/2017, CR 28/2017, CR 29/2017, CR 48/2017, CR
53/2017).

Agreementoninsurance guaranteesfor payment of
customs liabilities and the insurance contract—a
comprehensive insurance policy covering all
propertyofthe LPPSACG, includingreal property,
goods, plantand equipment.

The Group has noknowledge on agreements concluded between shareholders, affectingits operations.

2.5. Transactions with associates

All transactions entered into by the Issuer with associates inthe reporting period were concluded onarm’s length basis.
Detailedinformation ontransactions with associatesis giveninthe financial statements of LPP SA (points 30.1and 30.2).
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3. Description of financial position

3.1. Basic economic and financial figures of the LPP Capital Group

The basic tasks carried out by the Capital Group in 2017 were as follows:

1) salesrevenuesofthe LPPSA Capital Group amountedto PLN 7029 millionandwere higherby17% than those achievedin 2016. The dynamic
increaseinthe Group’s reve nues was gained owing to larger retail s pace, positive LFL and high dynamicsinonline sales.

2) In2017,the CG generated net profit of approx. PLN 441 mln, whichis approx. 152% higherthanin 2016 (approx. PLN 175 mIn).

3) Thetotalsellingareainbrandstoresincreased byapprox. 80thousandsqg.m. (approx. 8.7%). Atthe end of 2017, the total retail selling area in
the entire LPP SA Capital Group amounted to approx. 1000.6 thousand sg.m., including approx. 486.6 thousand sq.m. outside Poland.

Chain

Reserved
Cropp
House
Mohito
Sinsay
Tallinder
Outlet

Total

Area (thousand

m2)
509.1
120.4
105.7
99.1
69.8
4.1
12.6
920.7

2016

Number of stores

461
379
330
290
198
9
36

1703

Area (thousand

m2)
562.3
127.2
110.6
103.8
84.6
0.0
12.1

1 000.6

i

1
2017 i

1
Number of stores

468
381
333
294
233

0
34
1743

Changein
area

%

10.5%
5.7%
4.7%
4.7%

21.2%

-100.0%

-4.1%

8.7%

4) Resultsgeneratedbythe LPPSA CapitalGroupin2017 depended primarily on the performance of five retail salesnetworks: Re served, Cropp,
House, Mohitoand Sinsay, with the majority of revenues and profits being generated by Reserved stores. However, the highest reve nue growth

rate was recorded bySinsayand Reserved.

Distribution channel

Reserved brand stores
Cropp brandstores
House brand stores
Mohito brand stores
Sinsaybrandstores
Tallinder brand stores
E-commerce
Exports*

Other

Total

Area (thousand

m2)

2 692 885
914 873
767 149
736 789
460 869

12 116
173 142
43 669
217 553

6 019 046

1
2016 i
Number of stores

44.7%
15.2%
12.7%
12.2%
7.7%
0.2%
2.9%
0.7%
3.6%
100.0%

Area (thousand

m2)

3 159 506
1063 935
805 339
828 577
610 215
1145
360 826
43 358
156 525

7 029 425

1
2017 i
Number of stores

44.9%
15.1%
11.5%
11.8%
8.7%
0.0%
5.1%
0.6%
2.2%

100.0%

17.3%
16.3%
5.0%
12.5%
32.4%
-90.6%
108.4%
-0.7%
-28.1%
16.8%

* Exports to entities not affiliated with LPP SA
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5) In2017,the LPP SA Capital Group earned PLN 361 mIn on online sales, which was 5.1% of the Group’s sales. Approx. 71% of online sales were
generatedinPoland.

2017
361 min zt

| | |
2014 2015 2016

65 min zt 79 min zt 173 min zt

55 85 75 146

Basic economic and financial figures and their changes in comparison with the previous year:

: 2016 : i 2017 : : Change ﬂ:

Item (in PLN thousand) (in PLN thousand) %
Revenues 6 019 046 7 029 425 16,8%
Gross profiton sales 2933810 3719 966 26,8%
Profitfrom sales 325 004 620 027 90,8%
Operating profit 226 421 578 434 155,5%
Pre-tax profit 194 078 563 671 190,4%
Net profit 174 775 440 851 152,2%
Equity 2134731 2 443 446 14,5%
Liabilities and provisions for liabilities: 1543201 1763388 14,3%
Long-term liabilities 267 254 233 140 -12,8%
Short-term liabilities: 1275947 1530248 19,9%
- bank loans 315111 56 496 -82,1%
- trade liabilities 881 064 1322628 50,1%
Non-current assets 1838 664 1919 694 4,4%
Currentassets 1839 268 2287 125 24,3%
Inventories 1164 135 1472 537 26,5%
Short-term receivables 271788 255 366 -6,0%
Trade receivables 165 389 199 648 20,7%

+17% +155% +152%

revenues EBIT net profit
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52.9%

gross margin




3.2. Assetsand liabilities

Assets of the LPP Capital Group Liabilities of the LPP Capital Group

The assets of the LPP SA Capital Group comprise two major The LPP SA Capital Group pursues a conservative liabilities
components: (1) fixed assets being store fixtures and equipment, management policy aimed at maintaining a safe finandng
in the amount of PLN 1 348 mln, and (2) inventories of trading structure i.e. maintaining an over 50% share of equity capital in
commoditiesin the amount of PLN 1473 miIn asat the end of 2017. liabilities (at the end of 2017, the share of e quity capital in liabilities
The value of fixed assets will increase along with development of was 58%, with equity capital amounting to PLN 2 443 min). The LPP
the sales network and the increase in the number of stores. The SA Capital Group finances its operations also with liabilities owed
volume of inventories depends on the size of retail space and to suppliers (aiming at prolonging a liabilities turnover cyde) and
increasesas subsequent stores are beingopened, induding online employing investment and current bank loans. Atthe end 0f2017,
stores. At the same time, the company works on diminishing its the balance of bank loans was PLN 198 mIn and was lower by PLN
financial engagement in inventories by reducing store 312 mln compared with the balance as at the end ofthe preceding
replenishment and, simultaneously, by accelerating goods rotation year.

which should translate into an increased efficiency of operations.

3.3. Monetary position

The LPPSA Capital Group appliesa centralised liquidity management model: the Parent Company (LPP SA) purchases goods and distributes them to
subsidiaries and, next, subsidiaries paythe parent companyforthose goodsina locl currency. LPP SA is vested with decision-making capadities in
terms of the flow of receivables, foreign currency exchange and the incurring of financiallliabilities. The basic goal ofthe Finance Departmentof LPP
SAis the safeguarding ofliquidity, solvencyand bank debt management. As at the end of 2017, the LPP CG held PLN 515 mInin cash, with the balance
of bankloansinthe amount of PLN 198 mIn, which means that a net debt wasPLN 317 mln compared with a net debt of PLN 144 mInin the preceding
year.

3.4. Profitability ratios

Profitability ratios presentedin the table have been calculated as follows:

a) gross profitmargin on sales—gross profiton salesdivided by revenues fromsales of goods and services;
b) operatingprofit margin—operating profit divided by revenuesfrom sales ofgoods and services;

c) Returnon Sales—netprofitdivided by revenuesfrom salesof goods andservices,

d) Returnon Assets—netprofitdivided byaverage assets duringthe financial year;

e) Returnon Equity—net profitdivided byaverage equity during the financial year.

T E e T
Volume % % p.p.
Gross profitmarginon sales 48.7% 52.9% 4.2
Operating profit margin 3.8% 8.2% 4.5
Return on sales (ROS) 2.9% 6.3% 3.4
Return on assets (ROA) 4.8% 11.2% 6.4
Return on equity (ROE) 8.7% 19.3% 10.6

3.5. Liquidityratios

Liquidity ratios were calculated as follows:

a) currentratio —current assets divided by the carrying amount of short-termliabilities;

b) quickratio—currentassets lessinventorydivided bythe carrying amount of short-termliabilities;

c) inventoryturnoverratio(days)—averageinventorydivided by costs of goods and products sold and multiplied by the number of daysina
given period;

d) receivables turnover ratio (days) — average trade receivables divided by revenues from sales and multiplied by the number of days in a
given period;



e) trade liabilities turnoverratio (days) —average trade liabilities divided by costs of goods and products sold and multiplied by the number
of days in agivenperiod.

Volume Change in %

Currentliquidity ratio 14 1.5 7.1%
Quick liquidity ratio 0.5 0.5 0.0%
Inventory turnover (days) 147 145 -1.4%
Receivablesturnover (days) 9 9 0.0%
Trade payables turnover (days) 95 122 28.4%

3.6. Assetmanagement ratios

The ratios were calculated as follows:

a) fixed assets to equityratio —shareholders’ equity divided by fixed assets;

b) total debt—long-andshort-term payables divided (including provisions for liabilities) by the balance sheet total;
c¢) short-term debtratio—short-termdebtdivided by the balance sheet total;

d) long-termdebtratio —long-termdebt divided bythe balance s heet total.

i 2016 i i 2017 i i Change i
Volume % % p.p.
Fixed assets to equityratio 116.1% 127.3% 11.2
Total debtratio 42.0% 41.9% 0.0
Short-term debtratio 34.7% 36.4% 1.7
Long-term debt ratio 7.3% 5.5% -1.7

3.7. Basic economic and financial figures of LPP SA, the Parent Company

The basic tasks carried out by LPP in 2017 were as follows:
1) salesrevenuesof LPPSAamounted to PLN 5624 millionandwere higher by 18.6% thanthose achievedin 2016,
2) in2017,LPP SAgeneratednet profit of approx. PLN 491 million. This is by 75.4% more thanin 2016 (approx. PLN 280 million),

3) Results generatedbythe LPPSA Capital Groupin 2017 depended primarily on the performance of five retail sales networks: Re sened,
Cropp, House, MohitoandSinsay, withthe majority of revenues and profits being generated by Reserved stores. However, the highest
revenue growthrate wasrecorded by store chains of Sinsay, Reserved and Mohito.

Basic economic and financial figures and their changes in comparison with the previous year:

i 2016 | L2017 : | Change |

Item (in PLN thousand) in PLN thousand)

Revenues 4 740 877 5623 900 18.6%
Gross profiton sales 1769 372 2 296 305 29.8%
Profitfrom sales 23193 255391 1001.2%
Operating profit 5662 231639 3991.1%
Pre-tax profit 297 634 595 549 100.1%
Net profit 280 071 493 427 76.2%
Equity 2 092 846 2 547 402 21.7%
Liabilities and provisions for liabilities: 1401 123 1580938 12.8%
Long-term liabilities 244 476 197 213 -19.3%
Short-term liabilities: 1156 647 1383725 19.6%

- bank loans 315111 56 496 -82.1%
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i 2016 i i 2017 i i Change i

Item in PLN thousand) %

- trade liabilities 792 684 1215568 53.3%
Non-current assets 2 095 664 2 420 080 15.5%
Currentassets 1398 305 1708 260 22.2%
Inventories 832 586 1102972 32.5%
Short-term receivables 387 838 343 290 -11.5%
Trade receivables 294 500 313 210 6,4%

The increase by 18.6% insales revenues wasachieved byincreasingsales in all retail chains.

A gross marginreached 40.8% and was higher by 3.5 percentage points thanlastyear.

The profitonsalesincreased by over 1,000%.

The operating profitamountedto PLN 231639 thousand (increase by 3991.1% compared with 2016), and the operating profit margin amounted to
4.1% (lastyear, it was, respectively, PLN 5662 thousand and 0.1%).

The pre-tax profit was higher compared with the previous year by 100.1% and amounted to PLN 595 549 thousand.

The net profit generated in 2017 amounted to PLN 493 427 thousand and was higher compared with the previous year (PLN 280 071 thousand) by
76.2%. The resulting net profit margin amounted to 8.8% (in 2016, profitability was 5.9%).

The equityof LPPSAincreased by21.7% in 2017. 1t was mainly due to the transfer of profit to equity.

Long-term liabilities decreased by 19.3%, while short-term liabilities increased by 19.6% compared with 2016.

3.8. Factors and extraordinary events affecting profit or loss
In 2017, there were nounusualfactors affecting profit orloss onthe operations ofthe LPP SA CG.

3.9. Financial agreements

3.9.1. Loans and borrowingstaken out

Informationon bank loans takenoutas at31 December2017 and their maturity dates is given in the financial statements of LPP SA (point 24) and
the financial statements of the LPP SA CG (point 23).

3.9.2. Loans granted
Information on loans granted s givenin the financial statements of LPP SA (point 19.1) and the financial statements of the LPP SA CG (point 18.1).
3.9.3. Guaranteesgranted and received

Guarantees
In the reporting period, the LPP SA CG granted the followingguarantees withinthe Group:

i Amount i

Promissorynote guarantee issuedto Orlen for a single business entity 22 l
Guarantee forAmurSp.zo.o. 7 678
Guarantee for BBKSA 894
GuaranteeforDPandSLSp.zo.0. 1358
Guarantee for Re Trading OO0 17 448
Guarantee for LPP EstoniaOU 1143
Guarantee for LPP Romania Fashion SRL 2077
Guarantee for LPP Ukraina AT 4 485
Guarantee for LPP Czech Republic SRO 16 436
Guarantee for Reserved GmbH 13 546
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i Amount i
1 1

Description (PLN thousand)

Guarantee for LPP Latvia LTD 2 825
Guarantee for LPP BulgariaEOOD 2 486
Guarantee for LPP Fashion Bulgaria EOOD 494
Guarantee for LPP SlovakiaSRO 4525
Guarantee for LPP Lithuania UAB 414
Guarantee for LPPHungaryKFT 5584
Guarantee for LPP Croatia DOO 9122
Guarantee for LPP Reserved DOO Beograd 872
In total 91 409

In 2017, the LPPSA Capital Group received no guarantees, and only LPP SA granted guarantees to its subsidiaries.
No guaranteeswere granted bysubsidiaries. Subsidiaries re ceived the above -mentioned guaranteesfrom the Parent Companyonly.

Bank guarantees

In 2017, the LPP SA Capital Group used bank guarantees to secure payment of rent for the leased premises in which brand stores, offi ces and a
warehouse are located. The Capital Group applied for bankingguarantees to secure lease agreements inwhichthe Companyislessee andthose in
which the Company’s associates are lessees.

As at 31 December 2017, the total value of bank guarantees issued upon request and at the responsibility of LPP SA amounted to PLN 260 312
thousand, of which:

m guaranteesissuedto secure agreements concluded by LPP SAamountedto PLN 75 764 thousand,

m guaranteesissuedto secure agreements concluded by consolidated associates amounted to PLN 182 964 thousand,

m guaranteesissued to secure warehouse and office space | ease agreements conduded by LPP SAamountedto PLN 1584 thousand.

In 2017, the Company also received guarantees as a collateral for payments from a contracting party. As at 31 December 2017, the value of
guarantees received was PLN 36 522 thousand.

Apart from the above-mentioned guarantees and bank guarantees, the companies of the LPP SA Capital Group have no major off-balance sheet
items.

3.10. Issue of securities

In 2017, the remainingpart of subscription warrants ofthe A series was converted to shares of the Lseriesinthe share capital of LPP SA. As a result
of the conversion, the Companyissued, intotal, 13 132 bearershares of the Lseries. Following the saidissue, the Issuer’s s hare ca pitala mounts to
PLN 3 704 846 and is divided into 350 000 registered shares and 1502 423 bearer shares. Consequently, the total number of votes at the general
meetingis 3233445 (the Company has also 18 978 treasury shares based on which voting rights may not be exercised, therefore, the said votes
were notincluded inthe total number of votes at the General Meeting of Shareholders).

The new shares of the Lseries constitute 1.06% of the Issuer’s share capital and give 0.4% of the total number of votes atthe General Meeting of
Shareholders.

The shares of the Lserieswere dematerialised, admitted to trading and, subsequently, introduced to trading on the stock exchange in September
2017, as informed bythe Companyinthe followingreports: CR 38/2017, CR 42/2018.

3.11. Financial result forecast
No finandal result forecasts were published.
3.12. Financial asset management
The LPP SA Capital Group fulfils all relevant obligations against the State and contracting parties on an on-going basis. The basic business model

consisting inretail salesallows to receive immediate payments for goods sold. Proceeds generated and bankloan agreements concluded safeguard
in full the discharge ofliabilitiesincurred.

3.13. Information on financial instruments
3.13.1. Description of financial risk, including price change risk and credit risk, risk of serious disruption of cash

flows and financial liquidity loss, to which the entity is exposed

In line with the International Accountancy Standards on the detailed principles for the recognition, measurement, disclosure and presentation of
financial instruments, the following financialinstruments were i dentified by the LPP SA Capital Group:
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borrowings granted,
bank loans taken out,
bank deposits,

derivatives transactions — forward foreign exchange contracts aimed at managing foreign exchange risk involved in the purchase of trading
commoditiesabroad.

The Group also identified e mbedded derivatives related to:

B retail space lease agreements for operated brand stores, with rent calculated based on foreign exchange rates,

B receivablesin foreign currencies, relating to the sales of trade commodities to foreign contracting parties.

Embedded derivatives are not measured andshowninthe balance sheet, which is compliant with IAS on the detailed prindples for the re cognition,
measurement, disclosure and presentation offinancial instruments.

3.13.2. Description of goals set, and methods of financial risk management adopted, by the entity

The business modeladopted bythe Issuer (sale ofgoods for cash to an end-purchaser) guarantees
thatthe Companywill generate, ona constant basis, day-to-day cash proceeds, and that the
Companywill not be dependent on single |arge recipients. Liquidity management consists in goods
FINANCIAL LIQUIDITY RISK managementandin determiningadequate prices and margins andin the strict auditing of costs and
expenses. The Company’s liquidityis audited by way of day-to-day monitoring of the balance of bank
accounts, the creation of cash flow forecasts for monthly periods and the planning of cash flows
between subsidiaries and LPP SA.

The priorityof the Management Board of LPPSAin the finance areais the earningby the Capital
Group of profitinanamount enablingthe daily handling of credit liabilities and e nsuring funds for
the Issuer’s further development. LPP makes endeavours to maintain borrower’s creditworthinessat
CREDITWORTHINESS RISK . ) . e Ll . . Lo

a highlevel —bypaying, on a day-to-day basis, allits liabilities, by increasing sales and optimising
costs, and byadequate future planningto recognize beforehand any upcominghazards. Financial

ratios, induding debt ratios, are monitored.

Guarantees granted by LPP relate to the lease of, mainly, retail space and, to a lesser extent, office
T BT TR E R and warehouse space or to the operations of subsidiaries, in which LPP holds 100% s hares and
controls their business. Consequently, the risk in guarantees granted is beingred uced to the

minimum.

The Companyinvests inventures falling within the scope of its competencies, whichincreases
success probability, with the only majorinvestments being as follows:

B developmentof the chain ofownstores,
- .

INVESTMENT RISK development of foreign sales networks,
B constructionof the Logistics Centre.

At the sametime, LPP SA avoids investments in other businesssectors andinvestments in financial
instruments onthe capital market.

Bank loans takenout by LPP are charged with variable interest rate dependingon changes in market
interestrates. According to the Management Board, based onthe analysis of changes ininterest
INTEREST RATE RISK . . . - . .

rates inprevious periods, any potential increase of this parameter, determining the costs o fbank

loans taken out, maynot substantially affect the financial results achieved.

The basic settlement currency for a majority of transactions involving the purchase of trade
commoditiesis USD. A minor part of settlements inthatrespectis madein EUR. The majority of sales
proceeds is earned in PLN. Therefore, the Company has decided to start hedging the USD/PLN
exchangerate byentering intoforward contracts for payments in USD to suppliers. The transactions
are aimed at minimising foreign exchange differencesin financial operations (thatis below operating

CURRENCY RISK

profit). Apartfrom the currencyriskinvolved inthe settlement currency applied for purchasing trade
commodities, there is also a risk related to the settlement of rents under retail space leaseagreements
in EUR.

Apart from the currencyrisk, the LPP SA Capital Group does notapply any risk-hedging instruments within the above-mentioned scope.
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3.14. Investments
3.14.1. Capital investments

Apart from engagement in subsidiaries and investments made in other entities to the extent provided for in the financial
statements of LPP SA (point18) andinthe financial statements ofthe LPP SA CG (point 17), the Issuer has no capital investments.

3.14.2. Capital expenditure

In 2017, capital expenditure (CAPEX) amounted to PLN 441 mlin,i.e. byapprox. 62% more thanin 2016, mainlydue to capital expenditure incumred
on the development of brand stores in Polandandabroad.

high sales dynamics in comparable
stores (success of the Reserved
collection)
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3.14.3. Assessment of the possibility of carrying out investment plans and methods for their financing

In 2018, the Issuer plans to spend PLN 520 mln on capital expenditure (CAPEX), appropriating PLN 350 million for investing in the store chain
(modernisationand construction of newstores), PLN 95 million for expanding the head office and PLN 75 million for | ogistics. Investments in the
expansion ofthe store chain willbe financed by the Issuer fromownfunds. For head office and | ogistics investments, the Issuer will appropriate
funds derivingfrom relevant bankloans.

In the years 2018-2020, total infrastructure expenses are planned to reach PLN 720 mIn, while store outlays willamountto PLN 1 bIn.

New Logistics Centre PLN 350 min
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4. Operating strategy, development perspectives as well as risks and threats

4.1. External and internal factors substantially affecting the Issuer's development
The basictasks ofthe Capital Group, the implementation ofwhich will determine its future position, are as follows:

a) developingonlinesales,

b) creatingand expanding a competitive store chainin Europe, with stores opened in new countries,

c) building brand strength for Reserved, Mohito, Cropp, House and Sinsay,

d) increasingbusiness profitability and effectiveness.
The achievement ofthe Issuer’s strategic tasks and goalswill depend on numerous internal and external factors (representing both opportunities
and threats).

4.1.1. Internal factors

Market strategy of the LPP SACG

The Capital Groupis focused on the designing and distribution of clothing as well as on building its brand by
outsourcing many activities. The LPP SA Capital Group does not have its own manufacturing capacities, which
facilitates significant reduction of fixed costs. The entire clothing production is outsourced to contracting parties
NP mainly from the Far East. Consequently, all Group's investments are aimed at increasing its commercial potential,
maintaining a competitive advantage onthe market, creating own distribution network, building a positive image of
’ the Capital Group onthe clothing market and gaining consumers that are loyal to the Capital Group and its products.
Apartfrom investmentsinthe chain of regularstores, LPP invests alsoin e-commerce development, opening online
stores in subsequent countries and increasing the functionality of online sales.

The development strategy for Reserved, the flagship brand, involves actions undertaken with a view to maintaining
the brand’s prestige in the customers’ eyes, yet still keeping itinthe mass clothing segment.

Market position of the LPP SA CG

The volume of sales revenues generated by the LPP SA Capital Group reflects its high position on the domestic

clothingmarket, withits market share ofapprox. 11%.

At the end of 2017, the LPP Capital Group had a networkof 1 743 stores in Poland and abroad, selling products of all
brands, with total retail space of approx. 1000,6 thousandsq.m.

As plannedfor2018, new stores will be opened and, therefore, the total retail space will increase by a pprox. 10%.

Logistics

The Capital Group has a chain of stores in Poland and abroad, to which it supplies goods every couple of days,
dispatching them from the Logistics Centre in Pruszcz Gdanski or from ancillary warehouses. At the same time, a
Russiansubsidiary of LPP uses the services ofan external | ogistics operator near Moscow, covering the warehousing
and transportation of goods to storesin Russia.

Due to the development of the sales network and considering the capadties of the Logistics Centre in Pruszez in
terms of handling the needs of the Capital Group by approx. 2020, the Company has decided to build another Logistics
Centre atthe cost of approx. PLN 350 mIn to beincurred inthe years 2019-2020.

In orderto support the development of online sales, LPP SA signed a contract with Arvato Polska, a leader in complex
outsourcing solutions, on logistics services for the e-commerce channel offour brands: Reserved, House, Mohito and
Sinsay. Owing to such cooperation, the Company will facilitate quicker deliveries of products to online customers in
Poland and abroad from a dedicated warehouse of Arvato in Central Poland and obtain access to e-commerce
logistics. Additionally, LPP SA signed a contract with the above-mentioned external logistics operator for handling e-
commerce orders throughout Russia.
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Ambitious plans forthe development ofthe salesnetwork of the LPP SA CG and the simultaneous need to maintain
continuity and timeliness of deliveries have forced it to plan the future construction of at least two new logistics
centres:inGreat Britainand South Europe.

Development of online sales

Adapting to the prevailing trend related to changesin customers’ behaviour and increasing popularity of online
shopping, the LPP SA Capital Group has been dynamically developing its sales through this channel. Initially, the
Company launched online stores for all its brands in Poland, and, subsequently, it started launching online stores
abroad.

At the endof 2017, the Issuer had online stores in eleven countries.

hd

As planned for 2018, online stores will be launched on five new markets: Croatia, Slovenia, Serbia, Bulgaria and
Ukraine.

Key personnel

The employment of qualified and dedicated s taff guarantees that a company will have an adequate market offer and
an adequate customer approach and that it will be successful on the market. However, there is also a risk that a
company will be made excessively dependent on several key persons or a specialised group of employe es with unique
skillsinagivenbranch.

As regards LPP, the Company’s key personnel comprise its Management Board (by virtue of their experience, market
expertise and branch-specific knowledge) as well as clothing design spedialists, graphic designers and purchase
specialists.

The retention of key personnel is to be achieved by way of an incentive plan developed by LPP and by investing in
employees by offering professional training, talent acquisition and development of skills, setting career paths and
facilitatingpromotion within LPP structures.

To minimise somehow the risk, described above, in 2017, the Company opened a new design office in Warsaw, thus
procuring additional creative employeeswho had been earlier discouraged by a prospective change of their place of
residence, consideringthe location of the Company’s registered office.

Company’s renown

The Companymaybe exposedto the risk of lossof renown due to assigning workto suppliers fromthe third world
countries and inadequate use of third-party copyright, for example when using photos during the manufacturing
process without licences purchased.

LPP SAminimisesthe said risk by:

B havingjoinedthe Accord on Fire and Building Safetyin Bangladesh,

z / \ 5 B havingcreatedan internalunit within the Company’s structure, dedicated to the a uditing of working conditions
and safetyinsuppliers’ plants,

B havingchanged the model of cooperation with independent agents, consisting in the placing of orders for
products with certified suppliers only,

B havingcreatedinternal procedures for purchases of photographs and graphiclicences.
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4.1.2. External factors

Macroeconomic factors —the pace of economic growth in Poland and in countries where the stores of the LPP SA
Capital Group are operated

The economicsituationin countries in which the LPP SA Capital Group sales its products and the situationin countries
in whichthe plants manufacturinggoods for the Issuer as located is of majorimportance for the Company’s standing.
The economic increase or decrease in countries in which the company’s stores are operated translates
proportionatelyintoan increase or decrease inthe sales of goods. The economicincreaseor decrease in countries in
which goods are manufactured maytranslateintoanincrease or decrease in manufacturing costs.

The Companyaims at minimising the said risk as follows:

B saleofgoods onnumerous markets —riskdiversificationinto many countries with a diversified macroeconomic

N

situation, sale of goods under several brands to distribute risk onto several age groups,

>

B purchase of goods by ordering their manufacturing with many manufacturers in several countries, induding
mainly countries with lower manufacturing costs (China, Bangladesh), through long-term cooperation with
selected suppliers, which facilitates negotiatinga dvantageous prices of goods.

The LPP SA CG increases its presence on all markets in which the stores of the Capital Group are already operated
and opens new online stores. At present, the most important issue is to start business in the countries of Westem
Europe, where LPP intends to build awareness of the Reserved brand. The building of a global brand will give the
Company the possibility of further expansion and sales increase. Apart from own stores, LPP supports the
development of franchise stores - currentlyin the Middle East countriesand Belarus.

Currency exchange rates

The basic settlement currency in most transactions involving purchases of trad e commodities is USD. A minor part of
settlementsin thisrespectis madein EUR.

The majority of sales proceeds is generated in PLN. The instability of the exchange rate ofthe Polish zloty vs. USD and
EUR is a risk which increasesalong with acceleration of changes in foreign exchange rates (PLN/USD).

In addition to foreign exchange riskinvolved in the settlement curre ncy used for purchasing trade commodities, there
is alsoa riskassociated with the fact of settlingretail space rents in EUR. Large fluctuations of the Russian rouble and
the Ukrainian hryvnia also have a significant impact on the financial results.

Information on foreign exchange riskis presented in point 32.3 of the financial statements of the LPP SA CG.

Changes in fashion affecting the attractiveness of products offered

The keysuccess factorfora clothing companyis sensing changesinfashiontrends and offeringthe range of goods
meetingcurrent consumer preferences.

The LPP SA Capital Group pays great attention specifically to fashion. Analysing the continuously changing trends, the
design department adapts themto meet consumer needs to continue offering desirable products at very good price-
quality ratio. To fulfil their tasks, the designers particdpate in trade fairs around the world, have knowledge of
professional literature andinformation on issuesrelated to fashion, available onthe Internet.

Since thereis a strongcorrelation between the clothingindustry and fashion trend changes, the LPP SA Ca pital Group,
observing customers’ changing preferences, introduces every year new groups of products, aiming to anticipate
market needs.

LPP clothing designs are developed byseveral teams of designers, and theirworkis organised soas to minimise the
influence of a single designer over entire collections.

The Company brings special attention to those issues, being aware of their enormous impact on the results of its
operations.
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Changes in consumer’s behaviour

At the time of free accessto new communications and information te chnologies, changes take place in the behaviour
of a contemporary customer who uses more oftenand more willingly all techniques available, including the Intemet
and mobile devices, while purchasing clothes.

Today, a consumer applying modern technologies makesvery quick purchase decisions, often based on other users’
reviews. Informal sources of information (Internet forums, blogs, social media) are of majorimportance.

In the decision-making process, an e-consumer has access to an enormous number of offers, often with global
coverage, being able to compare product information, and that increases clients’ awareness and their expectation
level. Clients’ requirements increase as they have a growing knowledge of products they buy, searching for products
rankedthe highestbyotherusers. Clients expect high-quality products and high-level service. They do not want to
waitlongfortrendyclothes and, simultaneously, more and more often payattention to the manufacturing process
and the country of origin. At the time of common Internet access, they more and more often submit also non-

purchase reviews. The new generation of consumers is at the same time the recipient and creator of marketing
informationin the Internet.

At present, the success of clothing companies is based on the knowledge of changes in today’s consumers’ way of
thinking about clothing purchases. The LPP CG is aware of changes taking place and takes action aimed at meeting
the requirements of today’s clients of the clothingmarket by, amongothers, developing online sales, a djusting store
websites to mobile devices, shortening the duration of specific processesin the clothingdistribution chain, spedifically
the time for deliveries of goods purchased online, by offering advantageous terms and conditions for products retums
and byhaving regard forits renown and positive image.

Competitors

As barriers to the clothing market entry are low, competitiveness mayincrease. At the same time, on the Polish and
European clothing markets, there are many entities operating, including world leaders in this business sector.

LPP analyses the activity of its competitors. It monitors their financial result, development of their sales networks
and their product and price offer.

The Companyfocuseson competing with other entitiesby offering high-quality products at affordable prices and a
diversified product offer, with spedal emphasis on the trendiness of collections offered.

Legal changes and law amendments

Considering the specific features of the Polish legal system, animportant risk for the dynamics and development of
the Company’s business may be law amendments or changes in construing the provisions of law, in particular, in
respect of commercial and tax laws and laws governing financial markets. The introduction of a prospective retail
sales tax and the implementation of a ban for Sunday trade may adversely affect the operations of the LPP Capital
Group.
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4.2. Perspectivesforthe development of the economicactivity of the LPP SA Capital Group

The long-term development strategy of the LPP SA Capital Group assumes the strengthening of its current position on the markets where the
Group companiesare already operating and the expansion into new geographic areas such as Western Europe, the Balkans and the Middle East.
The Companyintends to continue its foreign expansion by starting its operations in atleast one new country peryear.

According to the assumptions made, the perspectives for the development of the Ca pital Group’s business in 2018 involve the following:
B enteringnew geographic markets, i.e. Israel (franchise stores), Sloveniaand Kazakhstan (own stores),

selective developmentinPoland,

acceleratinggrowthin Europe (in particular, in Southernand Eastern Europe),

continuing CISdevelopment,

restoring increasesinfigures generatedin the Middle East.

In 2018, the Issuer expects that its retail space will increase by approx. 10% compared with 2017, it plans to open 50 new brand stores and
envisagesto increase the salesrange of Sinsay, the youngest brand in its portfolio.

Along with developing sales through the traditional channel, the Capital Group expects also to increase online sales. As planned for 2018, new
online stores will be launched in Serbia, Croatia, Slovenia, Bulgaria and Ukraine, and the salesthrough this channel willdouble compared with the
preceding year. The sales network is to be expanded simultaneously with activitiesaimed atincreasingoperatingefficiencyineach area.

The Group’s goals for 2018

Continuing double-digit
increases inthe Group’s
sales

The Group’s margin at
54-55% (y/y)

Maintaining net cash
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5. Corporate information and declaration on corporate governance

The Management Board of the Issuer declares that, in 2017, the Company applied corporate governance principles attached as Enclosure to
Resolution No 26/1413/2015 of the Supervisory Board of the Warsaw Stock Exchange, dated 13 October 2016, titled “Best Practice for GPW
Listed Companies 2016” (Corporate Governance Principles), published in a we bsite dedicated to good practice for companies listed on the stock
exchange Gietda Papierow Wartosciowych w Warszawie SA, operated by Gietda Papieréw Wartosciowych w Warszawie SA, at website address:
https://www.gpw.pl/lad_korporacyjny na_gpw.

The Management Board of LPP SA declares that the Companyand its governing bodies applied in 2017 recommendations and detailed principles
provided forinthe new Collection of Good Practice for GPW Listed Companies 2016, except for:

Recommendation IV.R.2 —conducting of a general meeting usingelectroniccommunication means (real-life broadcast of the general meeting,
real-time bilateral communication, exercise of the right to vote duringa general meeting eitherin person orthrough a plenipoten tiary).

The above-mentioned recommendation is not applied by the Company as its implementation would involve a technical risk. The giving to
shareholders of an option to communicate in the course of the general meeting without being present at the meeting, using e lectronic
communication means, involves both technical andlegal hazards forthe properand efficient conduct of the general meeting. | n particular, the
above brings about a real risk of technicalinterference preventing continuous bilateral communication with shareholders present in ve nues other
thatthe meeting room. Therefore, the Company may not guarantee the reliability of technicalinfrastructure.

Atthe sametime, inthe Company’s opinion, the currently applicable rules for participationin general meetings facilitate the proper and effective
exercise of rights attached to shares and s ufficiently secure the interests ofallshareholders.

Furthermore, the Company has not been informed of any expectations of shareholders in respect of conducting the General Meeting of
Shareholders using electroniccommunication means.

Recommendation VI.R.1 — the remuneration of members of the company’s governing bodies and key managers should follow the approved
remuneration policy.

The Companyhasnotimplemented anyremuneration policy. However, LPP does not exclude future application ofthe said rule.

Recommendation VI.R.2 —the remuneration policyshould be closelytied to the company’s strategy, its short- and long-term goals, long-term
interests and results, taking into account solutions necessary to avoid discrimination on whatever grounds.

The Companyhasnotimplemented any remuneration policy. However, LPP SA does not exclude future application of the said rule.

Detailed principle1.2.1.20 - Displayon a corporate website ofanaudioorvideorecording ofa general meeting.

The Companydoes not planto make anaudio orvideorecordingof a general meeting and displayit onits website. Inthe Company’s opinion, the
manner in which generalmeetings have been documented so far ensures transparency of the Company’s operations and safeguards the rights of
allshareholders.

In particular, the Company makes available the wording of resolutions adopted, inthe form of current re ports and website publications.

Additionally, detailed data on voting results and objections, if any, raised against adopted resolutions is made available in the same form.
Consequently, investors may obtain the knowledge of the material parts of, and matters discussed at, a general meeting.

However, the Company does not exclude future application ofthe said principle.
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Detailed principle IV.Z.2. —companiesshould e nsure publicly available real-time broadcasts of ge neral meetings.

The Companydoes not plan to provide real-time broadcasts of general meetings. Inthe Company’s opinion, the manner in which general meetings
have been documented sofarensures transparency of the Company’s operations and safeguards the rights of all shareholders.
In particular, the Company makes available the wording of resolutions adopted, in the form of current re ports and website publicatio ns.

Additionally, detailed data on voting results and objections, if any, raised against adopted resolutions is made available in the same form.
Consequently, investors may obtain the knowledge of the material parts of, and matters discussed at, a general meeting.

However, the Company does not exclude future application ofthe said principle.

Detailed principle VI.Z.4. —publishing, in the report on the operations, of a report onthe re muneration policy.

The Company will not publish a report on its remuneration policy due to the fact that no such policy has been implemented. However, LPP SA
does notexclude future application of the said principle.

LPP SA has implemented a well-functioning internal control system, adapted to its needs and characteristics, which providesforthe following:
complete revenue invoicing,
appropriate cost control,
efficient use ofresources and assets,
accuracyand reliability of financial informationincluded in financial statements and interim re ports,
adequate protection of sensitive information and prevention of uncontrolled outflow of information from the company,
effective and promptidentification of irregularities,
identification of, and a ppropriate response to, significant risks.

Elements of the internal control system within LPP SAiinclude:

control activities taken atalllevelsandinallunits of the Company, based on procedures (permits, a uthorizations, verifications, re condiliation,
review of operational activities, distribution of duties) ensuring compliance with guidelines of the Company's Management Boa rd and, at the
same time, enabling to identify and take actions necessary to minimise errors and risks for the Company,

Workflow Guide - proper records and documentation circulation control system (to ensure compliance of account records with accounting
evidence),

suitably qualified controlling personnel,

division of duties excluding a possibility that one employee performs an action associated with execution and documentation of a business
transactionfrom the beginningto the end,

inventory manual, specifying the rules for the use, storage and stock-taking ofassets,

principles for balance sheet amortisation of intangible and tangible fixed assets,

IT system - the Company's accounting books are kept based on the computerised Integrated Enterprise Management System AWEK at the
Company's headquarters, which provides credibility, reliability and accuracy of processed information. Access to AWEK informa tion resources is
limited to authorised personnel, for performance of their duties only.

accountingpolicy, takingintoaccount the principles ofthe International Accounting Standards and International Financial R eporting Standards
(IAS/IFRS) and related interpretations published inthe form of implementing regulations of the European Commission,

electronicsystemfordocument processing (invoices, elements of em ploye e documentation, commissioning of equipment purchases, payment
orders, etc.).

The audit of the financial statements, carried outbyan independent statutory auditor, is an essentialelement of internal control inthe process
of preparing the Company's financial statements, both separate and consolidated.

The statutoryauditoris appointed by the LPP Supervisory Board. The tasks ofthe independent auditor include reviewing semi-annual statements
and the audit of annual financial statements, controlling theiraccuracyand compliance with accounting prindples.

Three departments are responsible for preparing the financial statements, i.e. accounting, finance and investor relations departments headed,
respectively, bythe Chief Accountant, the ChiefFinancial Officer and the Investor Relations Manager. Before submitting the financial statements
to the independent statutory auditor, the Chief Financial Officer, responsible for the financial reporting process on behalf of the Management
Board, verifiesthem for completeness and correctnessof all economic events.
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In LPP SA, the strategy and businessplan performance isreviewed semi-annually. Thisis due to cycles occurringin the clothing trade. After dosing
the first half of the year, seniorand middle management staff, with the participation ofthe finance department, reviewthe Company's finandal
results. The operating results of the Company, individual business units or evenindividual stores are analysed each month.

Internalcontrol and closelyrelated risk managementinrelationto financial reporting processesare matters of dailyinterest for the Company's
governing bodies. LPP SA analyses business risk factors related to company operations. An important role in this respect is also played by the
management staff, beingresponsible for controlling the activities of their departments, includingidentification and assessment of risks assodated
with the process of preparing the financial statements inan accurate, reliable mannerand in compliance with the law.

5.3. Shares and shareholders

5.3.1. Shareholding structure

The LPP SAshareholding structure as at 31 December 2017.

Share in the total

Shareholder Number of shares held Share‘:':pti:'ael S Numb:':'eocfi :\IAOtes o number of votes at Nomlszl:lea;ue ot
the GM

Marek Piechocki 175 497 9.5% 875 493 27,1% 350 994
Jerzy Lubianiec 174 999 9.4% 874 995 27,1% 349 998
Forum TFI SA* 195 050 10.5% 195 058 6,0% 390 100
Treasuryshares** 18 978 1.0% 0 0,0% 37 956
Othershareholders 1287 899 69.5% 1287 899 39,8% 2575789
Total 1852423 100.0% 3233445 100,0% 3704 846

*Forum TFI SA manages the funds of Forum 64 Closed-End Investment Fund (entity affiliated with Mr Jerzy Lubianiec, shareholder of LPP SA) and Forum 65 Closed-
End Investment Fund (entity affiliated with Mr Marek Piechocki, shareholder of LPP SA).
** LPP SAmay not exercise voting rights at the GM, attachedto 18 978 shares, as these are treasury shares of LPP SA.

5.3.2. Shares held by key management and supervisory officers

As at31 December 2017, key management and supervisory officers held the following shareholdings inthe Company:

Shareholder Number of shares held Number of votes at the GM
Marek Piechocki — President of the Management Board 175 497 875 493

Jacek Kujawa — Vice-President of the Management Board 153 153
Przemystaw Lutkiewicz - Vice-President of the Management

Board 10 10
Stawomirtoboda - Vice-President of the Management Board 102 102

Jerzy Lubianiec—Chairman ofthe SupervisoryBoard 174 999 874 995

Piotr Piechocki—Member of the Supervisory Board 14 14

Antoni Tyminski—Member of the Supervisory Board 11 11

Keymanagementandsupervisory officers hold noshares inanyassociates.

5.3.3. Information on agreements which may give grounds for future changes in proportions of shareholdings held by current
shareholders

In the reporting period, anincentive plan was implemented for key management officers of the Parent Companyforthe years 2017-2018.

As part of the said plan, if the terms and conditions provided forinthe Rules forthe incentive planare met, the Company will offer its partidpants
(management officers)the acquisition of the shares in LPP SA (from treasury shares) at a price equalto their nominal value, with the resenation
thatthe total number of shares offered may not exceed 600.

The Companyhasimplemented no employee s hare control system.

Subject to the above-mentioned information, the Company has no knowledge on any agreements which could give grounds for any future changes
in proportions ofshareholdings held by current s hareholders and bondholders.
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In 2017, the LPPSA CG purchased notreasuryshares.

The sharesin LPP SAhave beenquoted onthe main market of the Warsaw Stock Exchange (WSE) since 2001.

On the debut date, the price of the Company’s shares was PLN 48.00. The lowest value of the Company’s shares in the history of listings was
recordedbyLPPSAon 18 May2001: PLN 47.00, and the highest value was recorded on 4 September 2014: PLN 10 100.00.

In 2017, the prices of LPPSAshareswere between PLN 5090.00 and PLN 9 062.96 (at closingprices). The share quotation duringthe last session
(atclosing prices)in2016 was PLN 5673.60,and a year laterthe price amounted to PLN 8910,00.

Netearnings perordinaryshare were PLN 241.36atthe end of 2017,and a year before - PLN 96.19.

As at29 December 2017, shares in LPP SA were constituents of the following stock exchange indices:

1. WIG-Poland —a national index comprising only shares in Polish companies listed on the main market of the WSE, which meet basic
criteria for beingindex constituents. The share of LPP SAin WIG-Poland was 3.5%.

2. WIG20-anindexcalculatedon the basisof the value ofthe portfolio of 20 largest and most liquid companies fromthe main market of
the WSE. LPPSA has beena constituent of the saidindex since 2014, withits share amounting to 5.3%.

3. WIG30-indexcomprising 30 largest and most liquid companies listed on the main market of the WSE. The share of LPP SAin WIG30
was 4.9%.

4. WIG-Clothes—a sub-sectorindexincluding WIG constituents which simultaneously belong to the “clothes and cosmetics” sector. The
share of LPPin WIG-Clothes was53.9%.

5. MSCl Poland Index—an indexincludingover 20 key companies listedatthe WSE. LPP SA has been a constituent of the said index since
2014.

The shareholders with shareholdings conferringthe right to more than 15% at the General Meetingexercise their voting rights up to 15% of votes
regardless of the number of votes arising from the shares held. Two shareholders, who have been managingthe companyformanyyears, Mr.
Jerzy Lubianiec and Mr. Marek Piechocki, hold each directly 174 999 shares of the B series and indirectly 1 share of the B series, preferredin terms
of voting rights, with a single share giving right to 5 votes at the General Meeting of Shareholders. In addition, s hares of the said shareholders are
not covered by the statutory limitation described above, limiting voting rights only up to 15% of votes at the General Meeting of Shareholders
regardless of the number of shares held. The above-mentioned provisions of the Artides of Association give the dominant position to the two
shareholdersindicated above.

Subject to the information given above, there are noother securities givingany s pecial control rights.

Limitations ontransferring the ownership title to securitiesapply to registered s hares.

The sale or pledging of registered shares requires the Company’s consent. Permits forselling or pledging shares are granted by th e Supenvisory
Board inwriting, otherwise being null and void, within 14 days from the date of application. If the Companyrefuses to give the permit, it should
designate another buyerand define the date and place of payment of the price within 30 days. If, within the above -mentioned time-frame, the
Companydoes notindicate another buyer, shares maybe sold without any limitations.
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5.4. Governingbodies

5.4.1. LPP Management Board

Marek Piechocki —President of the Management Board

Przemystaw Lutkiewicz —Vice-President of the Management

CompositionoftheManagementBoardasat31Decemberé e CLEIE

2017 - Jacek Kujawa- Vice-President ofthe Management Board

Stawomirtoboda —Vice-President ofthe Management
Board

In 2017, there were nochanges in the composition of the Management Board.

Rules for appointing and dismissing key management officers and the scope of competence of the Management Board

The Management Board consists of two to sixmembers, induding the President, and from one to five Vice-Presidents. The number of members
is determined bythe Supervisory Board.

Members of the Management Board are appointed fora term of five years and dismissed by the Supervisory Board.
The scope of competence of, and rules of procedure for, the Management Board of LPP SAare set forthinthe following documents:
u LPP SA Articles of Assodation (available on the Company's website),
= Management Board By-Laws (available on the Company's website),
u Commercial Companies Code.
The Management Boardis responsible foranyand all matters not falling within the scope of competence of other governingbodies of LPP SA.
The Management Boardis not entitled to make decisions ontheissue orbuy-out ofshares.
Agreements with key management officers, providing for a compensation

No agreements were concluded with key management officers, which would provide fora compensationin case of their resignation or dismissal
from theirposition otherwisethan onsolid grounds oriftheyare recalled or dismissed as a result of the issuer’s merger b ya cquisition.

Remuneration of key management officers

Valuesof all remunerations of key management and supervisory officers are given in point 30.3 of the financialstatements of LPP SA.

5.4.2. LPP Supervisory Board

Jerzy Lubianiec—Chairman ofthe Supervisory Board

Wojciech Olejniczak—Vice-Chairman of the Supervisory
Board
Composition of the SupervisoryBoardas at 31 December [ Piotr Piechocki—Member of the Supervisory Board
2017
Magdalena Sekuta - Member of the Supervisory Board

Antoni Tyminski - Member of the Supervisory Board

Mitosz Wisniewski —Member of the Supervisory Board

Duringthe financial year, changes were made inthe composition of the Supervisory Board, consisting inthe dismissal of all previous members,
i.e. Jerzy Lubianiec, Maciej Matusiak, Wojciech Olejniczak, Krzys ztof Olszewski and Dariusz Pachla, and the appointment to the Board of the
following persons: Jerzy Lubianiec, Wojciech Olejniczak, Piotr Piechocki, Magdalena Sekuta, Antoni Tymirski and Mitosz Wisniewski (CR 45/2017).
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The scope of competence of, and the rules of procedure for, the Supervisory Board of LPP SA are set forth inthe followingdocuments:
LPP SA Articles of Assodation (available on the Company's website),
By-Laws of the Supervisory Board (available on the Company's website),

Commercial Companies Code.
Supervisory Board Committees

In the financial year 2017, within the Supervisory Board, the Audit Committee was established, being composed of:
Antoni Tyminski —Chairman ofthe Audit Committee

Jerzy Lubianiec —Vice-Chairman of the Audit Committee

Magdalena Sekuta —Member of the Audit Committee

Piotr Piechocki—Member of the Audit Committee

Mitosz Wisniewski —Member of the Audit Committee

The Audit Committee composed of the above -mentioned persons meets the independence criteria and other requirements set forth in Artide
129 of the Act of 11 May 2017 on Statutory Auditors, Audit Companiesand Public Supervision (Journal of Laws of 2017, item 1089).

The tasks of the Audit Committee comprise the following:
monitoring the financial reporting process and provision of recommendations aimed at ensuring diligence of the said processin the
Company;
monitoringthe effectiveness of internal control and audit systems and the riskmanagement system in the Company, including in temrms of
financial reporting;
monitoring performance of financial audit activities in the Company, in particular the carrying out of an audit by an audit company,
with due consideration of any and all motions and findings of the Audit Supervision Commission, arising from a control procedure canied
outin theaudit company;
control and monitoring of the independence of a statutory auditor and an audit company, spedifically in cases where the audit company
provides non-audit services to the Company;
informing the Supervisory Board ofaudit results and explaining how such audit has contributed to the reliability of the Company’s finandal
reporting and what was the Committee’s role in the audit procedure;
assessingthe independence ofa statutoryauditor;
granting consent for using services other the audit of financial statements, provided by an audit company or a statutory auditor and
permissible accordingto the Policy, referred to in point 9 below;
developing a policyforselectinganaudit companyforaudit purposes;
developing a policyforthe provision of permissible non-audit services byan auditcompany carrying outthe audit, entities affiliated with
such audit companyanda member of the audit company’s group;
determining a procedure for choosing an audit company bythe Company;
providing the Supervisory Board with recommendations in accordance with Article 130(1)(8), 130(2) and 130(3) of the Act;
verifying work performance of a person (entity) performing the duties of statutory auditor, in particular, by contacting the statutory auditor
in the course of auditing the financial statements of the Companyand its subsidiaries to discuss the advancement of works and clarifyany
doubtful issues and reservations of the statutoryauditorinterms of the applied accountingpolicy orinternal control syste ms;
discussingwiththe Company’s statutory a uditors the features and scope of the annual re port a nd periodical reviews of financial statements;
reviewing the Company’s periodical and annual (separate and consolidated) finandal statements audited, focusing, in particular, on:
o anyand all changesin the accounting standards, principles and practice,
o mainareasto be audited,
o keyadjustments resultingfrom the audit,
o compliance with applicable accounting and reporting laws;
informing the Company’s Supervisory Board ofa udit results and explaininghowthe audit has contributed to the reliability of the Company's
financial reporting and the Committee’s role inthe audit procedure;
issuing opinions for the Supervisory Board on termination of the agreement with an entity authorised to audit the Company’s finandal
statements;
granting consent forappointmentand dismissal by the Management Board ofa person performinginthe Companya keyfunction covering
internal audit duties;
monitoringthe compliance system applicableinthe Company.
If there isno separate internal audit p osition in the Company, the Audit Committee (or the Supervisory Board if it performs the duties of the Audit
Committee)evaluates everyyear whether thereis a need for separating such position.
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Convening the General Meeting of Shareholders
1) The GeneralMeeting of Shareholders maybe convened as ordinary or extraordinary meeting.

2) The General Meeting of Shareholders is held in Gdarisk, Warsaw, Sopot or Pruszcz Gdanski, at the place designated by the Management
Board.

3) The Ordinary General Meeting is held within six months after the end of a financial year.

4) The Extraordinary General Meeting is convened by the Management Board uponits o wn initiative, at the request ofthe Supervisory Board
and upona written request of shareholders re presentingone twentieth of the share capital.

5) The fact of convening the General Meeting, stating the date (day, hour) and place, is announced by the Manage ment Board on the
Company's website, inthe manner provided for providing currentinformationandin accordance with the provisions on public o ffering and
the terms and conditions forintroducing financial instruments to an organised tradingsystem, and on public limited companies.

Scope of competence of the General Meeting

1) Examiningandapproving financial statements and reports of the Management Board onthe operations of LPP SA forthe previous year.

2)  Takingall decisions relating to claims for redressing damage suffered during the establishment of LPP SA orits management or supervision.

3) Adoptingaresolutionon the distribution of profits or coveringlosses.

4)  Discharging members ofthe LPP SA governing bodies fromthe performance oftheir duties.

5) Adopting aresolutionon theissue of bonds, including convertible bonds.

6) Amendingthe Articles of Association.

7)  Adoptingresolutions onthe merger, transformation, dissolutionand liquidation of LPP SA.

8) Adoptingresolutionsonthesaleandlease of the enterprise and establishing beneficial ownership.

9) Examininganddeciding on motions submitted bythe SupervisoryBoard.

10) Decidingon other matters falling withinthe scope of competence of the General Meeting under the Commercial Companies Code and the
Company's Articles of Association.

Sessions of the General Meeting of Shareholders

[y

) The GeneralMeetingis opened bythe Chairman of the SupervisoryBoard ora person authorised by him, who then holds the elections for
Chairperson of the General Meeting.

2) The person openingthe General Meeting takes action aimed at immediate election for Chairperson of the General Meeting, who directs
the works of the GM and ensuresefficient and proper conduct ofthe session.

3) The GeneralMeeting adopts resolutions on items put onthe agenda only.

4) Draftresolutions proposedforadoptionbythe General Meeting and other relevantissues are presented to the shareholders to gether with
reasons andthe opinion of the Supervisory Board.

5) The course of the GeneralMeetingis recorded bya notary public.
Voting
1) Votingatthe General Meeting is open. Secret voting takes place when electinggoverningbodiesand onrequests to dismiss th e Company's

governing bodies or liquidators or to make themaccountable, and in personal matters. In a ddition, secret votingis held upon request of at
|leastone shareholder or his/her/its re presentative.

LPPSA |53



2) The General Meeting may appoint a three-person ballot counting committee, whose duties include ensuring the proper conduct of each
voting, supervisingcomputer service (ifa vote takes place using electronic technology) as well as reviewing and announcing the results.

3) Eachsharegives right to one vote at the General Meeting. In the case of a series B preferred s hare, one share gives right to five votes at the
GM.

4) The Chairpersonannounces voting results, whichare thenrecordedinthe session minutes.

5.6. Description of rules for amending the Issuer’s Articles of Association

Anyamendment to the Company’s Articles of Association requires a resolution of the General Meeting.

5.7. Description of a diversity policy applied to the Issuer’'s administrative, managementand supervisory
bodiesin terms of aspects including age, gender or education and professional experience, goals of such
diversity policy, the manner of policy execution and its effectsina given reporting period; if the Issuer
does not apply any such policy, reasons for such a decision shall be givenin the statement

The Management Board of LPP SA Group is aware of the importance and the need to ensure diversity in terms of gender, education, age and
experience among all employees of the companydue to the conviction of the importantimpact of this approach on the efficiency of the entire
business and the company's positionamongcustomers, its e mployees as well as other stakeholders.

In managing arichanddiverse portfolio of clothing brands and also because ofthe nature of its business, the LPP Group naturally strengthens its
company culture and work environment based onrespect and appreciation ofindividual differences of individual team members. Inthisway, the
personalpotential of each employee contributes to the development of the companyas a whole andits i ndividual clothingbrands.
Anyactionstaken bythe companyin the area of employment guarantee equal opportunities in accessto development opportuniti esand career
advancement. The overriding principle of the company is to be guided by objective substantive criteria and professionalism when selecting
employees for various job functions within the organisation. At the same time, the company's governing bodies strive at preventing any
discriminatory behaviour.

Our commitment to the diversity policy is manifested in the development and implementation of the company's mission and values, in which
building a competitive advantage is based on fostering the development of individual talents of employees and treating them w ith due dignity
and respect, regardless of skin colour, religion, sex, age, nationality, sexual orientation, citizenship, maritalstatus, political opinion or disabi lity.
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6. Supplementaryinformation

Neither LPPSAnoranyof its subsidiaries is a party to any proceedings before a court, a competent arbitration authority or a public administration
body, involving liabilities or receivables ofa single or totalvalue exceeding 10% of the equity of LPP SA.

Atthe sametime, LPP SAinforms that, due to a taxaudit procedure carried out since 2015 by the Tax and Fiscal Office in Gdynia (further referred
to as “TAO”), of whichthe Issuerinformedin preceding quarterly reports, on 5 February 2018, the Company received the decision of the Director
of the Fiscal Administration Chamber in Gdansk, repealing the decision of the 1st-instance authority, i.e. the Head of the Customs and Fiscal Office
in Gdynia, andreferring the case for re-examination, requiring the said a uthority to supplement evidence material.

Both in previous years andat present, the Company has incurred expenses connected with s ub-lice nces for the use of trademarks contributed in
kind to a subsidiary with its registered office in Cyprus ( Gothals LTD ), which, as stated in the recently repealed decision, was recognised as
overstatement bythe Companyof revenue earning costs for 2012 and served as the basisfor determining by the taxauthority of an additional
tax liability of PLN 16 391 thousand (sixteen million three hundred and ninety one thousand Polish zlotys) for the said period, together with
interestdue.

The Companyawaits the issuance ofa new decision in the case in question by the 1st-instance tax a uthority, upholding its current standpoint that,
in the Company’s opinion, it correctly calculated its corporate income tax for 2012 and duly classified as revenue earning costs the expenses
which, underapplicable laws, could be recognised as such.

Havinganalysed settlements related to licence feesfor the use of trademarks, referred to above, the Company created, as at 31 December 2017,
a provision for potentialtaxrisks, inthe total amount of PLN 45 335 thousand.

In the reporting period, the LPP SA Capital Group conducted research and development works inthree main areas:
product research and development — 810 designers and other persons engaged in the product preparation process, making 40 thousand
new designs peryear, with over 75% of them being manufactured,
research covering development of customers’ purchase perceptions and experience —40 architects and coordinators are engaged in works
involving the design and implementation of new solutions applied in stores of specific brands. This team tests on the average 100
experimental solutions peryear.
research covering new technology and development of sales methods, mainly e-commerce —250 programmers test and implement technical
solutions aimed atincreasingthe effectiveness of the sales of Reserved and other brandsina more and more quickly changing retailsales
environment.

In 2017, there were implemented numerous community programmes and employee volunteering projects in all the Company’s branches. Due to
the increase incommunity engagement, the Company started works aimed at systematising the forms and manner of operationinthisarea. The
Companyhasdrawn upand made available, onits website, the rules for cooperation with non-governmental organizations. A spedal mailbox has
been created for contacts with social beneficiaries. The Company has adopted a sustainable development strategy for the years 2017-2019, which
specifies in detail the goals of sponsorship and charity activities.

Projects and numbers:

PLN 2 mlIn was the value of funds and goods donated by the Company in 2017 for charity purposes in Poland, including over 100 thousand
pieces ofclothingof avalue of near PLN 1.6 mIn delivered to 250 institutions. Inaddition to support provided on a permanent basis for 21 years,
this year, the Company became engaged in supportin connection with the natural disaster in the Kaszuby region and Tuchola Forest. LPP donated
clothingandgift cards to ourstores to children from the disaster area.

the “First Fitting” - 16 persons leaving fosterhomes have beentrained by LPP employees inthe area of work search, CV writing and havinga
job interview. Some of the participants have been employed as trainees in LPP’s sales network. The “First Fitting” programme is aninvestmentin

the development of youngpeople at the beginning of their professional careers. This project is implemented together with the Social Innovation
Foundation.

42 scholarships have been awarded to children supported by the Orphans Fund operated bythe Hospice Foundation.
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m In 2017, LPP became a strategic partner of the FETA International Street Theatre Festival. Everyyear, shows performed near the Issuer's head
office attract thousands of viewers. This is one of the largest and most highly a cclaimed festivals of this type in Europe.

m Employee volunteering programme. The employees of LPP willingly initiate and become engaged in giving a helping hand by self-organised
collections and by taking part in actions organized by the Company. It is our tradition to organize every year collections before Christmas to
support a selectedinitiative. Last year, our employees painted cardboard Santa Clauses which were subsequently purchased by LPP and delivered
as Christmas decorations to organisations cooperating with the Company. Additionally, the employees made goods and decorations for a
Christmasfair. Consequently, in those projects, we collected PLN 117 000, appropriated as support forthe employeesortheirrelatives tackling
serious diseases.

Lastyear, before Christmas, the employeesengagedin the employee volunteering programme s upported also patients of children’s hospitals in
Gdanskand Cracow, making fairy tale paintings in canteens and distributing gifts dressed as Santa Clauses.

m In August 2017, the Management Board decided to adopt the LPP Sustainable Development Strategy based on 4 pillars: our environment, our
rules, ouremployees and our product. Thisstrategy comprises also the goals related to the sponsorship and charity activities, induding, among
others, the analysis of perception of communityactions initiated by LPP.

In 2017, in LPP, there were two positions dedicated to CSR managementin the Company: CSR Coordinator responsible forthe execution of the
CSR strategy and non-financialreporting and Senior CSR Specialist responsible for community e ngagement and e mployee volunteering issues.

The LPP sustainable development strategy for the years 2017-
2019, recognising the goals of sponsorship and charity activities
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On 8 June 2017, LPP SA concluded with Ernst&Young Audyt Polska Sp.z 0.0.sp.k the agreement onthe audit of the annualfinancial statements of
the Company and the LPP SA Capital Group for the year 2017 and on the review of interim financial statements of the Company and the LPP SA
Capital Group forthe above-mentioned year. The agreement will e xpire upon completion ofservice provision.

The fee of the entitya uthorised to audit and review the financial statements for the financial yearamounted to:

1)

2)

PLN 148 thousand plus VAT for auditing the financial statements for the period from 1 January 2017 to 31 December 2017, giving opinion
on it and preparing the audit report and for auditing the consolidated financial statements of the Capital Group for the period from 1
January2017to 31 December 2017, giving opiniononitand preparing the audit re port;

PLN 79 thousand plus VAT for reviewing the interim financial statements for the period from 1 January 2017 to 30 June 2017 and preparing
the review report andforreviewing the consolidated interim financial statements for the period from 1 January 2017 to 30 June 2017 and
preparingthereview report.

The entityauthorised to audit the financial statements for 2016 was Grant Thornton Polska Sp. z 0.0. Sp.k, with which LPP SA signed the agreement
on 30June 2014 on the audit of the financial statements of LPPandthe LPP CG forthe years 2015and 2016.

The fee of the said entityauthorised to audit and review the financialstatements for 2016 amounted to:

1)

2)

3)

4)

PLN 60 thousand plus VAT forauditingthe financial statements forthe period from 1January 2016 to 31 December 2016, giving opinion
onitandpreparingthe auditreport;

PLN 30 thousand plus VAT for auditing the Capital Group's consolidated financial statements for th e period from 1 January 2016 to 31
December 2016, giving opinion onit and preparing the audit report;

PLN 30 thousand plus VAT for reviewing the interim financial statements for the period from 1 January 2016 to 30 June 2016 and preparing
the review report,

PLN 20thousand plus VAT for reviewingthe consolidated interim financial statements for the period from 1January 2016 to 30 June 2016
and preparing the reviewreport.

The Issuer issued no invoices to entities authorised to audit financial statements except for those covering the services related to their audit and

review.

Management Board of LPP SA:

President of the Management Vice-President of the Vice-President of the Vice-President of the

Board Management Board Management Board Management Board
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05

Consolidated financial statements

We hereby approvethe consolidated financial statements of the LPP SA CG for the financial year ended 31 December 2017, comprising
the statement of financial position, with assets and liabilities totalling PLN 4 206 819 thousand, the comprehensive income statement,
with comprehensive income totalling PLN 347 535 thousand, the statement of changes in equity, showing an increase in equity by
PLN 308 700 thousand, the cash flows statement, showing an increase in net cash by PLN 149 379 thousand, as well as notes
incorporating thedescription of significantaccounting principles and other explanations.

Management Board of LPP SA:

Marek Piechocki Przemystaw Lutkiewicz Jacek Kujawa Stawomir toboda
President of the Management Vice-President of the Vice-President of the Vice-President of the
Board Management Board Management Board Management Board

GDANSK, 12 MARCH 2018
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Consolidated comprehensive income statement for the year ended 31 December 2017

2017

1
i
1
1
1
1
1

(restated)

Consolidated comprehensive income statement (in PLN Year ended Year ended
thousand) 31.12.2017 31.12.2016

Continuing operations

Revenue 9.1. 7 029 425 6 019 046
Costofgoodssold 3309 459 3085 236
Gross profit (loss) on sales 3719 966 2933 810
Otheroperatingincome 9.2. 35770 25436
Selling costs 9.4. 2751848 2 405 007
General costs 9.4. 348 091 203 799
Otheroperatingcosts 9.2. 77 363 124 019
Operating profit (loss) 578 434 226 421
Finandalincome 9.3. 4754 1307
Finandal costs 9.3. 19 517 33650
Pre-tax profit (loss) 563 671 194 078
Income tax 10 122 897 19 303
Net profit (loss) on continuing operations 440 774 174 775

Net profit attributable to:
Shareholders of the parent company 440 851 174 775
Non-controlling interests -77 0

Other comprehensive income

Items transferred to profit or loss

Currencytranslation on foreign operations -93 239 113 829

Total comprehensive income 347 535 288 604

Attributable to:

Shareholders of the parent company 348 093 288 604
Non-controlling interests -558 0
Weighted average number of ordinary shares 1826 537 1816932
Profit (loss) perordinaryshare 241.36 96.19
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Consolidated statement of financial position as at 31 December 2017

Statement of financial position
(in PLN thousand)

Notes

2017

31 December 2017

(restated)

31 December 2016

Non-current assets 1919 694 1838 664
1. Fixed assets 13 1347570 1291338
2. Intangible assets 15 64 071 43 511
3. Goodwill 16 209 598 209 598
4. Trademark 15 77 508 77 508
5. Investments in subsidiaries 17 101 136
6. Receivables andloans 18.1. 4 836 6 180
7. Deferredtaxassets 10.3. 158 631 143 657
8. Prepayments 27 57 379 66 736
Current assets 2287 125 1839 268
1. Inventory 19 1472537 1164 135
2. Trade receivables 20 199 648 165 389
3. Receivables from income tax 6394 75 274
4. Receivables andloans 18.1. 1755 1666
5. Othernon-financial assets 18.2. 47 569 29 459
6. Prepayments 27 44 432 37592
7. Cash andcash equivalents 21 514 790 365 753
TOTAL assets 4 206 819 3677 932
Equity 2443 446 2134731
1. Share capital 22.1. 3705 3679
2. Treasuryshares -43 334 -43 318
3. Share premium 22.2. 277 631 251393
4. Otherreserves 22.3. 1823453 1608 298
5. Currencytranslation on foreign operations -208 167 -114 928
6. Retained earnings 590 158 429 607
- profit (loss) from previous years 149 307 254 832
-netprofit (loss)forthe current period 440 851 174 775
Non-controlling interest capital -15 1]
Long-term liabilities 233 140 267 254
1. Bank loans and borrowings 23 141 824 195 033
2. Employee liabilities 24 751 2711
3. Deferred taxliabilities 10.3. 7327 3890
4. Accruals 27 83 157 65 575
5. Otherlong-termliabilities 81 45
Short-term liabilities 1530 248 1275947
1. Trade and other liabilities 26 1322628 881 064
2. Income tax liabilities 53 462 7 449
3. Bank loans and borrowings 23 56 496 315111
4. Employee liabilities 24 43 572 28 486
5. Provisions 25 9944 9 687
6. Accruals 27 44 146 34 150
TOTAL equity and liabilities 4206 819 3677 932
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Consolidated cash flow statement for the year ended 31 December 2017

Cash flow statement (in PLN thousand)

A. Cash flows from operating activities —indirect method

2017

2016
(restated)

year ended

year ended
31.12.2017 31.12.2016

|. Pre-tax profit (loss) 563 671 194 078
II. Total adjustments 329514 524 098
1. Amortisation and depreciation 293 429 267 381
2. Foreign exchange gains (losses) 414 -5679
3. Interest and dividends 8673 22 253
4. Profit (loss) on investingactivities 6383 20 661
5. Incometaxpaid -92 385 -59 239
6. Changeinprovisions and employee benefits 24,25 15 356 16 461
7. Changeininventories 19 -353 991 211 737
8. Changeinreceivables and non-financial assets 18,20 -38 654 -35769
9. Changeinshort-term liabilities, excluding bankloans and borrowings 26 493 905 79 976
10. Changeinprepayments andaccruals 27 29987 -6 582
11. Otheradjustments -33 603 12 898
lll. Net cash flows from operating activities 893 185 718 176
B. Cash flows from investing activities

I. Inflows 57 712 90 530
1. Disposal ofintangible and fixed assets 57 442 90 255
2. From financialassets, induding: 266 275
a)in associates 165 130
-interestanddividends 165 130
b)in otherentities 101 145
-interest 4 8
-repayment of loans 97 137
3. Otherinvesting inflows 4 0
I1. Outflows 441 646 271884
1. Purchase of intangible and fixed assets 441 596 271831
2. Forfinancial assets, including: 50 53
a)in associates 0 0
b) in otherentities 50 53
-loans granted 50 53
3. Otherinvesting outflows 0 0
lll. Net cash flows from investing activities -383 934 -181 354
C. Cash flows from financing activities

I. Inflows 26 264 16 336
1. Loansandborrowings 0 0
2. Proceeds from issuance of shares 26 264 16 336
3. Otherinflows from financing activities 0 0
1. Outflows 386 136 410 185
1. Costof maintenance oftreasuryshares 16 12
2. Dividends and other payments to owners 65 527 59 936
3. Repaymentofbank loans and borrowings 308 979 328 683
4. Interest 11614 21554
5. Otheroutflows fromfinandngactivities—finandal lease 0 0
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2016

i

1

| 2017

i (restated)

ear ended ear ended

Cash flow statement (in PLN thousand) Notes ;1.12.2017 ‘:1.12.2016
lll. Net cash flows from financing activity -359 872 -393 849
D. Total net cash flows 149 379 142 973
E. Balance sheet change in cash, including: 149 037 141 306
-changeincashdueto foreign currencytranslation -342 -1667
F. Opening balance of cash 366 026 223 053
G. Closing balance of cash, including: 515 405 366 026
- of limited disposability 0 0
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Consolidated statement of changes in equity for the year ended 31 December 2017

Statement of changes in equity
(in PLN thousand)

Share capital

Treasury

shares

Share premium [Other capitals

Currency
translation on
foreign
operations

Profit (loss)| Profit (loss)

from
previous
years

for the
current
period

Equity
ttributable to
the parent
company

Minority
interests

TOTAL equity

Balance as at 1 January 2017 3679 -43 318 251393 1608 298 -114 928 429 607 0 2134731 0 2134731
Treasuryshare purchases 0 -16 0 0 0 0 0 -16 0 -16
Distribution of profit for 2016 0 0 0 214 747 0 -280 273 0 -65 526 0 -65 526
Share issue 26 0 26 238 0 0 0 0 26 264 0 26 264
Consolidation of a subsidiary 0 0 0 0 0 -27 0 -27 0 -27
Contributionbynon-controllingshareholders 0 0 0 0 0 0 0 0 62 62
Remuneration paidin shares 0 0 0 408 0 0 0 408 0 408
Transactions with owners 26 -16 26 238 215155 0 -280 300 0 -38 897 62 -38 835
Net profit (loss)for 2017 0 0 0 0 0 0 440 851 440 851 -77 440 774
Currencytranslationon foreign operations 0 0 0 0 -93 239 0 0 -93 239 0 -93 239
Balance as at 31 December 2017 3705 -43 334 277 631 1823453 -208 167 149 307 440 851 2443 446 -15 2443431
Balance as at 1 January 2016 3662 -43 306 235074 1323736 -228 757 599 330 0 1889 739 0 1889 739
Treasuryshare purchases -12 -12 0 -12
Distribution of profit for 2015 284 562 -344 498 -59 936 0 -59 936
Share issue 17 16 319 16 319 0 16 319
Transactions with owners 17 -12 16 319 284 562 0 -344498 0 -43 612 0 -43 612
Net profit (loss)for 2016 174 775 174 775 0 174 775
Currencytranslationon foreign operations 113 829 113 829 0 113 829
Balance as at 31 December 2016 3679 -43 318 251 393 1608 298 -114 928 254 832 174 775 2134731 0 2134731
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Accounting Principles (Policies) and Additional Explanatory Notes

1. Overview

The LPP SA Capital Group ( “CG”, “Group”) is composed of LPP SA ( “Parent Company”, “Company”) and its subsidiaries (note 2). The Group’s
consolidated financial statements coverthe yearended 31 December 2017 and incorporates comparative data forthe yearended 31 December

2016.

The Parent Company is recorded in the register of entrepreneurs of the National Court Register kept by the District Court for Gdarnsk-North in
Gdansk, 7thEconomic Division of the National Court Register, under number KRS 0000000778.

The Parent Companyand the Group companies have been established foran unlimited period oftime.

The Group’s basic scope of business is:

B retail sale of clothing,

B wholesale of clothing.

2. Composition of the Group

The Group is composed of LPP SAandthe following subsidiaries:

No |Company name

LPP Retail Sp.zo.0.
DP&SLSp.zo.0.
IL&DLSp.zo0.0.

AMUR Sp.zo.o.

LPP Estonia OU

LPP Czech RepublicSRO
LPP HungaryKFT

LPP Latvia LTD

LPP Lithuania UAB

LPP Ukraina AT

RE Trading OO0

LPP Romania Fashion SRL
LPP Bulgaria EOOD

LPP Slovakia SRO

LPP FashionBulgaria EOOD
GothalsLTD

LPP Croatia DOO

LPP Deutschland GMBH
IPMS Management Services FZE
LPP Reserved UKLTD

LLC Re Development

LLC Re Street

LPP Reserved doo Beograd

P&L Marketing&Advertising Agency SAL

Registered office

Gdansk, Poland
Gdansk, Poland
Gdansk, Poland
Gdansk, Poland
Tallinn, Estonia
Prague, the Czech Republic
Budapest, Hungary
Riga, Latvia
Vilnius, Lithuania
Peremyshliany, Ukraine
Moscow, Russia
Bucharest, Romania
Sofia, Bulgaria
Banska Bystrzyca, Slovakia
Sofia, Bulgaria
Nicosia, Cyprus
Zagreb, Croatia
Hamburg, Germany
Ras Al Khaimah, UAE
Altrincham, UK
Moscow, Russia
Moscow, Russia
Belgrad, Serbia

Beirut, Lebanon

Shareholding
31 December 2017

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
97.32%
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As at31 December 2017 and asat31December 2016, the shareinthe total number of votes, held bythe Group in subsidiaries, is equal to the
Group’s shareholdings inthose entities and has not changed compared with the preceding year.

In the reporting period, the Group was joined by P&L Marketing & AdvertisingSALin Lebanon, beingin charge of supervision of franchise stores
in the Middle East and marketing activityinthe said region.

3. Composition of the Management Board of the Parent Company

In the reporting period and by the date of approving these financial statements, the composition of the Management Board remained unchanged.

4. Approval of the financial statements

These consolidated finandal statements were a pproved by the Management Board of LPP SA for publishing on 12 March 2018.

Composition of the Parent Company’s Management Board as at 31 December 2017:

Marek Piechocki Przemystaw Lutkiewicz Stawomirtoboda Jacek Kujawa
President of the Management Vice-President ofthe Vice-President ofthe Vice-President ofthe
Board Management Board Management Board Management Board

5. Critical accounting estimates and assumptions

5.1. Professional judgment

The preparation of the Group’s consolidated financial statements requires the Management Board of the Parent Company to make judgments,
estimates and assumptions affecting presented revenues, costs, assets and liabilities and additional notes as well as disclosures regarding
contingentliabilities. Uncertainty over these assumptions and estimates may, in the future, resultin majoradjustments in balance sheet values
of assets and liabilities.

While applying accounting prindples, the Management Board made the following judgments affecting to the largest extent the presented balance
sheetvalues ofassets and liabilities.

B Classification oflease agreements

The Group classifies |ease as operating or finandal lease based on the assessment of the extent in which risk and benefits arising from the
possession of a leased object are attributable to the lessor and to the lessee. This assessment is based on the economic substance of each
transaction.

The Group has concluded | ease agreements for retail space to operate brand stores.

5.2. Uncertainty over estimates and assumptions

Basic assumptions for the future and other key sources of uncertainties, occurring as at the balance sheet date, involvinga major risk of
adjustmentsinthe values of assets and liabilitiesin the next financial year, are given below.

The methodology employed for determiningestimated valuesis based onthe best knowledge ofthe Management Board of the Parent Company

andisin line with IFRS requirements. Assumptions and estimatesmade maybe changed due to future events resulting from market changes or
changes beyondthe Group’s control.

The estimatesof the Parent Company’s Management Board, affectingthe values disdosed inthe financial statements, refer to the following:

B depreciation rates

LPPSA | 66



The value of depredation ratesis determined based on the estimated e conomic useful life of property, plant and equipment and intangible assets.
Each year, based on current estimates, the Group verifies the economic useful life applied.

percentage of returns of goods soldin the reporting period, to be made inthe next reporting period

Due to the fact that customers make product claims and return goods purchased in brand stores, sales revenues are updated by adjusting the
estimated cost ofreturns. Based on historical data, a percentage rate reflectingthe ratio of product returns versus the sales volume is estimated.
At the end of each reportingperiod, thisratiois re-estimated.

revaluation write-off onassets

As ateach balance sheet date, the Group assesseswhether there is objective evidence for permanentimpairment ofa asset ora group of assets.
The Group treats individual retail sales units as cash generating units and, at their level, estimates such impairment, if any. Furthemore, as
estimated bythe Group, the initial phase of the store’s operations lasts 3 years (5 years inthe countriesof Western Europe ), during which newly
opened stores may generate losses. After that period, the Group analyses the profitability of individual retail sales units. In case of identifying
stores without any promising perspectives forimproving results within a given time-frame, the CG makes a decision on animpairment write-off
on assets assigned to such an unprofitable store.

If there issuch objective evidence and a need to make the write-off in question, the Group determinesan estimated re coverable value ofan asset
and makes animpairment write-offin an amount equal to a difference between the recoverable value and the balance sheet value. Animpairment
lossisrecognised inthe profitandloss statementin the current periodin whichit was identified.

valuation of provisions for retirement and pension benefits

The Group makes a provision for future liabilities arising from retirement and pension benefits, a pplyingactuarial methods. Assumptions made
in this respectare presented innote 24. A change in financial indices serving as the basis for the estimate, i.e. an increase in the discount rate by
0.5 p.p.and adecreasein the remunerationindex by 0.5 p.p. would resultinthe decrease of the provision by PLN 104 thousand.

future taxresults taken into account when calculating deferred income tax assets

The Group recognises a deferred income tax asset based on the assumption that, in the future, tax profit will be generated allowing for its
application.

assumptions made for reviewing trademark and goodwill impairment

Intangible assets with an unspecified useful life are annually tested forimpairment. The assumptions made inthis respect are discussed in note
16.

Methods for determiningestimated values are a pplied on a continuous basis versus the previous reporting period.
The following estimated amounts were changed (in line with the methodology e mployed):

the estimated economic useful life of property, plantand equipment —applicable to outlays in third-party facilities (determination of a new
depreciation period after modernisation),

future taxresults taken into account when determining deferred income tax assets,
sales adjustment ratiorelatedto product returns to be made in the next reporting period,
valuation of the provisionfor retirement and pension benefits,
assumptions made for reviewing trademark and goodwill impairment,
uncertainty overtax settlement.
The Group’s tax settlements are subject to taxaudit. Due to the fact that, in case of numerous transactions, the construing of tax |aws may differ
fromthatapplied bythe Management Board in the utmost good faith, amounts disclosed in the finandal statements maybe changed ata later
time upon their final determination by authorities authorised to carry out tax audits. Similar changes may affect, depending on future
interpretations oftaxauthorities, the possibilities of e mployingtax benefits disclosedin the financial statements inthe form of deferred income
taxassets.
On 15 July 2016, the Tax Ordinance was amended to give recognitionto the General Anti-Abuse Rule (GAAR). GAAR is intended to prevent the

creation and use of artificial legal arrangements to avoid payment of tax in Poland. Under new regulations, a substantially higher degree of
judgment will be required to be made when assessing the effects of i ndividual transactions.
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GAAR should be applied to transactions concluded afterits entryintoforce and to transactions effected before its entryinto force, yetinwlving
benefits gained after the said date or those still gainable. Followingimplementation of the said provisions, Polish fiscal control a uthorities will be
ableto questionthe arrangements and agreements entered into by taxpayers, suchas group restructuring and reorganisation.

The Group recognises and measures currentand deferred tax assets or liabilities s atisfying the criteria of IASIncome Taxes based on tax profit
(loss), taxable basis, unsettled tax losses, unused tax reliefs and tax rates, wuth due regard of the assessment of uncertainty over tax setttements.

If there is any uncertainty over the extent in which a tax authority will approve specific tax settlements for a given transaction, the Group
recognizes such settlements indue recognition of such uncertainty.

6. Basis for preparation of the consolidated financial statements

Pursuanttothe Accounting Act of 29 September 1994 (consolidated text: Journal of Laws of 2018, item 395), asof 1 January 2005, LPP SA presents
its consolidated financial statements based on International Financial Re porting Standards (IFRS), approved bythe EU (IFRSEU).

These consolidated financial statements have been drawn up in accordance with the historical cost accounting model, except for finandal
instruments measured atfairvalue.

These consolidated financial statements have been drawn up based on the assumption that the Group re mains a going concern in the foreseeable
future. As at the date of approval of these financial statements, there is no evidence indicating that the Group will be unable to continue its

operations as a going concern.

These statements are presented in PLN, and, unless given otherwise, all figures are givenin PLN thousand.

6.1. Declaration of compliance with IFRS

The presented consolidated financial statements cover the period between 1 January2017 and 31 December 2017. Comparative data
is presented for the period between 1 January 2016 and 31 December2016.

These consolidated financial statements have been drawn up in line with the International Financial Reporting Standards (IFRS)
approved by the European Union, covering standards and interpretations approved bythe International Accounting Standards Board.

No standardorinterpretation hasbeen voluntarilyadopted earlyin these financial statements.

6.2. Newstandards and interpretations published, yet notin force

The following standards and interpretations had been published by the International Accounting Standards Board, yetdid not enterinto
force before 31 December 2017.

Standard/interpretation Effective date

New IFRS 9 Financial Instruments annual periods beginningon or after 1January 2018

published on24July2014

New IFRS 14 Regulatory Deferral Accounts annual periods beginningon or after 1January 2016
published on30January2014

as decided bythe European Commission, the approval process forthe standard in
its initialform willnot commence before the standard is publishedinits final
wording; notapprovedbythe EU bythe date of approval of these financial

statements
IFRS 15 Revenue from Contracts with Customers, annual periods beginningon or after 1January 2018
covering amendments to IFRS 15 Effective Date of blished on 28 Mav 2014
IERS 15 published on ay
Amendmentto IFRS10andIAS 28 Investments in no dateforentryintoforce —voluntaryapplication

Associates and Joint Ventures .
published on 11 September 2014

the EU approval procedure suspended
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Standard/interpretation

Amendments to |FRS4 Applying IFRS 9 Financial
Instruments with IFRS 4 Insurance Contracts

Effective date

annual periods beginningon or after 1January 2018

published on 12 September 2016

IFRS 16 Leases

annual periods beginningon orafter 1January 2019

published on 13 January 2016

Explanations to IFRS 15 Revenue from Contracts with
Customers

annual periods beginningon or after 1January 2018

published on 12 April 2016

First-Time Adoption of International Financial
Reporting Standards (amendments to IFRS 1), being
part of Annual Improvements to IFRS Standards 2014-
2016 Cycle

annual periods beginningon or after 1January 2018

published on 8 December 2016

Investments in Associates and Joint Ventures
(Amendments to IAS 28), being part of Annual
Improvements to IFRS Standards 2014-2016 Cycle

annual periods beginningon or after 1 January 2018

published on 8 December 2016

Classification and Measurements of Share-Based
Payment Transaction (Amendments to IFRS 2)

annual periods beginningon or after 1 January 2018

published on20June 2016

IFRIC 22 Foreign Currency Transactions and Advance
Consideration

annual periods beginningon or after 1 January 2018
published on 8 December 2016

notapprovedbythe EU bythe date of approval of these financial statements

IFRS 17 Insurance Contracts

annual periods beginningon orafter 1January 2021
published on 18 May 2017

notapprovedbythe EU bythe date of approval of these financial statements

Prepayment Features with Negative Compensation
(Amendments to IFRS 9)

annual periods beginningon or after 1January 2019
published on 12 October 2017

notapprovedbythe EU bythe date of approval of these financialstatements

Transfers of Investment property (Amendments to |AS
40)

annual periods beginningon or after 1 January 2018
published on8 December 2016

notapprovedbythe EU bythe date of approval of these financialstatements

IFRIC 23 Uncertainty over Income Tax Treatments

annual periods beginningon or after 1January 2019
published on7June 2017

notapprovedbythe EU bythe date of approval of these financial statements

Long-term Interests in Associates and Joint Ventures
(Amendments to |AS 28)

annual periods beginningon or after 1January 2019
published on 12 October 2017

notapprovedbythe EU bythe date of approval of these financialstatements

Annual Improvements to IFRS Standards 2015-2017
Cycle

annual periods beginningon orafter 1January 2019
published on 12 December 2017

notapprovedbythe EU bythe date of approval of these financial statements

Plan Amendment, Curtailment or Settlement
(Amendments to |AS 19)

annual periods beginningon orafter 1January 2019
published on7 February 2018

notapprovedbythe EU bythe date of approval of these financialstatements
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In the opinion of the Management Board of the Parent Company, except for IFRS 16, the above -mentioned standards will not substantially affect
the accounting policyappliedso far.

Implementation of IFRS 15

IFRS 15 Revenue from Contracts with Customers, issued in May 2014 and amended in April 2016, provides a five-step modelto be applied for
recognition ofrevenue resulting from contracts with customers. According to IFRS 15, revenuesare recognized inthe amount of a consideration
to which the entity expects to be entitled in exchange for the transfer of promised goods and services to the customer.

The new standard applies to annual reporting periods beginningon or after 1January 2018.
The Group plans to adopt IFRS 15 from the date of the standard’s entryintoforce, applyingfullretrospective method.
The Group pursues business activityinthe following areas:

1. Saleofgoods
The Group pursues business activity covering mainly the sale of goods, including retail sales in on-site and online stores and as well as wholesale.
As assessed bythe Group, theimpact of adopting IFRS 15 forthe treatment of revenue and the financial results of the Capital Group, generated
from suchsales, will be immaterial. Reve nue will be recognised at a specific time, i.e. when the customer gains control over the goods, as cummently

inplace.

Due to the applied product return policy, the Group reduces the value of revenue with the estimated cost ofsuch returns. According to IFRS 15,
this methodology will be continued.

Consequently, the Group expects that IFRS 15 will not affect the consolidated financial statements for 2017.
2. Saleofgoodsandservices

The Group sells services to a minor extent. Such services include mainly know-how on the operation of brand stores by domestic contracting
parties and the lease oftransportation means.

The Group holds the view that the customer receives and, at the same time, gains benefits from a service rendered, while the senice is being
provided. Therefore, the Group transfers control and, consequently, executesthe performance obligation over time. Thus,according to IFRS 15,
the Group willcontinue to recognise salesrevenue over time.

Consequently, the Group expects that IFRS 15 will not affect the consolidated financial statements for 2017.

3.  Requirements for presentationand disclosure of information

IFRS 15introduces newrequirements for presentation and disclosure of information. As assessed by the Group, the impact of certain disdosures
will be material.

Additionally, according to IFRS 15, the Group presents revenue from contracts with customers, divided by categories which reflect the way in
which economicfactors affect the nature, amount of, payment term for, and uncertainty over, revenue and cash flows.

Implementation of IFRS 9

InJuly 2014, the International Accounting Standards Board published IFRS 9 Financial Instruments. |FRS 9 applies to annual periods beginning on
orafter1lJanuary2018r, with possible early application.

The Group plans to apply IFRS 9 from the standard’s effective date, without transforming comparative data.

In 2017, the Group assessed the impact of implemented IFRS 9 on accounting principles applied by the Groupin relation to the Group’s operations
orfinancialresults.

This assessmentis based on correctly available information and may undergo changes resulting from rational and provable additional information
obtained in the periodinwhich the Group will apply IFRS9 for the first time.
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The Group does not expect that implementation of IFRS9 will substantially affect the statement of financial position and equity.
1. Classification and measurement

The Group does not expect that IFRS 9 will substantially affect the statement of financial position and equity in terms of cl assification and
measurement. Itis expected that all financial assets measured sofaratfairvalue will stillbe measured that way.

Trade receivables are maintained to create cash flows resultingfrom a contract, and the Group does not factor trade receivables—they will still
be measures atamortised cost through profitorloss.

2. Impairment
As assessed bythe Group, it has notrade receivables requiring an increase inan impairment write-off compared with current figures.
3. Hedgingaccounting
The Group applies no hedging accounting and, therefore, this part of the standard does not apply.
Implementation of IFRS 16
InJanuary 2016, the International AccountingStandards Board issued IFRS 16 Leases.

IFRS 16 implements a single | essee a ccounting model, requiringlessees to recognise assets and liabilities for all leases unless the lease termis 12
months orless orthe underlying asset hasa low value. At the effective date, the | essee recognizes an asset arising from the right to control the
use of the underlyingasset and the liability arisingfrom the lease, reflecting it obligation to make | ease payments.

The lessee recognisesseparatelythe depreciation of the asset arising fromthe rightto control the use andinterest onthe lease liability.
As assessed bythe Group, the new IFRS willsubstantially affect the Group’s statement of financial position.

As partofits operations, the Group rents premises for sellingits goods. At present, the rental is recognised in the financial statements as operating
lease.

Following the principles introduced by IFRS 16, the Group will have to recognise assets and liabilities arising from contracts of this type in the
statement on financial position.

Following application of IFRS 16, the Group expects that the value of lease assets and liabilities will increase substantially.

The value of minimum future feesis an estimate showing how liabilitieswould have increased ifthe standard had been adopted as at the balance
sheetdate. Thisvalueis describedinnote 14. The value accumulatedinthe note maydiffer from the amount which will be finally re cognised in
the statement.

Assets andliabilities recognised will be settled in a way differingfrom the settlement of operating lease. At present, lease payments are settled
on the straight-line basis. Itis expected that rental assets will be settled also on the straight-line basis, with liabilities settled applying the effective

interestrate, which will resultinthe increase ofcharges inthe period following conclusion or modification of a rentalagreement and its decrease
overtime.

The keyaccounting principles applied when preparing these consolidated financial statements are givenin relevant subsequent notes.

These principles were appliedin all presented years ona continuous basis.

The functional currency of the Parent Company and the presentation currency of the Capital Groupis PLN.
The functional currency of foreign subsidiaries is their local currency.
Foreign exchange differences from conversion are recognised, respectively, in financial income or costs.

As at the balance sheet date, assets and liabilities of foreign subsidiaries are converted to the Group’s presentation currency according to an
exchange rate of the National Bank of Poland, applicable on the balance sheet date. Their comprehensive income statements are conwerted
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according an average weighted exchange rate for a given financial period. Foreign exchange differences arising from currency translation are
recognisedinother comprehensive income and accumulated ina separate equityitem.

Atthe time of transfer ofa foreign entity, foreign exchange differences accumulated inthe equity of a given foreign entity are recognised in profit
orloss.

Forbalance sheet measurement, the following foreign exchange rates have been applied.

EUR CzK BGN HUF RUB UAH HRK RON RSD GBP

2017 0.013449

2016 0.014224

Average weighted exchange ratesfor s pecific financial periods were as follows.

EUR CzK BGN HUF RUB UAH HRK RON RSD GBP

2017

2016 0.014034

7.2. Principles of consolidation

These consolidated financial statements comprise the financial statements of LPP SA and the finandal statements of its subsidiaries, drawn up on
a case-by-case basisforthe yearended 31 December 2017, except for the followingdomestic subsidiaries:

B  DP&SLSp.zo.o.
B |L&DLSp.zo.0.
B  AMURSp.zo.o.

Domestic subsidiaries of LPP SAwere not consolidated as their finandal data is immaterial. This is in line with the accounting policy adopted by
the Group.

Underthe policy, a subsidiary orassociate is not consolidated if the amounts reportedinthe financial statements ofthat e ntity are insignificant
compared with the financial statements of the parent company. In particular, the balance sheet total, sales revenues from sales and finandal
operations of the entity which, for the financial period, are lower than 1% of balance sheet total and revenues of the parent company are regarded

as insignificant.

The non-consolidation of the finandal statements of those companies does not adversely affect the fair and true view of the Group’s property
and financial standing and its financial result.

Finandal statements of subsidiaries are prepared based on accounting standards applicable in specific countries, however, for consolidation
purposes, their financial data has been transformed to ensure that the consolidated financial statemnst are drawn up based on uniform
accounting principles. Adjustments are implemented to eliminate anydiscrepanciesinthe accountingprincdples applied.

All material balances and transactions between the Group companies, including unrealised profit from intra-Group transactions, have been
eliminatedinfull.
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Subsidiaries are consolidated in the period from the date on which the Group take control of them, and cease to be consolidated on the date such
control expires. The Parent Company exercises control over a subsidiaryif:

ithas poweroversuch entity,
itis exposedto variable returns, or holds the rights to variable returns, arising from its engagementin a given entity,
itmayuseits powers to shape the value ofreturns generated.

The Group verifies the exercise of control over other entities in cases where there might be achangeinatleastone condition for exercisingthe
same.

Accounting principlesapplied for preparingthese consolidated financialstatement are coherent with those applied when drawing up the Group’s
financial statements forthe yearended 31 December 2016, except for those given below.

The amendments to |FRS, given below, are applied in these financial statements as at their effective date, yettheydidnothave a majorimpact
on the presented anddisclosed financial information or did not apply to transactions concluded by the Group:

Amendments to IAS 12 “Recognition of Deferred Tax Assets for Unrealised Losses”
These amendments specfythe issues involving negative temporary differences relatingto debt instruments measured atfairvalue, estimation
of probable future taxable profit and assessment whether profit generated allows for realization of temporary negative differ ences. These
amendments are a pplied retrospectively.

Amendments to IFRS 12 “Disdosure of Interest in Other Entities”

These amendments specfythatan entity makesa choice in respect of measurement at fair value through profitandlossinin line with IFRS 9 for
investments in an associate or joint venture, held byan organization managinghigh-risk capitalora similar entity, separately for each associate
orjointventure, on initial recognition.

Amendments to |AS 7 “Disclosure Initiative”

Following these amendments, an entityis required to disclose information enabling users of financial statements to assess changes in liabilities
from financing activities. Itis not required to provide comparative information for pre ceding periods.

The Group made no decision on early application of any standard, interpretation or amendment published, yet not in force under the EU
provisions.

At the sametime, the Group made several changesin presentingdata inthe financialstatements.
Changeinpresentation ofthe provision for unused holidayleaves
Since January 2017, the provision forunused holiday|eaves is recognisedin item “Remuneration” by type. In previous years, it was disdosed as
“Changeinthe balance of products”, ina separateitem of an additionalnote. When disclosed by function, there wasno change in presentation
and, as previously, the said provisionin disclosed in the comprehensive income statement, insellingcosts and generalcosts.
At the same time, the provision for unused holidayleaves is presented differentlyin the statement of financial position.
At present, thisvalueis disclosed as “Employee liabilities” in short-term liabilities, and notin Provisions, as before.
Data for 2016 in the statement of financial position was transformed, with values shown in the table below.

Changeinpresentation ofa retirement provision

Since January 2017, the retirement provisionis presentedin “Remuneration” by type. Whendisclosed by function, itis presented, respectively,
in selling and general costs. In previous years, it was disclosed in other operating expenses. As the valuesdisclosedinthe expensesfor 2016 are
immaterial, the Group has not transformed the finandal statementinthatrespect.

Changeinpresentation ofthe provision for employee benefits

In the current reporting period, in the statement of financial position, the Group made changesin the presentation of the provision for employees
benefits. Instead of presenting itin “Provisions”, itis presentedin "Employee liabilities”.
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Data for2016in the statement of financial position was transformed, with values shownin the table below.
B Changeinthe presentation ofthe provisionfor product returns

In the statement of financial position, the Group made changes also in the presentation of the provision for product returns. Instead of presenting
itin “Accruals”, itis presentedin “Provisions”.

Data for2016in the statement of financial position was transformed, with values shownin the table below.
B Changeinpresentation ofrevaluation write-offs on assets

The change in presentation of revaluation write-offs on assets consisted in the compensation of operating and financial income and costs in a
singleitem.

Previously, the creation and reversal of a revaluation write-off was showninseparate items in, respectively, costs and income. At present, such
operations will be showninthe comprehensive income statement on balance, and not separately for assets and liabilities, as previously.

Data for2016in the statement of financial position was transformed, with values shownin the table below.
B Changeinpresentation ofother receivablesandloans

In the statement of financial position, the Group made a change in the presentation of other receivables and loans, separating state budget
receivables fromother receivables, which were increased with the value ofloans.

Currently, state budget receivables are presented in item “Other non-finandal assets”. Last year, they were shown in “Receivables and loans”
(changeinnaming:latyear—“Otherreceivables”).

The remaining value of receivables wasincreased with the amount of loans and presented in “Receivables and loans“ (change in naming: last year
- “Otherreceivables” and “Loans”).

Following the changesin presentation, the followingadjustments were made in financial data as at 31 December 2016:

Changes in 2016 vi::)eu:;::N Data approved Data transformed
Provision for unused holidayleaves 17 955 Provisions Employee liabilities
Provision for employee benefits 10 531 Provisions Employee liabilities
Provisionforproductreturns 4 566 Accruals Provisions

Revaluation write-offs on inventories 11 933 Otheroperatingcosts Otheroperatingincome
Revaluation write-offs in receivables 1218 Otheroperatingcosts Otheroperatingincome
Revaluation write-offs on fixed assets 837 Finandal costs Finandalincome

State budget receivables 29 459 Receivablesandloans Othernon-finandal assets

Moreover, changes were also made asat1January2016:

Changes in 2016 Vi:fuisr;::N Data approved Data transformed
Provision for unused holiday | eaves 13 437 Provisions Employee liabilities
Provision foremployee benefits 4 337 Provisions Employee liabilities
Provisionforproductreturns 3911 Accruals Provisions

State budget receivables 35210 Receivablesandloans Othernon-finandal assets
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9. Revenue and costs

9.1. Revenue fromsale

ACCOUNTING POLICY

Revenue from sale is measured in a probable amount of the Group’s gainable economic benefits related to a given transaction and when the
amount of revenue maybereliably assessed. Revenue is recognised at fair value of amounts paid or payable, reduced with bonusesand VAT.

Revenue from sales of goods and materials

Revenue fromsale of goods and materials are recognised if a majorrisk and benefits arising from the ownership title to goods is transfermed to
the buyer.

Due to the fact that customers make product claims and return products purchased in brand stores, sales revenuesare updated by adjustingthe
estimated cost of returns. The value of the said provision is given innote 25.

Revenue from sales of services

The revenues fromthe sale of servicescoverthe following:
m sale of services provided to franchisees operating Polish brand stores: know-how, marketing and telecommunications services;
m sale of services covering support for the operation of retail stores to foreign franchisees;

= lease by LPP SA of own means of transportation, sublease of real property, design services.

i Yearended i i Yearended i
Sale revenues (in PLN thousand)
Revenues from salesof services 23985 21 602
Revenues from salesof goods and materials 7 005 440 5997 444
Total sales revenues 7 029 425 6 019 046

9.2. Other operating income and costs

ACCOUNTING POLICY

Otheroperating income and costs comprise income on, and costs of, operations other thanthe Group’s basic operations, for example profit or
loss on the sale of fixed assets, fines and charges, donations, revaluation write-offs etc.

i | i i

o vearended R
Other operating income (in PLN thousand)
Profit from the disposal of non-financial fixed assets 6521 0
Subsidies 0 398
Other operating income, including: 29249 25038
- revaluation write-offs on inventories net 7147 0
Total other operating income 35770 25436
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Other operating costs (in PLN thousand)

Yearended

31 December 2017

Yearended
(transformed)

31 December 2016

Loss on disposal of non-financial assets 0 838
Revaluation of non-financial assets, including: 2243 57 696
- fixed assets net 1969 16 156
- intangible assets net 0 2820
- inventories net 274 3571
- receivables net 0 35149
Other, including: 75120 65 485
- losses on current and fixed assets 66 608 59 571
Total operating costs 77 363 124 019
9.3. Financial income and costs
o veerended

Financial income (in PLN thousand) 31 December 2017 31 December 2016

Interest, including: 4541 854
-on deposits 3462 547
-onloansand receivables 234 307
- state budgetinterest 845 0
Dividends 165 176
Profit from the disposal of inve stments 0 4
Other, including: 48 273
- disposal of liabilities 0 272
Total financial income 4754 1307

: Yearended : : (t\l('z:gor:'(:edd) :

Financial costs (in PLN thousand) 31 December 2017 31 December 2016

Interest, including: 12 315 22 596
-on bankloans 11 698 22 442
Revaluation of investments, including 0 167
- revaluation write-offs on shares net 0 167
Other, including: 7 202 10 887
- balance of foreign exchange differences 4332 7 261
-commissions on bankloans 2870 3626
Total financial costs 19 517 33 650
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9.4. Costs by type

E Yearended E E Yearended E
Costs by type (in PLN thousand) 31 December 2017 I 31 December 2016
Depreciation 293 429 267 381
Consumption of materials and energy 183 844 152 051
Outsourced senices 1718 405 1581 650
Taxes and fees 28 245 20 709
Remuneration 581 109 388 993
Social insurance and other benefits, including: 126 955 76 367
- retirement contribution 13070 10 349
Other costs by type 167 952 120 860
Total costs by type 3099 939 2608 011
The reconciliation of costs by nature and function is given in the table below.

E Yearended E E Yearended E
Costs by type (in PLN thousand) 31 December 2017 I 31 December 2016
Costs bytype, including: 3099 939 2 608 011
Changeinproducts 0 795
Items recognised in selling costs 2751848 2 405 007
Items recognisedingeneralcosts 348 091 203 799

9.5. Costs of depreciation, employee benefits and inventories
Yearended Yearended

Items recognised in the own cost of sales (in PLN thousand)
Measurement of inventoriesat net sale price 3309 459 3084 098
Estimated returns from customers 185 655
Total 3309 644 3084 753

i Yearended i i Yearended E
Items recognised in the cost of sale (in PLN thousand) 31 December 2017 I 31 December 2016
Depreciation of fixed assets 255 884 237 015
Depreciation of intangible assets 2757 2 829
Costs of inventory consumption foradvertisingpurposes 14 854 14 855
Costs of employee benefits 631978 416 157
Total 905 473 670 856
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i Yearended i i Yearended i
Items recognised in general costs (in PLN thousand)
Depreciation of fixed assets 26 452 20 610
Depreciation of intangible assets 8335 6 927
Costs of employee benefits 69 187 46 091
Total 103 974 73 628

E Yearended E E Yearended E
Items recognised in other operating costs (in PLN thousand) 31 December 2017 | 31 December 2016
Inventory deficits 53 415 48 092
Liquidated inventories 2724 3220
Donations 1852 1648
Revaluation write-offs on inventories 0 35149
Total 57 991 88 109

10. Income tax

ACCOUNTING POLICY

Obligatoryburdens on the financial result comprise current and deferredincome tax not recognisedin other comprehensive income or directly
in equity.

The currenttaxdueiscalculated onthe basisof the tax resultin a given financial year. Estimate changes referring to previous years are recognised
as anadjustmentofthe amountdue forthe currentyear. Taxdueis calculated based ontaxratesapplicableina given financial year.

Deferred taxis calculated applying the balance sheet method as tax to be paid orreturned inthe future based on differences between the balance
sheetvalues ofassets and liabilities and the correspondingtaxvaluesapplied to determine the tax base.

Provisionfordeferredtaxis made forall positive taxable temporary differences, while the deferred tax asset is recognised to the extent that the
recognised negative temporary differences may be likely deducted from future tax profits.

The main components of income taxfor 2017 and a comparative period are given below.

i Yearended i i Yearended i
Income tax (in PLN thousand) 31 December 2017 I 31 December 2016
Currentincome tax 135 007 26 596
Deferred income tax -12 110 -7293
Total income tax 122 897 19 303

10.1. Effective interestrate

The reconciliation of income tax on the financialresult before taxaccording to a statutorytaxrate with the income tax presentedin the finandal
resultforthe periodfrom 1Januaryto 31 December 2017 andfor2016is giveninthe table below.
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Yearended Yearended

Income tax (in PLN thousand) 31 December 2017 | 31 December 2016

Profit/l oss before taxation 563 671 194 078
Tax at statutory rate applicable in Poland 19% (2016: 19%) 107 097 36 875
Effect of taxrate differences between countries -32 962 -16 092
Adjustments of current tax from previous years 1501 0
Income tax provision 45 335 0
Permanent differences 1206 -2125
Other 720 645
Income tax (burden) recognised in profit or loss 122 897 19 303

Income taxwas increased with the income tax provision of PLN 45335 thousand. The reasonfor creatingsuch provision is s pecified in detail in
note 28.2.

Income taxis calculated based on the following tax rates.

10.2. Deferred income tax

Deferred income tax recognised in the financialresult for the period from 1 January to 31 December 2017 and for 2016 resulted from the following
items:

Yearended Yearended

Deferred income tax assets (in PLN thousand) 31 December 2017 I 31 December 2016

Difference between balance sheet andtaxdepreciation of fixed assets -1116 10 453
Depreciation of trademarks -5346 -5345
Revaluation of inventories 395 -701
Revaluation of trade receivables 126 -149
Margin ongoods unsold outside the Group 9672 -6091
Margin onthesale of investments 1152 4442
Taxloss 47 -433
Unpaidremuneration and surcharges 9972 1366
Provisionfor product returns 76 221
Estimated expenses -1107 -56
Othertemporary differences 1104 756
Exchange differencesfrom currency translation 627 -360
Total 15 602 4103
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) 1
i Yearended i
1 1

Deferred income tax liabilities (in PLN thousand)

Difference between balance sheet and tax depreciation of intangible and

Yearended

31 December 2017 31 December 2016

fixed assets 616 -1287
Rentestimate 2 850 -1077
Adjustments receivedinthe following year 0 -692
Accrued interest on bankloans -15 -162
Outstanding damages -13 29
Other 0 -6
Exchange differencesfrom currency translation 54 5
Total 3492 -3190
10.3. Deferred tax assets and liabilities

The value of deferred taxassets and liabilitiesrecognised inthe statement of financial position results from titles and figures givenin the table

below.

i i
i Yearended i

Deferred tax assets (in PLN thousand)

Yearended

31 December 2017 31 December 2016

Difference between balance sheet andtax depreciation of fixed assets 21929 23 045
Depreciation of trademarks 90 878 96 224
Revaluation of inventories 1934 1539
Revaluation of trade receivables 375 249
Margin ongoods unsold outside the Group 15 620 5948
Margin onthe sale of investments 11 501 10 349
Taxloss 47 0
Unpaidremuneration and surcharges 12 986 3014
Provisionforproduct returns 1162 1086
Estimated expenses 0 1107
Othertemporarydifferences 2199 1096
Total 158 631 143 657
E Yearended E E Yearended E

Deferred tax liabilities (in PLN thousand) 31 December 2017 31 December 2016
If::i(gzr:;ceeisbetween balance sheetand taxdepreciation of intangible and 4269 3653
Outstanding damages 147 160
Accrued interest onloans and borrowings 61 77
Rentestimate 2 850 0
Total 7 327 3890
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11. Earnings per share

ACCOUNTING POLICY

The earnings per share (EPS) ratiois calculated by dividing net profit for a given period by the weighted average number ofissue d ordinary shares
in LPPSAin a givenperiod.

Diluted earnings per share are calculated by dividing net profit for a given period by the weighted average number of ordinary shares existing
during the period, adjusted by the number of ordinary shares which would be issued upon conversion of all dilutive, pros pecti ve capital

instruments to ordinaryshares.

The calculation ofthe EPS and diluted earnings pershare is given below.

i Yearended Yearended
1

(in PLN thousand) 31 December 2017 31 December 2016

Number of shares in the denominator in the formula

Weighted average number of ordinary shares 1826 537 1816 932
Dilutive effect of warrants conwertible into shares 0 8093
Diluted weighted average number of ordinary shares 1826 537 1825025

Earnings per share

Net profit (loss)forthe current period, attributable to s hareholders of the

440 851 174775
parentcompany
Profit (loss) per share 241.36 96.19
Diluted profit (loss) per share 241.36 95.77

12. Dividends paid and offered for payment

ACCOUNTING POLICY

Dividends are recognised at the time of determiningthe rights ofeligible shareholders or stockholders.

The dividend on ordinary shares for 2016, paid on 20 September 2017, amounted to PLN 65 527 thousand (for 2015: paid on 21 Se ptember 2016:
PLN 59 936 thousand).

The dividend’s value perordinary share paid for 2016 amounted to PLN 35.74 (for 2015: PLN 33).

Currently, the Management Board of LPP SA plans to recommend payment of a dividend for 2017.

13. Tangible fixed assets

ACCOUNTING POLICY

Tangible fixed assets areinitiallycarried at the purchase price increased with allcosts directly related to the purchase and necessary for adapting
the asset to the working condition for its intended use. Costs incurred after the date when the fixed asset was put into use, such as costs of
maintenance andrepairs, are chargedinto the financial result as theyareincurred.

As atthe balance sheet date, PP&E are measured at cost less accumulated depreciation and impairment write-offs.

Depreciationis made bythe Capital Group onthe straight-line basis. Fixed assets are depreciated over their pre-determined expected useful life.
This periodis revised annually.

Depreciationrates for specific groups of fixed assets are as follows.
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Asset group Depreciation rate

Buildings, premises, civil engineering works, including: 2.5-50%
Outlays in third-party facilities 14.28%
Devices and machinery 2.5-50%
Transportation means 10-25%
Otherfixedassets, including: 10-40%
20%

Furniture

The value of fixed assets is also periodically tested for impairment, if any, resulting from any events or changes in the bus iness
environmentor within the Company, which could cause animpairmentofthese assets below their currentbook value.

When fixing depreciation rates for individual PP&E, the Company determines whether there are any components of such an asset,
the purchase price ofwhich is importantas compared with the purchase price of the entire asset, and whether the usabilityperiod for

these componentsis differentfrom the usabilityperiod for the remaining partof the asset.

Fixed assets in progress — as atthe balance sheetdate, theyare carried in the total amountofcosts directlyrelated to their acquisiton
or production, less impairment write-offs.

A given item of PP&E may be removed from the statement of financial position after its sale or when no economic benefits of the
asset'sfurther use are expected. Profits or losses arising from the sale, liquidation or cessation ofthe us e offixed assets are specified
as a difference between sales revenue and their net value and are recognised in the resultin other operating income or cost.

External financing costs are capitalised as part of costs of production of fixed assets and intangible assets. External financing costs comprise
interest calculated applyingthe effective i nterest rate method and foreign exchange differences involved in external financing, up to the amount

correspondingto the adjustment of the interest cost.
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Changesinfixedassets (bytype)inthe period from 1 January2017 to 31 December 2017

39”“”95. . . Fixed :
structures progress fixed assets

Opening balance gross value offixed assets 42814 1381621 375 415 9 461 546 688 22 843 0 2378 842

- foreign exchange differences 0 -35939 -6546 -309 -23 769 -621 0 -67 184

-increase 0 186 940 52935 2727 104 830 360 840 22 399 730 671

- decrease 0 75 949 21721 1205 31624 340 064 0 470 563
Closing balance gross value of fixed assets 42814 1456 673 400 083 10 674 596 125 42 998 22399 2571766

Opening balance accumulated depreciation (amortisation) 0 593 485 182753 6273 285296 0 0 1067 807

-foreign exchange differences 0 -13 352 -4 446 -146 -14 131 0 0 -32 075

-depreciation 0 138 816 49 046 1145 93 330 0 0 282 337

-decrease 0 53754 20191 1012 26 330 0 0 101 287
Closing balance accumulated depreciation 0 665 195 207 162 6 260 338 165 0 0 1216 782
(amortisation)

Opening balance impairmentwrite-offs 0 14 653 575 0 4469 0 0 19697
- increase 0 4777 73 0 50 0 0 4900
- decrease 0 12 232 560 0 4391 0 0 17 183
Closing balance impairment write-offs 0 7198 88 0 128 0 0 7414

Total closing balance net value of fixed assets 42 814 784 280 192 833 4414 257 832 42 998 22 399 1347 570

Impairment write-offs — items in the comprehensive income statement “

-increase —otheroperatingcosts, revaluation of non-financial assets 1969
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Changes infixed assets (bytype) in the period from 1 January 2016 to 31 December2016

Buildings,
) |t | pntana | arsorat | oot | ced st | ke et
structures
Opening balance gross value offixed assets 42 814 1221195 334 086 9088 443 952 25 495 2 076 630
- foreign exchange differences 0 49 036 8 498 278 26 009 962 84 783
-increase 0 164 541 42762 1686 96 002 251714 556 705
- decrease 0 53151 9931 1591 19 275 255 328 339 276
Closing balance gross value of fixed assets 42 814 1381621 375415 9 461 546 688 22 843 2378 842
Opening balance accumulated depreciation (amortisation) 0 470275 141 144 6 160 196 959 0 814 538
- foreign exchange differences 27 752 5589 233 17 720 0 51294
-depreciation 0 126 981 45298 1073 84273 0 257 625
-decrease 0 31523 9278 1193 13 656 0 55 650
Closing balance accumulated depreciation (amortisation) 0 593 485 182 753 6273 285 296 0 1 067 807
Opening balance impairmentwrite-offs 0 3183 10 0 148 0 3341
- increase 0 12173 576 0 4512 0 17 261
- decrease 0 703 11 0 191 0 905
Closing balance impairment write-offs 0 14 653 575 0 4 469 0 19 697
Total closing balance net value of fixed assets 42 814 773 483 192 087 3188 256 923 0 1291338
Impairment write-offs — items in the comprehensive income statement “

-increase —otheroperatingcosts, revaluation of non-financial assets 16 156
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In 2017, the Group made impairment write-offs onintangible fixed assets relating to unprofitable stores for PLN 4 900 thousand (2016: PLN 17 261
thousand).

In the same period, revaluation write-offs made a year before were used to a majorextent, in theamount of PLN 17 183 thousand (2016: PLN 905
thousand), due to the closing of Tallinder stores.

As at the end of 2017, the Company had contractual obligations to acquire tangible fixed assets of PLN 155 418 thousand (2016: PLN 32 235
thousand).

As at the balance sheet date, there were limitations in the disposal of real property in Pruszcz Gdanski and Gdansk due to
investment loans. A detailed description is provided in note 23.

ACCOUNTING POLICY

Finance lease agreements under which substantially all risks and benefits arising fromthe possession of a | eased object are transferred to the Group
are recognised in assets and liabilities as at the lease commencement date. The value of assets and liabilities is measured as at the lease
commencement date based on the lower of the following values: fair value of the fixed asset being the leased object or the cu rrent value of the
minimum lease fees.

The minimumlease fees are divided into financial costs and the reduction inthe balance of an unpaid lease-based liabilityin a way facilitating the
obtainingof a fixed interest rate for the unpaid liability balance. Conditional |ease payments are recognized inthe costs ofthe period in which they
were incurred.

Fixed assets used under finance | ease agreements are depreciated according tothe same rules as those a pplied to the Group’s own assets. However,
ifthere is no satisfactoryassurance thatthe lessee will obtainthe ownershiptitle before theend of the lease term, a givenasset is depredated for
a shorterof two periods, i.e. the lease term orthe usage period.

Lease agreements under which the lessor retains s ubstantiallyall risks and benefits resultingfrom the ownership of the leased object are qualified
as operatinglease agreements.

Operating lease fees are recognised as costs applyingthe straight-line method forthe lease term unless another systematic method better reflects
the wayin whichthe Group’s benefits are spreadintime.

Conditional lease payments are recognised as costinthe period inwhichthey become due and payable.

LPP SAand its subsidiaries are parties to retail space lease agreements under which they use space to operate brand stores.

The provisions of lease agreements are standard ones. Apart from the rent, these agreements usually provide for contingentrent if a spedific level
of revenuesin a givenstore is exceeded, given as a percentage value of such revenues. The agreements contain also adjustment clauses under which
the value of rent is matched with statistical price indices. Some of them contain provisions permitting prolongation of a lea se agreement for a
subsequent period, leaving a decisionin thatrespect to the lessee.

Additionally, the Group has concluded long-term lease agreements for transportation means. These agreements contain provisions on monthly
instalments only, without any contingent payments or s ublease payments.

The lessee hasthe right to terminate a lease agreement with a 30-day notice. Agreements donot contain anylimitations relating, for example, to
dividends, additional debt or additional lease agreements.

As at31December2017andasat31 December 2016, future minimum lease payments under non-cancellable operatingleases are as follows.
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Specification (in PLN thousand) 31 December 2017 31 December 2016

Withinlyear 1031455 874 892
From1to5years 2984 223 2 537948
Above 5years 1295813 1453483
Total minimum lease payments* 5311491 4 866 323

*the said amounts involve contractual rent payments — they were not discounted.

15. Intangible assets

ACCOUNTING POLICY

Intangible assets include patents and licenses, computer software, costs of brand store concepts and other intangible assets meeting criteria set
forth in IAS 38.

As atthe balance sheet date, intangible assets are disclosed at their purchase price or their manufacturingcost, less depredation and i mpairment
wite-offs. Intangible assets with a determined useful life are depreciated onthe straight-line basis for the period of their economic usability. Useful

lives ofspecificintangible assets are verified annually.

The applied depreciation rates for specific groups of intangible assets are as follows.

Asset group Depreciation rate

Costs of completed store development works 20%

Acquired concessions, patents, licences and similar assets 10-50%
Intangible assets with unspecified useful lives are notdepreciated butthey are tested for impairmentannually.

Costs of brand store development costs

The Group's companiescarry out development projects related to the design and construction of model showrooms.
Outlays directlyassociated with such store development works are recognised as intangible assets.

Outlays made for development works carried out as part of a given venture are transferred to a subsequent period if one may consider that they will
be recoveredinthe future. Future benefits are assessed based onthe principles provided forin | AS 36.

Upon initial recognition of outlays for store development works, the historical cost model is applied, according to which assets are recognised at
their purchase prices or their manufacturing cost less accumulated depreciation and accumulated impairment write -offs. Completed works are
depreciated applying the straight-line method over an expected benefit-gaining period lastingfive years.

The keyintangible asset is the House trademark recognised in the statement offinancial position under a separate item of fixed assets “Trademark”.
Its balance sheetvalueas at31 December 2017 was PLN 77 508 thousand (2016: PLN 77 508 thousand).

The useful life of the said asset is unspecified.

In the currentreporting period, the Group carried out an annualimpairment test i nvolving this asset. According to test results, noimpairmentwrite-
off wasrequired forthe assetin question.

The detailed analysis is given below.

The recoverable value of cash-generating units to which a value was assigned was determined on the basis oftheir value in use, a pplying the royalty
reliefmethod.

Detailed assumptions forthe estimatesare as follows.
House trademark —valued by the royalty relief method, based on the determination of the charges that would have to be paid by an extemal

companyforthe privilege of usingthe brand. Thisfee is usually determined as a percentage of revenues:
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m the estimate is based on sales generated by clothing under the House brand, which amounted to PLN 837 mln in 2017 (retail sale and
wholesale) and was higherby 183.78% as compared with the turnoverfor 12 months (November 2007-October 2008), adopted for the initial
balance sheet measurement,

m royalty fee amounting to 3% of turnover was adopted,

m the capitalisation rate adopted for the valuation applying CAPM (the forecast period is not defined here because itis based onthe perpetual
rentmodel) amountedto 11% and consisted of several elements:

m risk-free rate—1.59%, equalto the profitability of 52-weektreasury bills

m annualinflation rate —2%

= risk premium—7.50%
These assumptions are based on profitability parameters of 52-week treasury bills as at the balance sheet date and a published expected inflation
rate. Theywereindudedinthe valuation carried out according to the model drawn up byan expert determining the value of the Housetrademark.

This value was initially recognised in the statement of financial position (thus, the assumptions are consistent with external sources of i nformation).

Upon review, it was established that the trademark's value exceeds the carrying value of these intangible assets as at the balance s heet date, and,
therefore, there was noneed for makinganyimpairment write-offs.

Changesinintangible assets in2017 and ina comparative period are spedfiedintables below.

Changesinintangible assetsinthe period from 1 January 2017 to 31 December 2017

Costs of Acquired concessions, patents,

completed licenses and similar assets, including: |Intangible assets in
(in PLN thousand)

devel t rogress
S Total Computer software preg
works

Openingbalance gross value of

. . 12 583 80 050 76 526 13018 105 651
intangible assets
-foreignexchange differences 0 -250 -247 0 -250
-increase 0 22 426 22 280 31176 53 602
-decrease 2392 872 544 21934 25198
Closing bal lue of
—0sINg bafance gross value o 10191 101 354 98 015 22 260 133 805
intangible assets
(0] ingbal lated

peningbatance aceumuiate 5425 53 895 51584 0 59 320
depreciation (amortisation)
-foreign exchange differences 0 -354 -354 0 -354
- planned depredation write-offs 2151 8941 8 652 0 11 092
-decrease 359 -35 -91 0 324
Closing balance accumulated 7217 62 517 59 973 0 69 734
depreciation (amortisation)
Openingbalance impairment write- 2033 787 514 0 2820
offs
-decreases 2033 787 514 0 2 820
Closing balance impairment write- 0 0 0 0 0
offs
Total closing balance net value of 2974 38837 38042 22 260 64 071

intangible assets
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Changesinintangible assets inthe period from 1 January 2016 to 31 December 2016

Costs of Acquired concessions, patents,
licenses and similar assets, including: i i
(m PLN thousanc) ompleted w
works Computer software
Openingbalance gross value of 11163 72 182 68 650 3919 87 264
intangible assets
- foreign exchange differences 0 483 483 5 488
-increase 1420 8179 8179 18 730 28 329
-decrease 0 794 786 9636 10430
Closing bal lue of
~10sing bafance gross value o 12 583 80 050 76 526 13018 105 651
intangible assets
Openingbalance accumulated
. . 3200 46 722 44 726 0 49 922

depreciation (amortisation)
- foreign exchange differences 0 425 425 0 425
- planned depreciation write-offs 2225 7531 7211 0 9756
-decrease 0 783 778 0 783
Closing bal lated

osing batance accumuiate 5425 53 895 51584 0 59 320
depreciation (amortisation)
0 . . . -

peningbalance impairment write 0 0 0 0 0
offs
-increases 2033 787 514 0 2 820
Closing balance impairment write- 2033 787 514 0 2820
offs
Total closing balance net value of 5125 25 368 24428 13 018 43511

intangible assets

In 2017, impairment write-offs made a year before were used to a major extent, in the amount of PLN 2 820 thousand, due to the closing of Tallinder
stores.

16. Goodwill

ACCOUNTING POLICY

Goodwillisinitially recognised at costandis calculated as a difference between the twovalues:

= the sum of a consideration forthe control, non-controlling interests and fair value of blocks of shares heldin the acquired entity before the
acquisitiondate, and

= the fairvalue of the entity’s identifiable acquired net assets.

The excess of the sumcalculated as given above overthe fairvalue of the entity’s identifiable acquired net assets is recognisedin the assets of the
separate statement of the financial position as goodwill. Goodwillre presents a payment made by the acquiringcompany expecting future economic
benefits fromassets which maynot be identified individually or recognised s eparately.

As atthe reporting date, goodwillis measured at the cost of purchase less accumulated impairment write-offs made so far and deductions for the
disposal of part of shares to which it was previously assigned. Impairment write-offs up to the value assigned to a cash-generating unit (unit group)
are notreversible.

Goodwillis reviewed for impairment before the end of the reporting period in which the merger occurred, and then in each subsequent annual
reporting period. If there are any prerequisites forimpairment, the impairment testis carried out before the end of eachre porting period in which

such prerequisitesoccurred.

In the current reporting period, the goodwill presented in the consolidated statement of financial position did not change as compared with the
previous year. It was created as a result of the followingtransactions:

B mergerof LPPSAand Artman SAinJuly 2009, forthe amount of PLN 183 203 thousand;
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acquisition of UAB House Plius upon merger of LPP SAand Artman SA, forthe amount of PLN 406 thousand,

purchase ofthe sharesinKoba AS withits registered office in Slovakiain April 2014, for the amount of PLN 25989 thousand.

As at31December2017,the goodwilldid not change and amounted to PLN 209 598 thousand.

Changesingoodwill are presentedinthetable below.

Gross value (in PLN thousand) 2017 | 2016

As atllJanuary 209 598 209 598
Increases 0 0
Decreases 0 0
As at 31 December 209 598 209 598

Impairment write-offs (in PLN thousand)
As at1December %
As at31December 0 0

Net value (in PLN thousand) 2017 | 2016

As at1December 209 598 209 598

As at31December 209 598 209 598

According to IAS 36 and the accounting policy, as at 31 December 2017, an impairment test was carried out for the value of Artman of a balance
sheetvalue of PLN 183 203 thousand, and for the value of Koba of a balance sheet value of PLN 25989 thousand.

The recoverable value of cash-generating units to which goodwill is allocated was determined based ontheir value inuse, applying the discounted
cash flow (DCF)model.

Detailed assumptions for estimates are as follows:

Value of Artman—estimated applyingthe DCF method for cash flows generated by House retailstores acquired from Artmanin 2008 (by a cquiring
sharesin Artman). The valuation wasbased onthe followingassumptions:

periodcoveringestimated cash flows 15 years (2018-2032), without recognising the residualvalue,

annual forecasts for reve nues and costs in 2017 (in line with the Company’s budget) and subsequent years increase at a pace around the inflation
rate,

revenues and costs forecasted for stores acquired together with ARTMAN and stillin operation (31 own stores and 16 franchise stores),
Increasein the annualsales of stores tested—at a level similarto 2017, i.e. approx. 8%, and the expected fixed |evel of 8% insubsequent years,
operatingcosts of stores tested —maintaininga pprox. 2% of the increase in costs perm2 insubsequent years,

costs of the House trade department, the House product manufacturing department and the House brand marketing—increasing by 2% each
yearandattributable to tested stores inthe proportion of the number of stores acquired (and operating) atthe time ofthe merger to all House
stores,

inthe forecast period, a discount rate is variable and calculated based on weighted average capital cost (WACC). In 2017, the WACCrate was
10.08% and will remain unchanged by 2032.

The above-mentioned parameters comply with experience gained so far (for costs-sales assumptions) and coherent with information originating
from external sources for other figures.

Value of Koba —estimated applying the DCF method for cash flows generated by Reserved and Cropp retail stores acquired from Koba in 2014 (by
acquiring sharesinKoba). The valuation was based onthe following assumptions:

period coveringestimated cash flows 15 years (2018-2032), without re cognising the residualvalue,

LPPSA| 89



B annualforecasts for revenues and costs in 2017 (in line with the Company’s budget) and subsequent years increase at a pace around the inflation
rate,

B revenuesandcosts forecasted forstores acquired together with Koba and still in operation (31 own stores),
B increaseinthe annualsales of stores tested —at a saleslevel similarto 2017, i.e. approx. 8% in subsequent years,
B operatingcosts of stores tested —maintainingthe increase of approx. 2% in subsequent years,

B inthe forecastperiod,a discountrateis variable and calculated based on weighted average capital cost (WACC). In 2017, the WACCrate was
10.08% and will remainunchanged by 2032.

As a resultofthe tests carried out, it was found that noimpairment write-offs were required.

17. Investmentsinsubsidiaries

ACCOUNTING POLICY

Inthe Group, there are shares in non-consolidated domestic subsidiaries.
Sharesinsubsidiaries are measured at cost lessimpairment write-offs.

The purchase price comprises the price due to the seller, exclusive of deductible VAT, and costs directly related to the purchase and adjustment of
a given asset to a condition enablingits use orintroductionto trading.

In case ofimpairment, animpairment write-offis charged to financial operatingcosts. If the cause for recognition ofa revaluation write-off expires,
the initial investmentvalueis reinstated byreferring the amount reversed to the financial operating income account. Reinstatement of value may
be eitherfullor partial. Write-offs are presented inthe comprehensive income statementin net amounts.

As at31December 2017, the value of shares insubsidiaries amounted to PLN 101 thousand (2016: PLN 136 thousand).

In the opinion of the Management Board of the Parent Company, the finandal data of non -consolidated subsidiaries are irrelevant for the
consolidated finandal statements. In 2017, the total value of assets of non-consolidated subsidiaries constituted 0.01% of the Group’s assets, and
the total value of revenues from sales of these companies constituted 0.07% of the Group's revenues.

18. Other assets

18.1. Loans and receivables

Loans and receivables (in PLN thousand) 31 December 2017 31 December 2016
(transformed)

Fixed assets:

Otherreceivables 4756 6 076

Loans granted 80 104

Other long-term financial assets 4 836 6180

Current assets

Otherreceivables 1675 1575
Loansgranted 80 91
Other short-term financial assets 1755 1666
Other financial assets in total 6 591 7 846

Loans granted are measured at depreciated cost, applying the effective interest rate method. Due to the absence of an active market, it was assumed
thatthe carryingvalue of loans is equalto their fairvalue.
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As at31December2017,loans grantedin PLN amountedto PLN 126 thousand (2016: PLN 166 thousand); loans granted in EUR amounted to PLN 16
thousandandthose grantedin HUFamounted to PLN 18 thousand (2016: PLN 29 thousand).

LoansinPLN were charged atthe interestrate of 6%. The maturity dates forloansin PLN fall between 2018 and 2021.
LoansinEUR and HUFare interest-free according to local laws and are granted fora period fromone to sixyears.

A changein the carrying value ofloans and related impairment write-offs is as follows.

Changes in the carrying value (in PLN thousand) pLk | 2016

As atl1January 195 269
Loans granted duringthe period 66 53
Calculation of interest 8 12
Repayment of loans andinterest 111 137
Impairment write-off 2 4
Otherchanges (exchange rate differences) 0 -6
As at 31 December 160 195
Impairment write-off (in PLN thousand) 2017 | 2016

As atllJanuary 29 33
Write-offs included as costinthe period 0 0
Reversed write-offs inthe period 2 4
As at 31 December 27 29

18.2. Other non-financial assets

ACCOUNTING POLICY

Othernon-financial assets indude state budget receivables, except for corporate income tax receivables constituting a separate itemin the finandal
statements, and other benefits not recognised as financial instruments. The mostimportantitemis VAT-related receivables.

This value maybe adjusted with a revaluation write-off if there are prerequisitesfor doingso.

Carrying value (in PLN thousand) 31 December 2017 31 December 2016
(transformed)

Current assets

State budget receivables 44 752 26 983
Otherreceivables 2817 2 476
Other short-term non-financial assets 47 569 29 459
Other non-financial assets in total 47 569 29 459

As at31 December 2017, the value of other receivableswas adjusted with a revaluation write-off amounting to PLN 592 thousand (2016: PLN 579
thousand).

Changesinthe value of revaluation write-offs inthe reporting period and a comparative period are giveninthe table below.
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Revaluation write-off (in PLN thousand) 2017 2016

As atllJanuary 579 432
Write-offs made in the period 13 147
Reversed write-offsinthe period 0 0
As at 31 December 592 579

19. Inventories

ACCOUNTING POLICY

As atthe balance sheet date, inventories are measured at acquisition cost not exceedingtheir net sale prices.

The following items as recognised as inventories:

B trade commodities,

B materials(fabrics and sewing accessories) purchased and delivered to external contracting partiesfor processing purposes,
B ITconsumablesrelatedto the operation, maintenance and development of the computer network,

B sparepartsfordevicesinthelogistics centre,

B advertising materials.

Trade commoditiesin domestic warehouses are recorded in quantities andinterms of value and valuated :

B in case of imported goods — at purchase cost comprising the purchase price, costs of transportation outside and inside Poland to the first
unloadingpointin Poland and customs duties; the followingforeign exchange rate is applied to convert the valueina foreign currency:

B the one resulting froma customs document,
B the one applicable onthe day preceding the date of purchase invoice issuance in case of deliveries made directly to Russia,

B in case of goods purchased in Poland — at cost; purchase-related costs are charged directly to operating costs when incurred as their value is
immaterial.

Trade commoditiessold from RESERVED, Cropp, House, MOHITO and SiNSAY collections are valued at average weighted prices.

Trade commoditiesin bonded warehouses are valued at cost comprisinga purchase price and the costs of transportation outside and inside Poland
to the first unloading pointin Poland.

The value of goods delivered from bonded warehouses (moved to local warehouses or sold directly abroad) is measured based on the detailed
identification ofgoods forindividual lots delivered to bonded warehouses.

The Parent Company’s trade commoditiesin transit are valued applying purchase pricesincreased with the costs of transportation outside and inside
Poland, known at the time of preparing the statement of financial position. As regards imported goods in transit, the Company applies a selling
exchange rate applicable on the balance sheet date in Citi Handlowy SA.

Inventories with trading and useful value impaired are written off according to the followingrule:
B goodsdesignated for outlet stores—will be sold at a positive margin, which means that there will no write-off,
B forgoodsnotdesignatedforoutletstores, there willbe a write-off of 65% of theirvalue,

Increases inthevalue of a write-off inthe period are showninthe financial statements in other operating costs, while decreases are shown in other
operatingrevenues.

Write-offs inthe comprehensive income statement are presented in net amounts.
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The mostimportantitem inthe Capital Group’s inventoriesis trade commodities. The structure of inventories is giveninthe table below.

Inventories (in PLN thousand)
Materials 13 668 8 068
Goods 1458 869 1156 067
Total 1472537 1164 135

Due to the valuation of outlet goods not to be delivered to outlet stores, the Group, according to the write-off policy, made inthe reporting period

relevantinventory write-offs in the financial statements.

Changesinvaluein the reporting period and a comparative period are giveninthe table below.

Revaluation write-off (in PLN thousand) 2017 | 2016

As atllJanuary 57 865 22 689
Inventory write-offs inthe period 10 879 47 082
Reversed write-offs inthe period 18 027 11933
Exchangerate differences 2 957 27
As at 31 December 53 674 57 865

20. Trade receivables

ACCOUNTING POLICY

Trade receivables are measured and shown in originally invoiced amounts, with due consideration ofa write-off on doubtful re ceivables.
Such write-off is valuatedin cases where the collection of a fullamountis nolonger probable.

Short-term receivablesare valuedinamounts payable due to negligible discounting.

Detailedinformation onthe structure of the Group’s s hort-term receivables is given in the table below.

Trade receivables (in PLN thousand) 31 December 2017 | 31 December 2016

Trade receivables net 199 648 165 389
Revaluation write-offs on trade receivables 16 046 15333
Trade receivables gross 215 694 180 722

Changesinthevalue of revaluation write-offs inthe reportingperiod and a comparative periodare givenin the table below.

Revaluation write-off (in PLN thousand) 2017 | 2016

As at31January 15333 12 764
Write-offs made in the period 2515 4642
Reversed write-offs inthe period 1210 2 446
Foreign exchange differences -592 373
As at 31 December 16 046 15333
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21. Cash and cash equivalents

ACCOUNTING POLICY

Cash and cash equivalents comprise cashin handandat bank, demand deposits and short-term highly liquid investments (up to 3 months).

The balance of cash and cash equivalents, shown in the cash flow statement, is adjusted for exchange rate differences from th e balance sheet
valuation of cash ina foreign currency.

The fairvalue of cashand cashequivalents asat 31 December2017 was PLN 514 790 thousand (2016: PLN 365 753 thousand).

As at 31 December 2017, the Group had unemployed loans of PLN 999 150 thousand (2016: PLN 794 719 thousand), in respect of which all
requirements had been met.

Cash (in PLN thousand) 31 December 2017 31 December 2016

Cashinhandandatbank 436 693 297 973
Other 78 097 67 780
Total 514 790 365 753

Forthe purpose of preparingthe cash flow statement, the Capital Group classifies cashinthe manner adopted for presenting financial position. The
differencein the value of cashshown in the statement offinancial positionand the cash flowstatement is affected by the following:

Cash (in PLN thousand) 31 December 2017 | 31 December 2016

Cash and cash equivalents in the statement offinancial position 514790 365 753
Adjustments:

Exchange differencesfrom balance sheet valuation of cash inforeign 615 273
currency

Cash and cash equivalents recognised in CF 515 405 366 026

22. Share and other capital

ACCOUNTING POLICY

According to the Articles of Association of LPPSAandarecord madeinthe National Court Register, the stated capitalis showninthe nominal value
of issuedshares.

Shares acquiredin the Parent Companyand retained reduce the equity. Treasury shares are measured at cost of purchase.

Capital fromthe sale of shares above their nominal value is created from the surplus of the issue price above the shares’ nominal value, decreased
with shareissue costs.

Othercapital comprises:

B sparecapital,

capitalfrom settling the mergertransactionand

capitalcomponent of convertible bonds,
B reserve capital.
The value of the spare capital comprises:
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B profitbrought forward from previous years, qualified based on decision of General Meetings of Shareholders,
B remunerations paidinshares, awardedin compliance with the ince ntive programme for s pecific persons.

The capitalfrom settling the merger transaction was created at the time of settling goodwill arising upon acquisition of Artman SA.

22.1. Stated capital

As at31 December 2017, the stated capital of LPPSAamounted to PLN 3 705 thousand. It was dividedinto 1852 423 shares of a nominal value of
PLN 2 pershare.

The table belowshows a total number of shares divided into separate issues.

Type of limitation on

Series/issue Type of share Type of privilege rights attached to 31 December 2017 31 December 2016
shares
A bearer ordinary none 100 100
B registered preferred none 350 000 350 000
C bearer ordinary none 400 000 400 000
D bearer ordinary none 350 000 350 000
E bearer ordinary none 56 700 56 700
F bearer ordinary none 56 700 56 700
G bearer ordinary none 300 000 300 000
H bearer ordinary none 190 000 190 000
| bearer ordinary none 6777 6777
J bearer ordinary none 40 000 40 000
K bearer ordinary none 80 846 80 846
L bearer ordinary none 21 300 8 168
Total number of shares 1852423 1839 291

All issuedshares are paid upin full.

Registered shares held by Marek Piechocki, Jerzy Lubianiecand Forum 64 Closed-End Investment Fund and Forum 65 Closed-End | nvestment Fund,
in a total number of 350 000, are preferredinterms of voting rights atthe General Meeting of Shareholders. Each registered share gives 5 votes.

The LPPSAshareholding structure asat31 December 2017 was as follows.

Share in the total

Shareholder Number of shares held A t.he AL LTl G T G number of votes at el Rl 6
capital the GM the GM shares
Marek Piechocki 175 497 9.5% 875 493 27.1% 350 994
JerzyLubianiec 174 999 9.4% 874 995 27.1% 349 998
Forum TFI SA* 195 050 10.5% 195 058 6.0% 390 100
Treasuryshares** 18 978 1.0% 0 0.0% 37 956
Othershareholders 1287 899 69.5% 1287 899 39.8% 2575798
Total 1852423 100.0% 3233445 100.0% 3704 846

*Forum TFI SAmanages the funds of Forum 64 Closed-End Investment Fund (entity affiliated with Mr Jerzy Lubianiec, shareholder of LPP SA) and Forum 65 Closed-End
Investment Fund (entity affiliated with Mr Marek Piechocki, shareholderof LPP SA).
** L PP SAmay not exercise voting rights at the GM, attachedto 18 978 shares, as these are treasury shares of LPP SA.

In the reportingperiod, there was a change inthe ownership structure ofthe share capital of LPP SA, of which the Companyinformed in CR 33/2017.

The share capital of LPP SAwas increased by PLN 26 264 due to the exercise of therights to convert 13 132 subscription warrants of the A series to
ordinarybearershares ofthe Lseries.
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22.2. Share premium

This item is a separated value of spare capital, resulting fromthe surplus at the sale of shares beyond their nominal value, with the carrying value of
PLN 277 631 thousand (2016: PLN 251 393 thousand).

22.3. Other capital

The values of specifictypes of capitalare givenin the table below.

Type of capital (in PLN thousand) 31 December 2017 31 December 2016

Spare capital 1795030 1579761
Capital fromsettling a merger transaction -1410 -1410
Capital component ofconvertible bonds 12 290 12 290
Reserve capital 17 543 17 543
Total 1823453 1 608 298

The spare capital, presented under equity as at 31 December 2017, was created mainly from net profit brought forward from previous years and
following the measurement of remunerations paidin shares.

The structure ofthe spare capital is as follows.

Type of spare capital (in PLN thousand) 31 December 2017 31 December 2016

Created understatutory law based on the write-offfrom profit or | oss 1349 1335
Crea'ted according to the Articles of Association based on write-off from 1759 552 1544 819
profitorloss

Created fromremunerations paidin shares 34 129 33721
Total 1795 030 1579 875

23. Bank loans and borrowings

ACCOUNTING POLICY

Oninitialrecognition, allcreditandloaninstruments and debt securities are measured at fair value reduced with the costs of obtaining a credit or
loaninstrument.

Following initial recognition, all credit and loan instruments and other debt instruments are measured at depreciated cost applying the effective
interestrate method.

Revenues and costs are measured in profit or loss at the time of removing a liability from the balance sheet and as a result of settlement of an
effective interestrate.
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As at31December2017, the debtarisingfrom bankloans was as follows.

Use of bank loans as at
31 December 2017

Bank Bank loan cost Maturity date

In PLN thousand (e 115157 1
thousands
PKO BP SA 107 446 wibor1m+bank’s margin 31.12.2022
PKO BP SA 55 970 wibor1m +bank's margin 04.08.2020
Pekao SA 34 006 wibor1m +bank's margin 30.09.2020
Citibank Bank Handlowy 74 wibor1m +bank's margin 10.01.2020
Raiffeisen Bank Polska SA 21 wibor1m +bank's margin 30.11.2018
BGZBNP ParibasBankPolska SA 803 wibor 1m +bank’s margin 30.01.2019
Total 198 320

Bank loans amountingto PLN 198 320 thousand induded:
mlong-termloansin theamount of PLN 141 824 thousand,

m short-term loans inthe amount of PLN 56 496 thousand (including PLN 55 321 thousand as part of long-term investment loans to be repaid within
12 months afterthe balance sheet date).

Long-term loans outstanding as at 31 December 2017 were as follows:
m PLN 84 447 thousand—investment loan designated for the construction of the logistics centre in Prus zcz Gdanski,
m PLN 35479 thousand-investmentloan designated for financing the development ofthe sales network,

= PLN 21898 thousand - investment loan designated for the modernisation of the registered office of LPP SA.

As at31 December 2016, the debtarisingfrom loans was as follows.

Use of bank loans as at 31 December 2016

Bank loan costs Maturity date
in PLN '000 currencyin '000

PKO BP SA 139 982 wibor1lm+bank’s margin 31.12.2022
PKO BP SA 76 262 wibor1lm+bank’s margin 04.08.2020
PKO BP SA 232 wiborlm+bank's margin 23.06.2017
Pekao SA 44 816 wibor1lm+bank’s margin 30.09.2020
Pekao SA 153 617 wibor1m +bank's margin 30.06.2017
Citibank Bank Handlowy 25536 wibor1m +bank's margin 11.01.2018
Raiffeisen Bank Polska SA 3806 wibor1lm+bank's margin 30.11.2017
BGZ BNP ParibasBankPolska SA 65 893 usb s libor 1m +bank’s margin 30.01.2017
Total 510 144

Bank loans amountingto PLN 510 144 thousand induded:
= long-termloansin the amount of PLN 195 033 thousand,

mshort-termloans inthe amount of PLN 315 111 thousand (induding PLN 66 027 thousand as part of long-term investment loans to be repaid within
12 months afterthe balance sheet date).
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Detailedinformation onbank loans is given below.

Loan amount and currency

Bank . Security
line
currency

Type of loan /credit

Multi-purpose and 2 blankpromissorynote, current
PKO BP SA multi-currency credit 280 000 PLN accountandcurrencyaccount
line deductions clause

ordinaryand capped mortgage,
assignment ofreceivables under
PKO BP SA Investment loan 166 000 PLN insurance policy, blank promissory
note, currentaccountdeductions
clause

contractual mortgage, assignment
of receivables underinsurance
policy, blank promissorynote,

currentaccount deductions clause

PKO BP SA Investment loan 100 000 PLN

Multi-purpose and
Pekao SA multi-currency credit 330 000 PLN
line

blank promissory note, power of
attorneyin respect ofaccounts

contractualmortgage, assignment
of receivables underinsurance
Pekao SA Investment loan 60 000 PLN policy, blank promissory note,
powerof attorneyin respect of
bank accounts heldinPekao SA

Blank promissorynote with a

Multi- d . .
ulti-purposean promissory note declaration and

BGZ BNP Paribas Bank Polska

SA multl-culrre ncy credit 330000 PLN statement on submissionto
ne enforcement
Blank promissorynote with a
promissory note declaration and
Raiffeisen Bank Polska SA Multi-purpose and 180 000 PLN statement on submission to
multi-currency credit enforcement, power of attomeyin
line respect of accounts
Multi-purpose and pril:w?i(sz:\c;?:tseo(:ye:;::tvi\gzhaid
Citibank Bank Handlowy multi-currency credit 174 000 PLN .
line statement on submission to
enforcement
Revolving line for Blank promissorynote
Citibank Bank Handlowy opening letters of 50 700 PLN
credit
Revolving line for Blank promissorynote
Citibank Bank Handlowy stand-byletters of 40 000 PLN
credit
Blank promissory note with a
promissorynote declaration and
HSBC Letters of credit line 30 000 usD statement on submissionto
enforcement, power of attomeyin
respect of accounts

In the reporting period, as regards bank loans taken out, the Group neither was in default with payments nor breached the terms and conditions of
contract.

24. Employee benefits

ACCOUNTING POLICY

According to remuneration s chemes, the Group’s employees have the right to retirement and pension benefits paid as one-off payments when an
employeeretires. The value of the said benefits depends onthe duration of workandthe employee’s average remuneration. The Group createsa
provision for future retirement-related liabilities in order to allocate costs to relevant periods.

Until 2016, the said value was estimated by the Group independently, applying a method involving the duration of work, gender and the value of
currentremuneration. In previous years, it was assumed that the discount for provisions for retirement benefits corresponded to the expected rate

LPPSA |98



of increaseinremunerations and wasshowninthe non-current part of the statement. Starting from 2017, thisrule has been changed and the current
value ofsuch liabilities is calculated by anindependent actuary. The accumulated liabilities equal discounted future payments, with due consideration
of employee rotation, andrelate to the period until the balance sheet date. Demographic and employee rotationinformationis based on historical
data.Thisvalueis showninthe non-current part of the statement of financial position.

Re-evaluation ofliabilities arising from e mployee benefits and involving specified benefit schemes, covering actuarial profitorloss, is recognisedin
othercomprehensive income, without later reclassification to profit orloss.

Furthermore, the Group creates provisions for future liabilities arising from unused holiday | eave and unpaid remuneration , comprising also bonuses
forthe current period to be disbursedin the next reportingperiod. These liabilitiesare shownin the current part of the statement.

As atthe balance sheet date, the CapitalGroup has the following categories of liabilities related to e mployee benefits inthe statement of finandial
position:

= long-term—PLN 751 thousand (2016: PLN 2 711 thousand),

m short-term —PLN 43 572 thousand (2016: PLN 28 486 thousand).

The liabilities and changes inthe reporting period are listedinthe table below.

Employee benefits (in PLN thousand) Retirement benefits Unpaid remunerations Unused holiday leave

As atllJanuary2017 2711 10531 17 955
- provisions made 8 505 23 058 18 411
- provisions reversed 10 465 12 417 13 966
As at31December 2017 751 21172 22 400

In the reporting period, the provision for unpaid remuneration increased substantially due to the estimation of a b onus for the second half of 2017,
to be disbursed in Q1 2018. At the same time, due to a change in calculation of provisions for retirement and pension benefits applying actuarial
methods, the value of retirement benefits decreased compared with the preceding period.

25. Provisions

ACCOUNTING POLICY

Provisions are created when the Group has a duty arising from past events and when it is probable that the exercise of the said duty will affect
economic benefits, and that the amount of such liability may be reliably estimated. Costs relatingto a given provision are showninthe Group’s profit
orloss, decreased withanyandallreturns.

Considering that the main distribution channel is retailsale and, to a lesser extent, wholesale and having regard of the product return phenomenon
given recognitioninthe Group’s policy, the value of a provision for product returns by customers is measured at each balance sheet date. As each
brand hasa separate product return policy, this estimate is made based on the percentage of returns, determined by reference to the previous
quarter.

The provisionforliquidation costsis calculated by the Groupin the amount of costs incurred so farfor servicesof this type.

Provisions and changesinthe reportingperiodare listedin the table below.

Provision for liquidation

Provisions (in PLN thousand) Provision for product returns costs Other provisions

As atllanuary2017 4566 2423 2698
- provisions made 21993 0 1108
- provisions reversed 18 741 2423 1680
As at 31 December 2017 7 818 0 2126

In 2017, the Group used the provisions made last year for liquidation and disassembly costs and prospective liquidated damages related to early
termination of lease agreements for the Tallinder brand, inthe amount of PLN 2 423 thousand.
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The increaseinthe provision for product returns results from the increased volume of sales inthe Group.

26. Trade and otherliabilities

ACCOUNTING POLICY

Short-term trade liabilities are showninthe amount payable and recognised accordingto |AS 39 as financialliabilitiesmeasured at amortised cost.

Other non-financial liabilities cover, in particular, liabilities owed to the tax office as VAT. Other non-financial liabilities are shown in the amount
payable.

Short-term liabilities (in PLN thousand) 31 December 2017 31 December 2016

Trade payables 1096 548 719 395
Other financialliabilities 8204 0
Financial liabilities according to IAS 39 1104 752 719 395
Payables due under taxes and other benefits 174 927 147 455
Othernon-finandal liabilities 42 949 14 214
Non-financial liabilities 217 876 161 669
Total short-term liabilities 1322628 881 064

The increase of over 50% in the value of trade liabilitiesas compared with the preceding year stems, first of all, from the increase in the volume of
the Group’s operations and prolongation of payment terms. As part of effective financial operations, the Parent Company has signed reversed
factoring agreements. Asat 31 December 2017, LPP SA deliveredto the factor domesticand foreigninvoicesof the value of PLN 186 782 thousand
and USD 49 100thousand (2016: PLN 49 368 thousand).

In the current period, LPP SA signed with banks forward contracts. As at 31 December 2017, LPP SA made a valuation of non-performed contracts as
atthatdate, theresults ofwhichare shown in item “other finandal liabilities”, in the amount of PLN 8 204 thousand.

The increase in other non-financial liabilities results mainly from unpaid remunerations due to their payment date fallingat the beginning of the next
month.

27. Prepayments and accruals

ACCOUNTING POLICY

In item “prepayments and accruals”, in the assets column, the Capital Group presents prepaid expenses relating to future reporting periods,
including, first of all, rents.

Initem “prepayments and accruals”, inthe liabilities column of the statement of financial position, income of future periods and profit/losson the
sale of thefit-outinstores are presented.

Fit-out resale results from the conclusion of a lease agreement, being a form of reimbursement of costs incurred to adjust the showroom to conduct
sales. According to SIC 15, this kind of bonus should be deferred, on the straight-line basis, during the term of the agreement, by adjusting lease

payments.

Prepayments —assets (in PLN thousand) 31 December 2017 | 31 December 2016
Long-term

Commissions forintermediaries 50576 60 055
Loss onsale of investments 5217 5 806
Rent 1407 0
Software supervision 0 733
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Otherlong-term prepayments 179 142

Total long-term prepayments 57 379 66 736
Short-term

Rent 21729 18 740
Commissions forintermediaries 6 107 6474
Insurance 3228 3830
Real propertytax 3140 0
Software supervision 631 1172
Loss onsale of investments 2 605 2224
Licence fees, subscription fees, Internet domains 3929 3391
Powersupplycosts 508 412
Othershort-term prepayments 2 555 1349
Total short-term prepayments 44 432 37 592
Accruals - liabilities (in PLN thousand) 31 December 2017 31(2:::?::::;316
Long-term

Profiton sales of investments 60 739 53 870
Subsidiesforlease agreements 12 698 11 705
Deferred rent 7 926 0
Othersale 1794 0
Total long-term accruals 83 157 65 575
Short-term

Sales based on gift cards and vouchers 18 236 16 586
Profiton sales of investments 22 964 14 609
Subsidiesforlease agreements 1702 2428
Othersale 1244 527
Total short-term accruals 44 146 34 150

Prepayments on assets increased, first ofall, due to the increase in the volume of the Group’s operations and, consequently, due to the increase in
running costs andthosesettled overtime.

In the reporting period, accruals shownin liabilities alsoincreased mainlydue to the increase inthe sale ofinvestments i n third-party fadlities, with
profitorloss onsuchsale settled overtime.

28. Assets and contingentliabilities

In 2017, the LPP SA Capital Group companies used bank guarantees to secure payment of rent for the leased premises in which brand stores are
operated.

As at 31 December 2017, the total value of bank guarantees issued upon request and at the responsibility of LPP SA amounted to PLN 260312
thousand, of which:

m guaranteesissuedto secure agreements concluded by LPP SAamountedto PLN 75 764 thousand,
m guaranteesissued to secure agreements concluded by consolidated associates amounted to PLN 182 964 thousand,
m guaranteesissuedto secure warehouse and office space lease agreements conduded by LPP SAamountedto PLN 1584 thousand.

In 2017, the Parent Company also received guarantees asa collateralfor payments from a contracting party. The value of guarantees received is PLN
36 522 thousand.
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In the reporting period, the Parent Company granted guarantees amounting to PLN 91 411 thousand as at 31 December 2017. The said value
decreased compared withthe balance as at 31 December 2016 by PLN 18 537 thousand.

In the opinion of the Management Board of the Parent Company, any outflow of funds disclosed under off-balance sheet/contingent liabilities is
very unlikely. The majority of these liabilitiesare related to guarantees securing payment of rent by entities of the LPP SA Capital Group.

28.1. Litigation

Neither LPPSAnoranyofits subsidiariesis a partyto anyproceedings before a court,a competentarbitration authorityora publicadministration
body, involving liabilities or receivables ofa single or totalvalue exceeding 10% of the equity of LPP SA.

28.2. Tax settlements

With reference to information provided in earlierinterimand current reports (such as CR 4/2017 and CR 26/2017) onthe pendingtax audit procedure
carriedoutinrespect ofsettlement of CITfor 2012, LPP SA informs that the Company received the decision of the Director of the Fiscal Administration
ChamberinGdansk, dated 31 December 2018, repealing the decision of the 1st-instance authority, i.e. the Head of the Customs and Fiscal Office in
Gdynia, andreferring the case for re-examination, indicating the requirement for the said a uthority to supplement evidence material.

Both in previous years andat present, the Parent Company hasexpensesconnected with sub-licences for the use of trademarks contributed in kind
to a subsidiary with its registered office in Cyprus ( Gothals LTD ), which, asstated in the recently re pealed decision, was recognised as overstatement
by the Companyof revenue earning costs for2012 and servedas the basisfordeterminingbythe taxauthority of an additional taxliability of PLN
16 391 thousand (sixteen million three hundred and ninety one thousand Polish zlotys) for the said period, together with interest due.

The Companyawaits theissuance of a newdecision in the case in question by the 1st-instance taxauthority, upholding its current standpoint that,
inthe Company’s opinion, it correctly calculated its corporate income taxfor 2012 and duly classified as reve nue earning co sts the expenses which,

underapplicable laws, could be recognised as such.

Havinganalysedsettlements related to licence fees forthe use of trademarks, referred to above, the Companycreated, as at 31 December 2017, a
provisionforpotential taxrisks, inthe total amount of PLN 45 335 thousand.

29. Information on subsidiaries

29.1. Transactions with entities in which LPP SA has direct shareholdings

No Associates (in PLN thousand) L:;‘:it:::;e?szaotf;l 3?;:2’::1:;325::7 Revenues in 2017 Expenses in 2017

1. DP&SLSp.zo.0. 0 0 4 3732
2. IL&DLSp.zo0.0. 0 205 4 1768
3. AmurSp.zo.o. 0 0 4 0
Total 0 205 12 5500
No Associates (in PLN thousand) L:::::Icie:i:;e?‘sza(‘)tl?(’il 3?;22’:“':';&;3;03:6 Revenues in 2016 Expenses in 2016

1. DP&SLSp.zo.0. 94 0 4 8 565
2. IL&DLSp.zo0.0. 0 0 4 3169
3. AmurSp.zo.o. 0 0 4 189
4, LPP Retail Sp.zo.0. 0 0 4 0
Total 94 0 16 11923

The figures given in the table reflect only mutual transactions between LPP SA and associatesand are presented from the Parent Company's
perspective.

Data presented as liabilities of LPP SA are receivables in associates, while expenses are reve nues of given companies.
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All transactions with assodates were concluded onarm's length basis.
Revenue from domesticcompanies is earned from the lease of office space for the purposes oftheir operation.

Expenses related to the domestic subsidiaries involve the lease ofreal properties where Cropp, RESERVED, MOHITO and House stores are operated.

Paymentterms agreedforsubsidiaries are between45and 120days.

29.2. Transactions with associates through key management officers

In 2017, LPP SAenteredinto transactions with BBKSA, controlled by members of key management personnel. These transactions mainlyinvolved
the lease of retail space in “Wars&Sawa” commercial centre, with a minorinvolvement ofthe sale of trade commodities.

Liabilities asat 31 | Receivables as at 31

No Associates (in PLN thousand) December 2017 December 2017 Revenues in 2017 Expenses in 2017
1. BBKSA 0 30 637 0
Total 0 30 637 0

Liabilities asat 31 | Receivables as at 31

No Associates (in PLN thousand) December 2016 December 2016 Revenues in 2016 Expenses in 2016
1. BBKSA 0 4 586 0
Total 0 4 586 0

29.3. Remuneration of key management officers of the Parent Company

The key management officers of LPP SAare members of the Management Board and the Supervisory Board.

The Management Board members received remuneration for their functions served bothin LPP SAand inits subsidiary P&L Marketing & Advertising
AgencySAL.

The value of short-term benefits of members of the Management Board of the Parent Company, including remunerations and cash bonuses, received
betweenlJanuaryand31December2017,amounted to PLN 7 184 thousand (2016: PLN 2995 thousand).

Remunerations shown separately for each key management officer were as follows.

) 1 ) 1
i Yearended i i Yearended i
1 1 1 1
First name and surname (in PLN thousand) Position I 31 December 2017 I 31 December 2016
Marek Piechocki President of the Management Board 2 369 765
Vice-President ofthe Management
Przemystaw Lutkiewicz ! ! g 1605 548
Board
Vice-President ofthe M t
Piotr Dyka* ice-President ofthe Managemen 0 191
Board
Hubert Komorowski** Vice-President ofthe Management 0 471
Board
. Vice-President ofthe Management
Jacek Kujawa 1 605 510
Board
Stawomir toboda Vice-President ofthe Management 1605 510

Board

*PiotrDyka, Vice-President ofthe ManagementBoard, resigned from hisposition asmember ofthe ManagementBoardof LPP SAon 17 March2016. The remuneration
shown covers the period of his sitting on the Company’s Board.

**Hubert Komorowski, Vice-President of the Management Board, resigned from his positionas member of the Management Board of LPP SA on 6 September 2016.
The remuneration shown covers the period of his sitting on the Company’s Board.
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The value of short-term benefits of members of the Supervisory Board of the Parent Company, received between 1Januaryand 31 December 2017,
amounted to PLN 210thousand (2016: PLN 184 thousand).

Remunerations shown separately for each member of the Supervisory Board were as follows.

E Yearended i i Yearended i
First name and surname (in PLN thousand) Position 31 December 2017
Jerzy Lubianiec Chairmanof the Supervisory Board ** 100l 80
Maciej Matusiak Member of the Supervisory Board* 15 20
Wojciech Olejniczak Member of the Supervisory Board ** 17 20
Krzys ztof Ol szewski Member of the Supervisory Board * 15 20
Dariusz Pachla Memberof the Supervisory Board * 35 44
Piotr Piechocki Member of the Supervisory Board ** 7 0
Magdalena Sekuta Member of the Supervisory Board ** 7 0
Antoni Tyminski Member of the Supervisory Board ** 7 0
Mitosz Wisniewski Member of the Supervisory Board * 7 0

*Dismissed on 20 October 2017.
**Appointed on 20 October 2017.

29.4. Share-based payments to key management officers of the Parent Company

ACCOUNTING POLICY

The Company’s Management Board receives share-based bonusesunder relevant resolutions. The transaction cost is measured by reference to fair
valueasatthe date of awarding suchrights. The value of remuneration for work of management officers is specified indirectly by reference to the
fair value of financial instruments vested. The fair value of options is measured as at the vesting date, taking into consideration also non-market
vesting conditions such as the attainment of an expected financial result, when determining the fair value of share options.

The remuneration costand, onthe otherside, anincrease inequityis measured based on the best available estimates on the number of options to
be vested in a given period. When determining the number of options to be vested, non-market vesting conditions are taken into account. The
Company adjusts the said estimates if, based on later information, the number of options vested differs from earlier estimates. Adjustments of
estimates, relating to the number of options vested, are showninthe profit orloss forthe current period, without making adjustments to previous
periods.

The value of share-based employe e benefits payable, awarded to members ofthe Parent Company’s Management Board for 2017, amounted to PLN
408 thousand. Thisdisbursement depends onthe consolidated result generatedin 2017.

30. Events after the balance sheet date

According to IAS 10, events after the balance sheet date include all events occurring between the balance sheet date and the date on which the
financial statements were approved for publication.

By the date of publishing the enclosed financial statements, there were no events after the balance sheet date, requiringany additional disdosures.

31. Financial risk management

The Group is exposed to numerous risks associated with financialinstruments.
Risks affecting the Capital Group include:

m creditrisk,

m liquidityriskand

= marketrisk including currencyrisk and interest rate risk.
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In the operations of the LPP Capital Group, main financial instruments are bankloans (note 23). Their main objective is to p rovide financingfor the
operations of the entire Ca pital Group. Moreover, the Group holds other finandal i nstruments established inthe course of its business operations.
Those mainlyinclude cashand deposits (note 21), trade receivables (note 20), loans granted (note 18.1.) and trade payables (note 26).

Furthermore, the Parent Company enters into transactions i nvolving derivatives, namely forward contracts. This transaction is aimed at managing
currencyriskoccurringin the course of business a ctivity.

The Management Board of the Parent Company verifies and agrees the rules for managingeach type of risk.

Accordingto IFRS 7, LPP SA has analysed risks related to financialinstruments, affecting the Capital Group.

31.1. Credit risk

The maximum creditriskis reflected by the balance sheet value of trade receivables and loans and guarantees granted.

Balance sheet valuesof the above -mentioned financial assets are given in the table below.

Items (in PLN thousand) 31 December 2017 31 December 2016

Loans 160 195
Trade receivables 199 648 165 389
Cash andcash equivalents 514 790 365 753
Total 714 598 531 337

The Group constantly monitors the amounts owed by clients and to creditors, analysing credit risk individually oras part of s pecific dasses of assets.
Furthermore,as part of credit risk management, LPP SA enters into transactions with contracting parties whose creditworthiness has been confimed.

One of the keyitems is receivables and their analysis is givenin tables below.

The concentration of credit risk related to trade receivables asat31 December 2017 is presented inthe table below.

i i
i Share % i

Network 360 LTD 7.88%
Customers with dues not exceeding 5% of total receivables 92.12%
Total gross trade receivables 100.0%

The classification of grosstrade receivables by overdue periodasat31 December2017 and31 December2016is givenin the table below.

Gross trade receivables (in PLN thousand) 31 December 2017 | 31 December 2016

192 432
Notoverdue 166 422
Overdue uptooneyear 22 064 11077
Overdue foroveroneyear 1198 3223
Total 215 694 180 722

The increase in non-overdue and overdue trade receivables inthe current reporting period results solely from the increased volume of the Group’s
operations.

No hedging instruments for the above financial risks and no hedge accounting are applied by LPP SAand its subsidiaries.
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31.2. Liquidity risk

The Group's objective is to maintain a balance between continuity and flexibility of funding by using funding sources such as overdrafts or investment
credit facilities.

Comparedto the previous year, credit exposure of the Group decreased significantly d ue to timely repayment of investment credit instalments and
reductionof acurrentdebt. At the same time, the Company has taken out nonew investment credit facilities.

A detailed description of the financial position ofthe Group in terms of loans extended is presentedinnote 23.

As atthe balance sheet date, the Group's finandal liabilities fell within the following maturity ranges.

Bank credit facilities (in PLN thousand) 31 December 2017 | 31 December 2016

Up to one month 5561 254 587
From one to three months 9 260 9 260
From three monthsto ayear 41 675 41 675
Above oneyear 141 824 141 824
In total 198 320 510 144

Liquidity risk must alsoinclude trade liabilities.

The classification of grosstrade liabilities by overdue periodas at 31 December2017and 31 December 2016is presentedin the table below.

Gross trade liabilities (in PLN thousand) 31 December 2017 | 31 December 2016

Notoverdue 1055 348 680 042
Overdue uptooneyear 40 483 38 818
Overdue foroveroneyear 717 535
Total 1 096 548 719 395

The increase in the value of trade liabilities stems, first of all, fromthe increase inthe volume of the Group’s operations and prolongation of payment
terms.

31.3. Currency risk

The Group is exposed to currencyrisk arisingfrom transactions concluded. Suchriskoccurs when the Parent Companysells or purchases goods in
currencies otherthanits valuation currency. In LPP, the basic settlement currency in most transactions involving purchases of trade commaodities is
USD. Approx. 98% of transactions concluded by LPP SA are denominated in foreign currencies otherthanthe reportingcurrency, while 69% of sales
in the Parent Companyis denominated in such reporting currency.

In additionto currencyrisk involvedinthe settlement currency used for purchasing trade commodities, there is alsoa risk associated with the fact
of settling retail spacerentsin EUR.

As at31December 2017, the Group’s financial assets and liabilities are denominatedintwo main foreign currencies, converted into PLN a pplying a
closing exchange rate as at the balance sheet date, which are of importance for the statements, are giveninthe table below.

Values expressed in

R I

Value after conversion

Cash 18 420 15 260 33 680
Trade receivables 3492 1042 4534
Trade liabilities 732 079 31943 764 022

Since the main cost forthe Parent Companyis purchasesof trade commodities, made mainlyin USD, LPP SA started using for thiscurre ncy hedging
derivative instruments (forward contracts) to hedge the risk involved in exchange rate fluctuations. By taking such action, LPP SA is capable of
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adjusting to a major extent foreign exchange losses adversely affecting the Group’s result. As at 31 December 2017, the value of forward contracts
amounted to PLN 8 204 thousand and was shown as other financial liabilities in item “trade and other liabilities” (note 26).

Valuation of forward contracts (in PLN thousand) 31 December 2017 31 December 2016

Citi Bank Handlowy 4184 0
Bank Pekao SA 4020 0
Total 8204 0

The sensitivity of gross profit (loss)to rational and probable USD and EUR exchange rate fluctuations, with assumed steadiness of other fa ctors, is
showninthetable below.

Increase/decrease in the

foreign exchange rate Effectonprafit/loss

Balance sheet items

31 December2017-USD +5% -28 762
-5% 28 762
31 December 2016 —-USD +5% -16 189
-5% 16 189
31 December2017—-EUR +5% -633
-5% 633
31 December2016—-EUR +5% 662
-5% -663

When analysingtheimpact ofthe changein USD exchange ratesin 2017, itis required to take intoaccount forwardinstruments used by the Parent
Company. Following the assumptions made, LPP SA hedgesapprox. 70% purchase transactions inthe said currency.

31.4. Interestrate risk

The interestrateriskis related to the continuous use by LPP SA of debtfinancingbased ona variable value of Wibor rates and, to a minor extent, to
loans granted. Bank credit facilities with a variable interest rate i nvolve the cash flow risk. The Management Board of the Parent Company holds the
view thatachangein interestrates, if any, willhave nomajorimpactontheresults earned by the Capital Group.

The tablesbelow present the analysisof impact of interest rate changes onthe compre hensive income statement. Thisanalysis covers the finandal
items of the statement of the Group’s financial position as at the balance sheet date.

Interest rate risk

—————————— e -
I +/- 75 basis points of the interest rate I

Balance sheet items (in PLN thousand) Value | Effect on profit/loss | Effect on profit/loss

Financial assets

Loans 160 1 -1

Cash 514 790 3861 -3861

Effect on financial assets before taxation 3862 -3862

Tax(19%) -734 734

Effect on financial assets after taxation 3127 -3127

Financial liabilities

Bank credits 198 320 -1487 1487

Effect on financial liabilities before taxation -1487 1487

Tax (19%) 283 283

Effect on financial liabilities after taxation -1204 -1204

Total 1923 -1923
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As at31December2017,the Group's net profitwould have been higher by PLN 1923 thousand if the interest ratesin PLN, EUR and USD had been
higher by 75 basis points, assuming that all the remaining parameters remain ed unchanged. This result is due to a substantially higher balance of
cash compared with existing bank credit facilities.

Fairvalueif defined asan amountforwhich,atarm’s length basis, a given asset could be exchanged, anda liability could be discharged, between
well-informed unrelated interested parties. As regards financial instruments for which there is an active market, their fair value is determined based
on parameters deriving fromthe active market (salesand purchase prices). As regards financial instruments for which there is no active market, their
fair value is determined on the basis of valuation techniques, where model input data is variables deriving from active marke ts (exchange rates,
interestrates).

In the Group's opinion, the carrying value of financialassets and liabilities is close to the fairvalue.

ACCOUNTING POLICY

Each contract establishing a financial asset for one party and, at the same time, a financial liability or capital instrument for the other party is a
financial instrument.

A financial asset or liability is recognised in the statement of finandal position if the Company becomes a party to that instrument. Standardised
purchase and sale transactions involving financial assets and liabilities are recognised as at the transaction date.

A finandal asset is derecognised fromthe statement of financial position when rights to economic be nefits and risks arising fromthe contract have
been exercised or executed, have expired or the Group has waived them.

The Group derecognises a finandal liability from the statement of financial position upon its expiry, that is when the oblig ation s pecified in the
contract has been discharged, cancelled or expired.

As atthe acquisition date, the Capital Group valuesfinancial assets and liabilitiesat fairvalue, i.e. most oftenatfairvalue of a payment made (for
assets)ora payment received (for liabilities).

As atthe balance sheet date, financial assets and liabilities are valued in line with the principles specified below.

Financial assets

Forthe purposes of valuation followinginitial recognition, financial assets other than hedging derivatives are classified by the Group in the following
categories:

loans andreceivables,

financial assets measured at fairvalue through profitorloss,

financial assets kept by their maturitydate and

financial assets available for sale.
These categories define the principles for valuation as at the balance sheet date and for the recognition of profits and lossesfrom the measurement
in profitorloss orinother comprehensive income. Profits and lossesrecognisedinthe financialresult are presented as financial revenuesor costs,
exceptforrevaluation write-offs ontrade receivables, disclosed as other operatingexpenses.
All finandal assets, except for those measured at fair value through profit or loss, are assessed as at each balance sheet date due to existence of
prerequisites for value impairment. Any prerequisites for value impairment are reviewed for each category of financial assets separately, as given
below.

Loans and receivables

Loans granted and receivables are non-derivative financial assets, with fixed oridentifiable payments, whichare not quoted on an active market.
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Loansandreceivables are measured at amortised cost, applying the effective interest rate method. It was assumed that short-termreceivables are
measured at amounts expected to be received, as the effect of discounting future re ceipts would be negligible.

Theyare recognised as current assets if their maturity date does not exceed 12 months from the balance sheet date. Loans granted and receivables
with maturity dates exceeding 12 months fromthe balance sheet date are recognised as fixed assets.

If there are objective prerequisites for a loss arising from the impairment of value of loans and receivables measured at amortised cost, then the
impairment write-off is equal to the difference between the asset’s carrying value and the current value o festimated future cash flows. The asset’s
carrying valueis reduced with the impairment write-off, whichis disclosed in the financial costs inrespect of loans, andin other operating costs in
respect of receivables.

When such prerequisites expire and the situation improves, it is required to reverse, in full or in part, the write-off created depending on the
assessment made. The write-off reversalis recognisedin profit orloss to the extentin which, as at the reversal date, the asset’s carrying value does
notexceedits amortised cost.

Revaluation write-offs of re ceivablesand loans are made as follows:

disputable receivables (amounts claimed in pending court proceedings and amounts due from debtors put into liquidation or in bankruptcy) —
write-offs inthe total amount receivable,

otherreceivables—write-offs made based on a case-by-case reviewand assessment of both the situation andthe risk ofa potential loss.
Financial assets held to maturity

Finandal assets held to maturity are non-derivative financial assets with fixed or identifiable payments and with fixed maturity, which the Group
intends, andis able, to hold to maturity, except for assets classified as |oans and receivables.

Finandal assets held to maturityare measured at amortised cost, a pplying the effective interest rate method. If there is any evidence for possible
impairment of investments held to maturity, assets are measured at current value of estimated future cash flows. Changes in t he balance sheet
value, including i mpairment write-offs, are recognised in profit or loss.

Financial assets measured at fair value through profit and loss

Finandal assets measured at fair value through profit and loss include assets classified as designated for trading or, upon initial recognition, for
valuationatfairvalue through profit and loss, due to the fulfilment of the criteria set forth in 1AS 39.

Instruments inthiscategoryare measured at fair value, and the measurementresults are recognisedin profit orloss.
Financial assets available for sale

Finandal assets available for sale are non-derivative financial assets designated as available for sale or not classified inany of the above-mentioned
categoriesof finandal assets.

In this category, the Companyrecognises shares in companies other than subsidiariesor associates.
All other financial assets available for sale are measured at fairvalue.
Profits and lossesonvaluation are recognised asother comprehensive income and accumulated in revaluation capital from fina ncial assets available
forsale, except forimpairment write-offs recognised in profit or loss. Profit or loss comprisesalso interest which would be recognised at the valuation
of these financial assets at amortised cost based on the effective interest rate method.
Financial liabilities
Finandal liabilities other than hedging derivatives are recognised under the following items of the statement of financial p osition:

bank loans and borrowings,

trade and other liabilities.
Upon initialrecognition, financialliabilities are valued at amortised cost based on an effective interest rate, except for financialliabilities designated
fortrading orindicated as measured at fair value through profit or loss (derivatives other than hedginginstruments). Short-term trade liabilities are
measured based onthe amount payable due to immaterial discount effects.

Derivative financial instruments

Derivatives employed by the Parent Company to hedge the risk related to foreign exchange fluctuations are, first of all, forward contracts. These
derivatives are measured at fairvalue and presented as assets iftheirvalue is positive, or as liabilities if their value is negative.
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Profitandloss onchanges inthe fairvalue of derivatives which failto satisfy accounting prindples is recognized directlyinnet profit orloss for the

financial year.

The fairvalue of currencyforwards is determined by reference to current forward rates applied for contracts of similar maturity.

The value of financial assets presentedin the consolidated statement of financial position relates to the following categories of financial instruments

definedinlAS39:

1. loans and receivables (L&R)

2. finandal assets measured at fair value through profit or loss (AFV)
3. finandal assets available for sale (AAS)

As at31December 2017

Fixed assets (in PLN thousand) L&R | In addition to IAS 39
Loansandreceivables 4836 0
i As at31 December 2017 i
Current assets (in PLN thousand) L&R In addition to IAS 39
Trade receivables 222 047 0
Loansandreceivables 1755 0
Cash and cash equivalents 514 790
E As at31December 2016 E
Fixed assets (in PLN thousand) L&R | In addition to IAS 39
Loansandreceivables 6 180 0
i As at31December 2016 i
Current assets (in PLN thousand) L&R | In addition to IAS 39
Trade receivables 165 389 0
Loans andreceivables 1666 0
Cash and cash equivalents 365 753

The value of financial liabilities presented in the statement of financial position refers to one of the categories of finandal instruments spedified in
IAS 39 as financial liabilitiesmeasured at amortised cost (LAC) and to finandal liabilities measures at fair value through profit or | oss.

1
As at 31 December 2017 i
1

Long-term liabilities (in PLN thousand) LAC Fairvalue | In addition to IAS 39
Loansandborrowings 141 824 0 0
E As at31December 2017 i
Short-term liabilities (in PLN thousand) LAC | Fairvalue | In addition to IAS 39
Trade liabilities 1096 548 0 0
Otherfinancialliabilities (forward contracts) 0 8204 0
Other liabilities 0 0 217 876
Loansandborrowings 56 496 0 0
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As at31 December 2016

Long-term liabilities (in PLN thousand) LAC | In addition to IAS 39

Loansandborrowings 195 033 0
E As at31December 2016 i

Short-term liabilities (in PLN thousand) LAC | In addition to IAS 39

Trade liabilities 719 395 0

Otherliabilities 0 161 669

Loansandborrowings 315111 0

34. Segments

Finandal results and otherinformation on geographical segments forthe period from1 January2017 to 31 December 2017 and fora comparative

periodaregiveninthetablesbelow.

2017 (in PLN thousand)

External sales
Inter-segment sales
Otheroperatingincome
Total revenue

Total operating costs, including
Costs of inter-segment sales
Otheroperatingcosts
Segment result
Finandalincome

Finandal costs

Profit before taxation

Income tax

Net profit attributable to shareholders of the

parent company

Net profit attributable to non-controlling

entities

EU Member

States

5493 990
887 584
18 997

6 400 571
5564 732
695 208
46 555
789 284

Other countries

1535435
0

16 773
1552 208
1348 347
0

30 808
173 053

Consolidation
adjustments

0

(887 5¢

0

(887 584)

(851 772)

(695 208)

0

(35 812)

Values not
attributed to
segments

o O O o

348 091

348 091

Total

7029 425
0

35770

7 065 195
6409 398
0

77 363
578 434
4754
19517
563 671
122 897

440 851

(77)

2017 (in PLN thousand)

Segmentassets

Unallocated assets across the group
Consolidated total assets

Segment liabilities

Unallocated liabilities across the group
Consolidated total liabilities

EU Member
States

3571240

0
3571 240
1492279

0
1492 279

Other countries

691 003
0
691 003
218 280
0
218 280

Consolidation
adjustments

(214 215)
0
(214 215)
(152 818)
0
(152 818)

Values not
attributed to
segments

0
158 791
158 791
0
205 647
205 647

4048 028
158 791
4206 819
1557741
205 647
1763 388
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Other disclosures

EU Member States Other countries

Segment ca pital expenditures
Segment depreciation
Impairment write-offs
Reversalof impairment write-offs

Othernon-cash expenses

313947
231457
4426

0

47 288

127 649
61972
876

10 216
27 832

EU Member Consolidation VaIUES ot
2016 States Other countries s attributed to
segments
External sales 4 865 748 1153298 0 0 6 019 046
Inter-segment sales 649 505 636 (650 14 0 -
Otheroperatingincome 21572 3864 0 0 25 436
Total revenue 5536 825 1157 798 (650 141) 0 6 044 482
Total operating costs, including 5023983 1148 161 (681 901) 203 799 5694 042
Costs of inter-segment sales 560 400 636 (561 036) 0 -
Otheroperating costs 64 050 59 131 0 838 124 019
Segment result 448 792 (50 130) 31760 (204 637) 226 421
Finandalincome 1307
Finandal costs 33650
Profit before taxation 194 078
Income tax 19 303
Net profit 174 775
2016 Al Other countries Corgsolidation a::/t?iIES:‘e:o:o Total
States adjustments e
Segmentassets 3006 100 592 318 (64 338) 0 3534080
Unallocated assets across the group 0 0 0 143 852 143 852
Consolidated total assets 3 006 100 592 318 (64 338) 143 852 3677 932
Segment liabilities 964 314 102 223 (37 370) 0 1029 167
Unallocated liabilities across the group 0 0 0 514 034 514 034
Consolidated total liabilities 964 314 102 223 (37 370) 514 034 1543 201

Other disclosures

Segment capital expenditures
Segment depreciation
Impairment write-offs
Reversalof impairment write-offs

Othernon-cash expenses

212 887
216 212
19915
0

48 058

58 943
51169
37781

0
19 427

35. Capital management

The Group manages capital with the aim of ensuring the Capital Group’s capadty to continue its operations and the expected rate of retum for

shareholders and other entitiesinterestedinthe finandal position of the Capital Group.

The Group analyses the indices assessing its financial position, which are presented and described in detail in the Management Board’s report on

the operations ofthe Capital Group.

36. Employment structure

Inthe yearended 31 December 2017, average employment (ownwork posts) in the entire Capital Group was 16 408 people (2016:9 582 people).
Addingoutsourced employees, the total number of staff members is approx. 25000 people.
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37. Information on the fee of the statutory auditor or an entity authorised to audit the financial statements of the Parent Company

The fee of the entity authorised to audit the finandal statements, paid or due forthe yearended 31 December 2017 and 31 December 2016, broken

down bytypes of services, is giveninthe table below.

i Yearended i i Yearended
Gross trade liabilities (in PLN thousand) 31 December 2017** | 31 December 2016*
Obligatoryaudit of the annual financialstatements 234 90
Othercertification services 0 0
Otherservices 0 0
Total
*Referenceis madeto Ernst&Young Audyt Polska Spotka z ograniczong odpowiedzialnoscig Spétka Komandytowa
**Reference is made to Grant Thornton Spdtka z ograniczong odpowiedzialnoscig Spétka Komandytowa
Management Board of LPP SA:
Marek Piechocki Przemystaw Lutkiewicz Jacek Kujawa Stawomir toboda
President of the Management Vice-President of the Vice-President of the Vice-President of the
Board Management Board Management Board Management Board
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06

Statement of the Management
Board

In line with the Regulation by the Minister of Finance dated 19 February 2009 on current and interim information provided by issuers of securities,
the Management Board of LPP SA hereby declares that:

- to the best of the Board’s knowledge, the annual consolidated financial statements for the financial year 2017 and comparative data have
been prepared in line with accounting principles currently in effect and present a true and fair view of the assets, the fina ndal standing and
the financialresult of LPPSAin the periods presented, and thatthe report of the Management Board on the operations of the LPP SA Capital
Group in 2017 presents a true and fair view of the development, achievements and the standing of the LPP SA Capital Group and LPP SA,
includinga description of basic risks and threats,

- the entity authorised to audit finandal statements, which audited the annual consolidated financial statements of the LPP SA Capital Group
and the separate financial statements of LPP SA, was appointed in line with applicable legal provisions currently in effect. This entity and
statutoryauditors, who performed the audits, satisfied all requirements to prepare an impartial and independent report on th e audited annual
financial statements, pursuant to the applicable provisions oflaw and professional standards.

Additionally, the Management Board of LPP SA declares that, in May 2018, LPP SA will publish the first integrated report titled “Let’s Get Closer”,
which will provide comprehensive information on the Issuer. The integrated re port meets the requirements set forth in the Accounting Act and,
being a separate document, is recognised as a statement on non-financial information.

Management Board of LPP SA:

Marek Piechocki Przemystaw Lutkiewicz Jacek Kujawa Stawomir toboda
President of the Management Vice-President of the Vice-President of the Vice-President of the
Board Management Board Management Board Management Board
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