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Company profile

About us

PostFinance is one of Switzerland’s leading retail fi
payment transactions, ensures a seamless daily flo
vices, we are the ideal partner for anyone who man

nancial institutions and, as the market leader in
w of liquidity. With simple, straightforward ser-
ages their own finances, anytime and anywhere.

Thanks to our strong brand, we are seen as an attractive provider of financial services, and this also
benefits our customers, because a strong brand inspires confidence and provides focus and security.

Our customers

Whether private individuals, small and medi-
um-sized enterprises, large companies, pub-
lic-sector entities or associations — we always
meet our customers on their level. They appre-
ciate the straightforward relationship with
us, our numerous points of contact, our user-
friendly services and our fair conditions.

Our services

In the retail sector, we offer our customers sim-
ple digital solutions designed to make it as easy
as possible for them to manage their financial
affairs. Our Corporates unit serves our major
business customers, offering individual solutions
for the bulk processing of payment transactions,
as well as solutions and consultation in the areas
of procurement, logistics and sales aimed at
optimizing processes and managing liquidity.

Our performance

PostFinance Ltd | Key figures

2017 with previous year for comparison

2016 2107
—

Balance sheet

Total assets as per IFRS CHF million 119,435 120,837
Capital ratio as per guidelines for systemically important banks % 171 171
ARB leverage ratio % 45 47
Income statement (as per Group IFRS guidelines)
Operating profit (EBIT) CHF million 575 543
Company profits (EBT) CHF million 542 463
Return on equity ' % 9.7 8.3
Cost-income ratio % 65.6 68.0
Customer assets
Development of customer deposits CHF million 4,479 -611
CHF million monthly
Customer assets avg. 119,436 119,797
Market and employee key figures
Customers In thousands 2,952 2,890
E-finance users In thousands 1,743 1,756
Accounts In thousands 4,845 4,809
Customer satisfaction — private customers Index 80 80
Customer satisfaction — business customers Index 78 76
Average headcount Full-time equivalents 3,599 3,474
Employee satisfaction Index 79 78
Transactions
Transactions In millions 1,044 1,072

1 Return on equity = company profits (EBT) as per Group IFRS guidelines/average eligible equity capital as per ARB.



Our conviction

Whatever our customers’ concerns or their
financial situation, we always support them fair-
ly and in partnership. We speak their language
and understand their needs. We keep our
promises, and we act fast and authoritatively.

Our legal status and management

PostFinance is a private limited company under
private law and, as a subsidiary, is wholly owned
by Swiss Post Ltd. PostFinance Ltd is subject to
regulation by FINMA and has been granted a
licence in accordance with the Banking Act and
the Stock Exchange Act. The Board of Directors
is the highest official body within PostFinance
Ltd. Operational management is the responsi-
bility of the Executive Board.

Our accounting

PostFinance issues financial statements in ac-
cordance with Group IFRS guidelines and the
Accounting rules for banks (ARB). The statutory
financial statements follow the guidelines of
the Accounting rules for banks, while the other
parts of the report are based on the figures in
accordance with IFRS. The management report
includes a reconciliation between the two ac-
counting standards in the balance sheet and
income statement.

Our organization

Chairman of the Board of Directors Rolf Watter

Chief Executive Officer

CEO Support Andrea Bezzola

Retail Corporates

Sylvie Meyer * Patrick Graf*

Risk, Legal

& Compliance FEmeE

*
Felicia Kolliker* Kurt Fuchs

* Member of Executive Board.

Internal Auditing Robert Thommen

Hansruedi Kong*

Communication Ursula Késer Aebi

Investment
Solutions

Delivery Factory IT
& Operations

Daniel Mewes * Markus Fuhrer *

Business
Development

Working
Environment

Gabriela Langer* Beat Jaccottet *
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With 2.9 million customers and customer
assets of almost 120 billion francs, !
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PostFinance is one of Switzerland's leading o o v rofis (681,
retail financial institutions. In its role as Thatis 79 million francs less than

. . in the previous year.
market leader and with more than a billion
payment transactions a year, it ensures a P
seamless flow of liquidity on a daily basis. ﬁa
2.9 million
customers place their trgst in.
Around 1.8 million customers handle all i e
their finances though digital channels,
making PostFinance the ideal partner for n
everyone who wants to manage their
own finances as easily as possible. 18 million .
ge their money with
e-finance.
;Ea’
1.2 million

downloads of the PostFinance App.

1.1 billion

transactions were processed by
PostFinance at home and abroad
in 2017.
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PostFinance is becoming
a digital powerhouse




Foreword

Rolf Watter
Chairman of the Board of Directors

Hansruedi Kéng
Chief Executive Officer

Dear Reader

In the financial year 2017, PostFinance
generated company profits (EBT) as per
Group IFRS guidelines of 463 million francs.
This represents a decline of 79 million francs
or 14.6 percent year-on-year. One-off de-
preciation, impairments on participations
and the first Group compensatory payment
for the letter of comfort agreed as part of
the too-big-to-fail stabilization plan for sys-
temically important banks had a negative
impact on earnings. On the income side,
we benefited from reversals of impairment
on financial investments after value adjust-
ments were recognized the previous year.
Capital gains from the sale of two equity
portfolios also had a positive impact on
the result.

In trading activities and net service and
commission income, the improvement in
earnings was encouraging. By contrast, the
result from the interest differential business,
our most important source of revenue, was
down 16 million francs over the previous
year. This negative trend continues. To en-
sure that PostFinance remains profitable
in the long term, we are tapping into new
sources of revenue. In addition, our strate-
gic focus is concentrated even more closely
on digitization.

Digital powerhouse

Digitization as a social trend has long since
reached the banking sector. It has also
fundamentally changed our customers’ re-
quirements and habits. We want to actively
shape the future of PostFinance and trans-
form ourselves from a traditional financial
service provider into a digital powerhouse.
We are therefore systematically digitizing
our products, services and processes with
the aim of serving our customers more
quickly, easily and effectively.

At the same time, we are not forgetting
our roots: we are a profit-oriented com-
pany, but we are owned by the state and
therefore ultimately by the citizens of this
country. This gives us a special social re-
sponsibility — particularly towards custom-
ers who wish to continue using traditional
physical banking services. This balancing
act between our entrepreneurial spirit and
the demands of our customers, of policy-
makers and of the public is a challenge.

Changes in the Executive Board

To lay the best possible groundwork for the
transformation into a digital powerhouse,
we have transitioned PostFinance to a new
organizational structure.

On 1 July 2017, Sylvie Meyer took over
leadership of the Retail unit, while Patrick
Graf assumed the role of Head of the Cor-
porates unit. On the same date, the IT and
Operations units were combined to form
Delivery Factory IT & Operations, headed
by Markus Fuhrer. The previous Head of
Operations, Peter Lacher, left the Executive
Board at the end of June 2017 and now
heads Operations Services. The Board of
Directors would like to sincerely thank
Peter Lacher for his commitment and
looks forward to continuing to count on
his profound expertise.

Daniel Mewes (Investment Solutions),
Felicia Kolliker (Risk, Legal & Compli-
ance) and Beat Jaccottet (Business De-
velopment) were also appointed as new
members of the Executive Board on 1 July
2017. Kurt Fuchs remains as Head of Fi-
nance and Deputy CEO.

On 1 November 2017, Gabriela Langer
took over as head of the Working Environ-
ment unit. She succeeds Valérie Schelker,
who left PostFinance in March 2017 fol-
lowing her appointment as Head of Human
Resources at Swiss Post. From March to the
end of October, Daniel Marti led Working
Environment on an interim basis.

Outlook

Over Easter weekend in 2018, we are in-
troducing our new core banking system. By
switching to the banking software BaNCS,
we are, figuratively speaking, pouring the

foundation for the digital powerhouse.
This fundamental modernization of our
core components involves technical and
process-related modifications for our cus-
tomers. We are doing all we can to ensure
that the effort required on their part is kept
to a minimum.

During the transition, there will be some
intermittent interruptions, and there may
subsequently also be occasional inconve-
nience to operations, particularly during
the introductory phase. We are making
every effort to nevertheless provide our
usual levels of service.

Thank you

A big thank you goes to our employees,
who have produced outstanding work
in a demanding environment. The trans-
formation into a digital powerhouse is a
major challenge for all of us and cannot
be achieved without painful changes and
cuts. There will be job losses in the coming
years, and some employees will move to
another place of work and/or to another
Group subsidiary in the future. As an em-
ployer, we have a special social responsibil-
ity, particularly in times of change. We take
that seriously. We support our employees
closely and maintain close contact with our
social partners.

Finally, we would also like to thank all our
customers for their loyalty and trust in us.
The banking sector is set to undergo radical
change, and this will involve significant ad-
ditional effort for our business customers
and corporates in particular. Digitization
will fundamentally change the way we
manage our finances in the future. We are
always at your side, helping you to manage
your financial affairs easily with our simple,
digital solutions.

Rolf Watter
Chairman of the
Board of Directors

Hansruedi Kéng
Chief Executive
Officer
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\We want to become Switzerland’s
leading digital bank

Interview

with Hansruedi Kéng
Chief Executive Officer

Hansruedi Kong, what are your views on
the result from the past financial year?

In the financial year 2017, we generat-
ed company profits (EBT) of 463 million
francs. That is 79 million francs less than
in the previous year. One-off depreciation,
impairments on participations and the first
Group compensatory payment for the let-
ter of comfort agreed as part of the too-
big-to-fail stabilization plan for systemically
important banks had a negative impact on
earnings. On the income side, we benefited
from reversals of impairment on financial
investments after value adjustments were
recognized the previous year. This is purely
an accounting effect, with no money actu-
ally flowing into our cash holdings. Capital
gains from the sale of two equity portfolios
also had a positive impact on the result. We
will not be able to sell these shares again in
the coming year.

A result with more cloud than

sunshine, then?

You could put it like that. In net service and
commission income and trading activities,
where the improvement in earnings was
encouraging, we made good money. This
was important, because the result from the
interest differential business, our most im-
portant source of revenue, was down 16
million francs year-on-year. That hurts, and
it makes it clear that in the current negative
interest rate environment in particular, it is
a serious disadvantage for us not to be able
to issue our own loans and mortgages.
There is a need for action in this area,
because our interest margin remains under
pressure.
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The solution could be partial privatization
of PostFinance.

Partial privatization alone is not the solu-
tion to the problem. However, if this step
does away with the lending prohibition, it
is something we should do from an entre-
preneurial point of view. But this decision
is not in our hands, it is a matter for pol-
icymakers.

Why is there so much resistance to lifting
the prohibition on lending?

First, the other banks have little interest in
PostFinance gaining access to the credit
market. Secondly, there are false claims go-
ing around — for example, that the lending
prohibition makes PostFinance safer. That is
simply wrong. In the whole discussion, one
thing should not be forgotten: the lending
prohibition destroys national wealth. Lift-
ing the prohibition on lending and partially
privatizing PostFinance would bring a nice
return for our owner — the Confederation
and, ultimately, the Swiss public. If, howev-
er, the lending prohibition stays in place and
interest rates remain low, PostFinance will
be worth less in five years than it is today.

What are you doing to counteract the
threat of this decline in value?

We are diversifying our income structure
and tapping into new sources of income.
Today, more than half of our income is
generated from the interest differential
business. We want to reduce this depen-
dence in the future by taking steps such as

-

strengthening our investment business. We
are also taking account of the changes in
customer behaviour resulting from digiti-
zation and transforming ourselves from a
traditional financial service provider into a
digital powerhouse.

All of the banks have committed to
digitization. What sets you apart from
the competition?

Digitization is a megatrend, like globali-
zation, that does not stop at the banking
sector. So the question is not whether we
are on board with digitization, but rather
how we help shape it and how quickly we
adapt our products, services and process-
es to changing customer requirements.
This is exactly where our focus is: for many
people, digitization is a major challenge,
because it turns old habits inside out — in
some cases, these are lifelong habits. We
want to help and support our customers
in this transition from traditional to digital
banking. Or, to put it another way: our goal
is digital banking which is easy, and for
everyone. Apart from us, hardly any other
bank in Switzerland can do that with this
level of consistency.

How far has the construction work on
the digital powerhouse progressed?

For the past 18 months or so, we have
drawn up the blueprints, so to speak. The
first milestone was our conversion of Post-
Finance to a new organization in the sum-
mer of 2017.

If partial privatization does away
with the lending prohibition, it is

a step we should take.

Hansruedi Kéng

What are the hallmarks of the
new organization?

There is an even closer focus on custom-
ers and their requirements and habits. We
have created the new Retail and Corporates
units. In the retail sector, we offer our cus-
tomers simple digital solutions for standard
transactions designed to make it as easy as
possible for them to manage their financial
affairs. Our Corporates unit serves our ma-
jor business customers, offering individual
solutions for the bulk processing of pay-
ment transactions, as well as solutions and
consultation in the areas of procurement,
logistics and sales aimed at optimizing pro-
cesses and managing liquidity. And we are
strengthening our investment business.

What are the next stages of construction?
For a house to be able to weather stormy
times undamaged, it needs a strong foun-
dation. The foundation of the digital pow-
erhouse is the new core banking system,
which we will introduce at Easter 2018.
Having poured the foundation, we can
start with the actual house construction.
Our goal is ambitious: we want to become
Switzerland’s leading digital bank by the
end of 2020.

Why is the new core banking system so
important for the future strategy?

Our starting point was a very heteroge-
neous IT landscape that had grown over
many years, with a cumbersome policy of
two releases per year. But the market to-
day is playing in a different league. To pick
up speed, we need first and foremost to
optimize our IT architecture and modernize
our core banking system. Only then will we
be technically ready for digitization and the
digital powerhouse. The new core banking
system also lays the groundwork that will
help us remain market leader in payment
transactions in Switzerland in the future.

Payment transactions in Switzerland

are currently being harmonized. Where

is PostFinance in terms of switching to

1SO 200227

We take the harmonization of payment
transactions very seriously and adopted
an active approach to the move to the ISO
20022 standard at an early stage. One of
the reasons for this is that our new core
banking system is based on ISO formats
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and no longer supports the old world
of payment transactions. Our customers
therefore had to convert their systems by
the end of 2017. We are very grateful that
they showed a great deal of understanding
in this.

Have all customers managed the
transition on time?

Yes, the conversion is completely finished!
To achieve this goal, we provided individual
support for customers, in some cases from
as early as 2015, and kept them informed
of the final deadline at all times. This effort
paid off: we are the first financial institu-
tion in Switzerland to be fully based on
ISO 20022.

You mentioned that PostFinance wants to

strengthen its investment business. What

specifically are you planning in this area?

Although we have had a whole range of
attractive investment products for many
years, PostFinance today is rarely seen as an
investment bank. We want to change that.
In their savings and payment accounts,
our customers entrust us with cash assets
of around 100 billion francs. In the cur-
rent interest rate environment, neither our
customers nor we achieve an acceptable

return on these funds. We therefore want
to step up our drive to develop customers
with high liquidity into investment custom-
ers in the future. The past few months have
shown that this strategy works.

What does that mean in numbers?

In the autumn, we launched a broad-based
marketing campaign for our funds that
was met with a very encouraging response.
In the fourth quarter of 2017 alone, sev-
eral hundred million francs went into our
funds. We will continue to pursue this av-
enue and launch additional sales offensives
this year. And in addition to the products,
we are also emphasizing our competence
in the investment business. Because there
is one thing that will not change, even in
the digital age: in banking in general, and
in financial investment in particular, the
crucial thing is trust.

)

With the new core
banking system, we
are pouring the foun-
dation for the digital
powerhouse.

Hansruedi Kéng
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Business performance

In 2017, PostFinance generated company
profits (EBT) of 463 million francs. i
But the bank’s traditional business model 121 billion
is under threat. PostFinance therefore francs n fotal assets as per FRS
wants to evolve from a traditional financial
institution into a digital powerhouse and Q
become Switzerland’s leading digital bank. 5.7 billion
To make that happen, PostFinance has el eauly Sare = b
modernized its core banking system and banks exceeds the requirements of
pushed ahead with the harmonization of el
payment transactions at an early stage. 6_'?
17.1%

capital ratio as per guidelines for
systemically important banks with
a comfortable safety margin.

X

8.3%

return on equity shows that
PostFinance is a good investment
for its owner.

&

68.0%
cost-income ratio, maintained at
an appropriate level.
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PostFinance
IS changing

Society — and with it the banking sector — is rapidly becoming more and more digital. This
is a development that PostFinance cannot and does not wish to ignore. As a digital inno-
vation leader in the Swiss banking world, it wants to take advantage of its strong starting
position and evolve from a traditional financial service provider into a digital powerhouse.
In a persistently difficult market environment, PostFinance is also focusing increasingly on
non-interest income such as the investment business and corporate venturing.
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Key figures

543 million
francs in operating profit
(EBIT).

463 million
francs in company profits
(EBT).

68.0%
cost-income ratio.

120 billion

francs in customer assets.

Result

Decline in profit in difficult market environment

The lending prohibition hits PostFinance particularly hard in the current negative
interest rate environment. The sharp decline in interest income was not offset.

In the financial year 2017, PostFinance gen-
erated company profits (EBT) as per Group
IFRS guidelines of 463 million francs. This repre-
sents a decline of 79 million francs or 14.6 per-
cent. Depreciation in connection with strate-
gic projects for the modernization of the core
banking systems and real estate, as well as im-
pairments on participations had a negative im-
pact on earnings before tax. For the first time,
there was also a Group compensatory payment
for the letter of comfort agreed as part of the
too-big-to-fail stabilization plan for systemical-
ly important banks.

PostFinance is legally prohibited from access-
ing the credit and mortgage markets. Due to a
lack of investment opportunities in the current
negative interest rate environment, continued
investment in long-term fixed-interest finan-
cial investments in Switzerland and abroad at
historically low interest rates is required. This
means that interest income again declined sig-
nificantly. Interest-related operations were pos-
itively impacted by reversals of impairment on
financial investments, following impairments in
the previous year. In the coming years, howev-
er, the value adjustments are likely to be lower.

We will meet the gone concern
equity requirements for systemically
important domestic banks within

the specified period.

Kurt Fuchs
Head of Finance

Operating income benefited from one-off cap-
ital gains from the sale of two equity portfo-
lios in January 2017 as part of the revision of
the investment strategy. Non-interest related
revenue in net service and commission income
and trading activities, which in recent years has
been encouraging, also had a positive effect on
operating income.

To maintain long-term profitability, PostFinance
is transforming itself into a digital powerhouse,
diversifying its income structure and tapping
into new sources of income that do not de-
pend on interest rate levels.

Equity base
Strict equity
requirements

As a systemically important financial institu-
tion, PostFinance has to meet stringent re-
quirements with respect to capital resources.
On 28 June 2017, the Federal Council pub-
lished the evaluation report on gone concern
equity requirements for systemically important
domestic banks. This contributes to the stabil-
ity of the entire Swiss financial center and to
a robust Swiss economy. With a total capital
ratio of 17.1 percent and a leverage ratio of
4.7 percent at the end of 2017, PostFinance is
already very well capitalized and will meet the
new requirements within the specified period.
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Interview

Our traditional business model is under threat

Kurt Fuchs, Head of Finance and Deputy CEO of PostFinance, explains why
PostFinance in particular is suffering from the negative interest rate environment
and what the financial institution is doing about it.

Kurt Fuchs, the interest differential business
has always been the most important source of
revenue for PostFinance. Is that still the case?

Yes, we still currently generate more than half
of our income from the interest differential busi-
ness. However, persistently low interest rates are
weighing increasingly heavily on net interest in-
come and gradually eroding interest margins.

Why is the negative interest environment
more worrying for PostFinance than for other
financial institutions?

While PostFinance has had a banking licence
since 2013, the lending prohibition set out in
the Postal Organization Act means that we are
not allowed to issue our own loans and mort-
gages. In the current market environment with
low and even negative interest rates, this is a
major competitive disadvantage. We have to
invest our customer deposits at historically low
interest rates on the capital markets in Switzer-
land and abroad, where they yield virtually no
returns.

Nevertheless, PostFinance still generates profits
in the interest business. How is that happening?

In 2017, we generated net interest income be-
fore impairment of 887 million francs. That is
77 million francs less than in the previous year.
By way of comparison, in 2013, we achieved a
surplus of 1,019 million francs in the interest
business. In other words, net interest income
has shrunk by 132 million francs or 13 percent
within five years. And there is no reversal of
this trend in sight.

)

In the current interest rate environ-
ment, the lending prohibition is a
significant competitive disadvantage.

Kurt Fuchs
Head of Finance

Can PostFinance still find profitable
investments for its customer deposits?

Yes, but it is becoming increasingly difficult to
find safe and reasonably profitable investment
options. We have therefore parked a share of
our customer deposits at the Swiss National
Bank, allowing us to respond quickly to any
changes in the market.

Since the financial crisis, customer deposits
at PostFinance have increased significantly.
What impact does that have on PostFinance’s
interest margins?

During the financial crisis, customer depos-
its nearly doubled and have also continued to
increase subsequently. Today, we manage 110
billion francs in customer deposits. As a com-
parison, in 2007, it was 44 billion francs. Since
then, the interest margin has almost halved,
from 1.54 percent to the current rate of 0.81
percent.

35 billion francs

of customer deposits cannot
currently be invested profitably
by PostFinance.

13%

fall in interest income since 2012.

73 basis points
is the fall in the interest margin
since 2007 — effectively halved.
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Due to a lack of profitable investment
opportunities, PostFinance has parked
customer deposits at the SNB.

Kurt Fuchs
Head of Finance

How has PostFinance managed to absorb the
decline in interest income in the past?

In the past few years, we have reduced interest
expense in line with declining interest income.
This allowed us to at least cushion the negative
trend, but this leeway has now been exhausted
because we currently pay our customers hardly
any interest on their account balance. Interest
income, meanwhile, will continue to be erod-
ed, because bonds with a relatively high rate
of interest in our investment portfolio that are
coming to the end of their term are having
to be replaced by securities with a significantly
lower rate of return. In the current market en-
vironment, this means that our interest income
is declining by around 100 million francs annu-
ally. That worries me, because we cannot offset
this decline in the short term.

Interest business is under heavy pressure
in CHF million

1,302
1,237
1,129
1,045
I 928
283
198
105
81 0
2013 2014 2015 2016 2017

B nterest income
Interest expense

What is PostFinance doing about this situation?
Our traditional business model is under threat.
We are therefore diversifying our income struc-
ture by tapping into new sources of income
that do not depend on interest rate levels. We
see immediate potential in investment busi-
ness, where we were able to achieve very en-
couraging growth in the past financial year. In
the long term, we also want to tap into new
sources of income from innovative digital busi-
ness models.
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Our work on digi-
tization will make
it even easier for
our customers

to manage their
money.

Beat Jaccottet
Head of Business Development

Digital banking —
easy and for everyone

PostFinance wants to become Switzerland's leading digital bank. It is therefore
evolving from a traditional financial service provider into a digital powerhouse.
By creating the ideal combination of the digital and the physical worlds, it offers
its customers a consistently positive customer experience.

Digitization is a social trend that does not stop
at the world of banking. PostFinance custom-
ers increasingly want to manage their finances
independently, whenever and wherever it suits
them. This calls for simple, user-friendly digital
products and services. PostFinance adopted an
active approach to the development of digital
products years ago, and thanks to its e-finance
solution and app, is now market and innova-
tion leader in mobile banking in Switzerland.

Transforming into a digital powerhouse
The increasing digitization of banking services
has resulted in more and more global technol-
ogy companies and fintech start-ups forcing
their way onto the market. Given this trend,
and the difficult market environment with per-
sistently low interest rates and declining rev-
enues in its core business, PostFinance intends
to make better use of the array of opportuni-
ties offered by digitization and to actively drive
and help shape the process. PostFinance is tak-
ing advantage of its strong starting position,
focusing its strategy even more closely on the
digital world and evolving into a digital pow-
erhouse.

Focusing on the retail and

corporates segments

Among retail customers, PostFinance wants
to keep its leading position in payment trans-
actions and establish itself as the preferred
partner in digital investments. We provide
our customers with simple, modular standard
products.

In the corporates sector, PostFinance strives to
position itself as a supplier of tailor-made, com-
prehensive and integrated solutions, with a fo-
cus on financial and finance-related services
in the fields of payments and working capital

management (WCM). PostFinance helps cor-
porate customers to optimize their value chain
by offering a personal service and extensive
consultation with professional know-how.

Systematically promoting and

using innovation

On the road to becoming a digital power-
house, Innovation Management plays a key
role. It enables promising products, technol-
ogies and business models to be recognized
early and used accordingly. At the same time,
PostFinance is intensifying its corporate ven-
turing activities and investing selectively in
young, innovative or highly specialized growth
companies whose operations are relevant to
its core business. In the future, an increasing
proportion of innovation will be in collabora-
tion with partners.

Providing the best customer experience
Digitization cannot be stopped. For PostFinance
as a bank, however, digitization cannot be an
end in itself. It must instead be used with the
aim of meeting customers’ changing expecta-
tions and providing the best customer experi-
ence. PostFinance wants to make it as easy as
possible for customers to manage their money
and their financial affairs in general. If this can
be done, PostFinance will continue to be one
of the leading Swiss financial institutions in
the future.
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Digital wallet

More than 600,000 people use TWINT

At the end of 2017, the payment app TWINT broke the 600,000 user mark.
These users transfer or receive money in real time, making payments in
online shops or at store checkouts. And they benefit from loyalty programmes

and discounts.

Every eleventh takeaway coffee is free. This
early in the morning, it's not something Mau-
rice is thinking about. But the digital loyalty
card on his TWINT App is counting — and re-
minds the vocational student about it when
he holds his smartphone up to the payment
station. Every day, Maurice has the money for
his coffee automatically debited from his Post-
Finance account via Bluetooth and the TWINT
App. Like half a million other users, Maurice
has saved his account in the app.

According to market research institute GfK,
the TWINT payment app is Switzerland’s best-
known mobile payment solution. In an un-
prompted survey, it was named by 37 percent
of respondents, rising to some 43 percent
among the employed.

TWINT is also widely used at Maurice’s voca-
tional school: on this particular morning, a
classmate tells Maurice that she received a dis-
count voucher for the newly opened shoe shop
near the school via TWINT — before proudly
showing him her new boots. And Maurice
himself has owed a friend 50 francs since they
went out at the weekend. During the morn-
ing break, he transfers the money to him from
smartphone to smartphone.

At home in the evening, Maurice browses
through various online shops on his tablet and
buys a popular new video game. He pays for
the purchase quickly and easily with TWINT.
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WCM measures
must be individu-
ally tailored to
the company.

Adrian Bronnimann
Head of Key Accounts Sales
& Management

Working capital management

Individually tailored
WCM solutions

For companies to survive, a healthy level of liquidity is essential. With
PostFinance’s Supply Chain Finance services, companies can ensure that
they have sufficient liquidity for their running costs and enough money

to invest in their core business.

The order books are full. The business is grow-
ing rapidly, to the delight of investors and
management. But success also creates prob-
lems. The company has more and more open
customer invoices — because most customers
make the most of their payment deadline. “A
long period of outstanding receivables and
tardy payments can endanger companies’ lig-
uidity,” says Adrian Bronnimann, Head of Key
Accounts Sales & Management at PostFinance.

At the same time, a growing business will it-
self accumulate more and more receivables
from suppliers, which it will of course pay on
time, because the company wants to maintain
its creditworthiness and good relations with its
suppliers.

The risk grows

A gap opens up between outgoing payments
to suppliers and the receipt of payments from
customers. During this period, liquidity for the
business is tied up in inventories or money due
from customers. The risk of liquidity bottle-
necks grows. To pay its own supplier invoices,
the company can draw on debt and equity cap-
ital. But that accrues interest and reduces free
cash flow, leaving less money for new invest-
ments or generation of higher returns.

Optimizing payment deadlines

PostFinance’s Supply Chain Finance solutions
can help businesses remedy this problem: “We
help companies to optimize their payment
deadlines,” says Adrian Bronnimann. Through
its factoring solution, PostFinance purchases a

company’s customer receivables and pays them
within a few days. “This gives the business im-
mediate liquidity — and can also reduce finance
charges.” In reverse factoring, PostFinance
purchases the company’s supplier liabilities for
deliveries and services and pays them on time.
The company can repay the purchased liabili-
ties to PostFinance at a later date of its choice.

Thanks to these WCM solutions from Post-
Finance, the business improves the predictability
of its cash flows. It reduces the risk of payment
defaults and creates confidence among suppli-
ers. Faster availability of customer payments
provides access to more liquidity. This money
is then available for expanding the company’s
core business.

Outsourcing the warehouse

But it's not only financial flows that offer po-
tential for optimization. Warehouse manage-
ment also makes challenging requirements
on a company in terms of availability, service
quality and storage cost rate. With off-balance
logistics, the business hands over its invento-
ries to PostFinance — both physically as well as
in the balance sheet, where the reduction of
inventories increases liquidity.

Suppliers now deliver their goods directly to
PostFinance, which together with PostLogistics
operates the warehouse and delivers the goods
to the customer on demand. In this way, the
company reduces its logistics assets to a min-
imum and meets new logistics demands with-
out additional investment.
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What is working
capital management?

Working capital is about as important to
companies’ survival as oxygen is to people.

To generate earnings, a company must spend
a share of its cash on inventory. It must be able
to build up accounts receivable on the balance
sheet and requires liquidity to settle its current
liabilities in day-to-day business. These assets
are capital that is tied up and cannot be used
for either interest-bearing investments or the
expansion of business activities.

Well-run companies understand the value of
actively managing their net current assets; the
technical term used is working capital manage-
ment. The focus is on issues such as optimized
warehousing with shorter stock turnover
times or efficiency improvement in receivables
management.

e

Optimizing liquidity or strengthening
self-financing capacity: WCM enables
company cash flows to be carefully
directed.
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Harmonization of payment transactions

Prepared for the future of payment transactions

The Swiss financial center is harmonizing payments and introducing the ISO
20022 standard. As the market leader in Swiss payment transactions, PostFinance
adopted an active approach to the changeover very early on and is now the first
financial institution in Switzerland to be fully based on the new standard.

Cross-border trade and cash flow, as well as
the associated processes and an increasing
level of automation, require standardized pay-
ment transactions. The Swiss financial center
has therefore decided to harmonize payment
transactions with the ISO 20022 standard.

By creating a new standard and a uniform for-
mat for the exchange of information, we can
eliminate potential sources of error. Time- and
cost-intensive reformatting will be done away
with, and searches will be significantly simpli-
fied. At the same time, the Swiss financial
center is strengthening its competitive edge
and laying the foundations for digitization.
This means that all companies in Switzerland
will have to adapt their financial software.

QR bill

Replacement of current
inpayment slips

One of the key benefits of the changeover to
ISO 20022 is that it significantly simplifies to-
day’s document world. All previous inpayment
slips will be replaced by a QR bill with payment
part and Swiss QR code. One precondition for
the introduction of the QR bill is for all bank
customers concerned to have completed the
plans for the harmonization of Swiss payment
transactions. This is not yet the case at pre-
sent. As the owner of the QR bill, SIX Interbank
Clearing Ltd has therefore decided to carry out
a re-assessment in mid-2018, and, in order to
give customers, software partners and banks
sufficient time for technical preparation for
the QR bill, it will not be introduced before
mid-2019.

PostFinance is ISO-ready

As of 1 January 2018, payment transactions via
PostFinance run exclusively in accordance with
the ISO 20022 standard. To ensure smooth
operation from the New Year on, more than
50,000 companies had to adapt their finan-
cial software by the end of 2017 at the latest.
To achieve this ambitious goal, PostFinance
worked closely with software partners, began
regularly informing its customers of the final
deadline as early as 2015 and was fully com-
mitted to supporting them during the change-
over. This effort paid off: PostFinance is the first
Swiss bank to be ISO-ready.

)

1SO 20022

is the international standard for
electronic data exchange in the
financial industry. It defines a
uniform data format.

The advantages

— Additional status messages
for credit transfers

— New options for notifications
— Universal payment references

— Uniform direct debiting
procedures

Thanks to the great effort made
by our customers and employees,
we successfully completed the
switch to ISO 20022 at the end

of 2017.

Alfred Meyenberg
Harmonization of Payment Transactions
at PostFinance Programme Leader
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People and
the environment

The culture at PostFinance fosters
straightforward working relationships
on an equal footing, with transparent
hierarchies and uncomplicated co-
operation across all levels and depart-
ments. PostFinance’s employees are
taking the company into the future
and shaping the digitization of the
financial sector. As a financial institu-
tion operating throughout Switzerland,
PostFinance is also committed to a
range of sponsorships and partner-
ships relating to sport, economy

and education.

B

3,950
employees strive to achieve
PostFinance’s objectives each day.

®

46
different nationalities ensure a diverse
corporate culture at PostFinance.

€

42%
is the increase in CO, efficiency
compared to the base year 2010.

&

100%

of the electricity consumed by
PostFinance comes from “naturemade
basic”-certified renewable energies
from Switzerland.

/4

N

g

5.5 million

francs were added by the Top Scorers
to the fund for young ice hockey
players in the last 16 years.
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Assuming
responsibility

PostFinance assumes responsibility for people, the environment and society. The financial
service provider promotes the diversity of its employees and creates the framework condi-
tions to ensure that management positions are also open to staff with a reduced employ-
ment level. When investing customer deposits, PostFinance considers it extremely impor-
tant to adhere to ethical and sustainable principles. And with its support of the younger
generation, PostFinance also sets priorities outside the financial business.
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Key figures

2,009 women

and 1,941 men are
employed by PostFinance
in total.

12%
of employees are over
55 years old.

33%

of members of the
PostFinance Executive
Board are women.

At PostFinance,
a healthy work-
life balance can
be achieved -
by both women
and men.

Helene Miiller
Head of HR
Development & Marketing

Diversity

Woman power in a male domain

Almost 30 percent of PostFinance employees in management positions are
women. The financial institution has focused on mixed teams for many years
and promotes a corporate culture with equal opportunities for both genders.

Does PostFinance do enough to further wom-
en’s careers? At PostFinance, promoting equal
opportunities for women is not an isolated pro-
gramme — it forms part of a higher-level strate-
gy aimed at achieving diversity. This is because
an appropriate proportion of women at the top
of a company makes a significant contribution
to the success of the enterprise. Mixed teams
are more innovative and better able to meet
customers’ requirements — not only has this
been shown in renowned studies, but many
managers have now also had positive experi-
ences of such teams.

Equal opportunities for men and women
For many years, PostFinance has promoted a
corporate culture in which women and men
have equal opportunities and an equal chance.
With respect to career opportunities and
achieving a good work-life balance in particu-
lar, PostFinance does not differentiate between
the sexes. All management positions are con-
sistently advertised with an employment level
of 80 to 100 percent. This leads to more wom-
en submitting their application for job vacan-
cies. PostFinance also helps employees achieve
a good work-life balance thanks to measures
such as flexible working models.

Management role o o o
women

72%
men

Nevertheless, it is important for PostFinance
to respond to gender-specific concerns and to
actively contribute to the further development
of role understanding. PostFinance is therefore
committed to both equal pay and opportuni-
ties for women and to providing men with op-
tions for achieving a good work-life balance.

Top marks from “Fachstelle UND”

external specialists

PostFinance was awarded the “Family AND
Profession” label in June 2016. The label is
awarded for a healthy balance between work,
family and leisure and underscores Post-
Finance's commitment to positioning itself as a
family-friendly employer. The external specialists
placed particular emphasis on the high level of
acceptance of flexible working time models,
the promotion of time- and location-indepen-
dent work practices and the week’s holiday dur-
ing the summer holidays. It will be recertified
in 2019, and PostFinance is endeavouring to
push ahead with further improvements, includ-
ing offers of alternative forms of work such as
top-sharing, which are designed to enable an
even better work-life balance at senior man-
agement levels.

Working hours

40%
part-time

60%
full-time
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PostFinance has a great social responsibility

Gabriela Langer has been Head of Working Environment at PostFinance since
1 November 2017. In this role, the qualified psychologist and business economist
is responsible for the Human Resources and Logistics units, which comprise more

than 100 employees.

Gabriela Langer, you came to PostFinance
at an eventful time.

Yes, | did. Digitization as a social trend has long
since reached the financial sector. That is why
we are transforming PostFinance into a digital
powerhouse. This has an impact on our organi-
zation and our processes, but above all on each
individual employee.

In which specific areas does PostFinance
feel the impact of digitization?

To name a few examples: more and more of
our customers are handling their finances inde-
pendently via digital channels. This means that
they visit our branches less frequently and the
volume of paper used for payment transactions
is reduced. In addition, we can use robotics to
make many internal processes more efficient
and automate them end-to-end. And last but
not least, the way our employees go about
their work has also changed. Mobile working
and working from home have led to a signifi-
cant overcapacity of office space today.

How is PostFinance responding to these trends?
We are implementing a range of different
measures this year. First, we are continuously
automating and digitizing our processes. This
will lead to a reduction of around 45 full-time
positions, although we are trying to achieve
this reduction without redundancies wherev-
er possible. At the same time, we are closing
the Kriens and Minchenstein locations as of
30 June 2018 due to the overcapacity of office
space. On 1 June 2018, we will also transfer
document processing to Swiss Post Solutions,
and by the end of the year, we will integrate
the St Gallen Contact Center into the one at
Netstal. And finally, we are reviewing the cus-
tomer zones in our branches and adapting
them to the new branch concept.

Jobs are being lost, and employees are moving
to new places of work. How do you help staff
with this change?

The changes that are coming cause uncertain-
ty and sometimes also fear. As an employer,
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PostFinance understands both its
economic interests and its social
responsibility as an employer.

Gabriela Langer
Head of Working Environment

we now have a particularly great social respon-
sibility towards our employees. We therefore
place great importance on timely and trans-
parent communication and keep the entire
workforce informed at all times of the chang-
es involved in the journey towards the digital
powerhouse. We hold information events for
employees who are directly affected by a par-
ticular measure, and we make an active effort
to involve the social partners. In addition, we
discuss individual situations with each of these
employees in one-to-one meetings and seek
the best possible solution.

Last autumn, PostFinance conducted
a consultation process. What was it about?

Given the potential impact of the planned
measures, we were required by law to conduct
a consultation process. This process also gave
us the opportunity to discuss our deliberations
thoroughly with the workforce and explain our
reasons to them. Specifically, all PostFinance
employees were contacted and had 30 days
to make suggestions on how to avoid possi-
ble redundancies, limit their number or mit-
igate their consequences. The Executive Board
examined the feasibility and cost-effectiveness
of the proposals submitted in detail. As none
of the proposals received could replace the
planned measures, we will now implement the
latter swiftly.

PostFinance’s transformation into a
digital powerhouse ultimately affects
each and every employee.

Gabriela Langer
Head of Working Environment

Does that mean that the consultation
process was merely for show?

No. Although the measures discussed in the
consultation process will all be implemented,
numerous good proposals on how to imple-
ment them were submitted during this period.
We discussed these in several rounds of nego-
tiations with our social partners and took them
into account in coming to our decision on the
way forward.

How does the cooperation with
the social partners work?

When social partners negotiate with compa-
nies, they take a tough line. That's part of the
process. And when we outsource a section of
the company, as in the current year, it is under-
standable and appropriate to their role that the
unions will have fundamental difficulties with
that.

What was the outcome of the negotiations?
Fortunately, we were able to agree mitigating
provisions with our social partners that go well
beyond our collective employment contract
and improve the personal situation of the em-
ployees affected. The results show that Post-
Finance understands both its economic interests
and its social responsibility as an employer. This
is not only important now, but also for the fu-
ture of PostFinance.
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More than 70 billion
francs in customer deposits are
invested by PostFinance in com-
pliance with strict ethical rules.

Sustainability

Vital corporate culture and

clean investments

When investing its customer deposits in the financial markets, PostFinance
follows the internationally recognized ethical requirements of the Norwegian
sovereign wealth fund. Internally, PostFinance also takes its responsibility to
the environment and its employees seriously.

PostFinance is not allowed to issue its own
loans or mortgages. The financial institution
therefore invests more than 70 billion francs
of customer deposits in the financial markets.
This includes the money that customer Mareike
keeps in her account. For Mareike, it is impor-
tant that her money is not invested in compa-
nies or organizations that support unethical
business practices and/or damage the environ-
ment. And so Mareike wants to know: how
does PostFinance invest its customer deposits?

The requirements of the Norwegian
sovereign wealth fund

As one of the largest financial institutions in
Switzerland, PostFinance is aware of its social
and environmental responsibility. It reviews all
investments according to the criteria of the
Norwegian sovereign wealth fund. An ethics
council made up of five people analyses every
single investment made by the largest sover-
eign wealth fund in the world. The council
places companies that do not meet its high
ethical standards on an exclusion list. This pub-
licly accessible list is considered an internation-
al benchmark for ethical investments.

iy

Financing of cities and municipalities

in Switzerland

PostFinance is the largest financier of public-
sector entities and government-related com-
panies in Switzerland. More than 10 billion
francs are invested in this segment in the form
of multi-year borrower’s note loans. This makes
PostFinance, albeit indirectly, one of the largest
financiers of domestic infrastructure projects.

Green bonds on the Swiss capital market
The issue of sustainability is also increasingly
apparent in relation to public issues on the cap-
ital market. One example of this is an environ-
mental bond issued by the Canton of Geneva in
2017, which is used to finance energy-efficient
buildings in the healthcare sector. PostFinance
invested a sum of almost 150 million francs
in this bond, which accounts for more than a
quarter of the total.

We invest our customer deposits not
only in accordance with economic
principles, but also in accordance with
ethical and sustainable principles.

Marc Bonfils
Head of Treasury
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UND

FAMILY AND
PROFESSION

Family AND Profession

Attractive working
conditions

Internally, PostFinance takes its social, environ-
mental and economic responsibilities seriously,
with policies of fairness to its employees and
prudent use of resources. Commitment to
sustainability is a vital corporate culture. Both
the “Friendly Work Space” award and the
“Family AND Profession” label show that Post-
Finance offers attractive working conditions
and promotes the health and well-being of its
employees.

Employees are encouraged to switch from their
car to public transport with a free half-fare
travelcard or a discounted GA travelcard.

Energy efficiency improved continuously
Energy efficiency at PostFinance data centers
has been improved continuously since 2008.
In addition, only electricity from renewable
sources is used for their operation.
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Ice hockey as a brand experience

Focused on Swiss ice hockey

PostFinance concentrates its commitment to sponsorship on national ice hockey.
Since the 2017/2018 season, the focus has been on the National League and the
promotion of young talent. Emotional branding appearances by players strength-
en the brand and support young ice hockey talent.

Jockeying around the goal, power plays, gang
checks — ice hockey is powerful, dynamic and
emotional, and appeals to a wide audience. This
makes the sport particularly well suited to Post-
Finance’s sponsorship activities — in line with the
"digital powerhouse” corporate strategy.

Ice hockey is and will remain the most impor-
tant sponsorship commitment for PostFinance.
What is new is the focus: “We concentrate our
ice hockey presence on appearances in Swit-
zerland,” says Thomas Zimmermann, Head of
Brand Experience at PostFinance. Since 2001,
PostFinance has been the principal sponsor of
the Swiss Ice Hockey Federation and the Na-
tional League. The successful partnership was
extended from the 2017/2018 season for an-
other five years. In addition, PostFinance sup-
ports ten National League clubs with direct
sponsorship. In the Swiss League, PostFinance
is present with the Top Scorer project. For the
national teams, PostFinance acts as official
partner. And just recently, the naming partner-
ship with the PostFinance Arena in Berne was
extended by five years. PostFinance therefore
remains the biggest sponsor of Swiss ice hock-
ey. “With the current portfolio, we have found
the ideal mix for ice hockey sponsorship,”
explains Thomas Zimmermann. “The focus is
on the Top Scorers in the National League and
Swiss League, and on the PostFinance Trophy
schools tournament.”

Awakening emotions - on all channels

The PostFinance brand is linked emotionally to
ice hockey: not only in stadiums, but also on
digital channels, where photos are liked, videos
posted and results discussed. And in the thick
of it, PostFinance, which can deliver its brand
message directly to its target group. Comple-
menting this is PostFinance’s presence in digital
ice hockey with its sponsorship of the virtual
NHL games from EA Sports. “In the future,

there will be an even closer focus on brand
emotionalization,” says Thomas Zimmermann
with assurance. The department itself pointed
the way with its renaming from “Sponsoring”
to “Brand Experience”.

The partnerships with the Swiss Sport Aid Foun-
dation and the ibelieveinyou.ch crowdfunding
platform also remain in place and complete
PostFinance’s commitment to Swiss sport.

Fostering young talent

Top scores
for the juniors

The points they score count as double: the
players with the flame helmets score points for
their team and for talented young ice hockey
players. In the current season, PostFinance has
further expanded its successful Top Scorer
concept. For each goal and the first and second
assist, the Top Scorers get one point, which in
the National League is now worth 300 francs
for the junior division of each club — instead of
the previous 200 francs. In the Swiss League, it
is now 200 francs instead of 100. In addition,
the largest young talent promotion initiative in
Swiss ice hockey also supports the national as-
sociation: at the end of the qualification, Post-
Finance doubles the total from both leagues
for the benefit of the national junior teams.

)

With our ice hock-
ey sponsorship,
we emotionalize

the PostFinance
brand.

Thomas Zimmermann
Head of Brand Experience
at PostFinance

More than

20,000 children

in the past ten years have chased
the puck across the ice at the
PostFinance Trophy schools
tournament.
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Corporate governance

Swiss Post Ltd and PostFinance Ltd are guided

by the SIX Swiss Exchange “Directive on Infor-
mation Relating to Corporate Governance” and
the recommendations of the “Swiss Code of Best
Practice for Corporate Governance” drawn up by
economiesuisse.

The PostFinance Ltd remuneration scheme meets
the “Minimum standards for remuneration
schemes of financial institutions” defined by the
Swiss Financial Market Supervisory Authority
(FINMA) (Circular 2010/1).

Open and transparent communication is the key
to good corporate governance. This creates trust
with customers, employees, Swiss Post as the
shareholder and with the public.
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Basic principles

Corporate governance forms the regulatory framework for the responsible management and moni-
toring of a company. It concerns both its organizational structure and control system, and its corpo-
rate culture and values.

PostFinance Ltd has drawn up a Code of Conduct that sets out its convictions in detail. This forms
the basis for its employees’ actions.

Corporate structure and shareholders

Legal form and ownership

PostFinance Ltd is a private limited company under private law and a subsidiary of Swiss Post Ltd.
PostFinance Ltd is subject to regulation by FINMA and has been granted a licence in accordance with
the Banking Act and the Stock Exchange Act. The Board of Directors is the highest supervisory body
within PostFinance Ltd.

Capital structure

The company has 2 billion francs of share capital divided into 2 million registered shares, each worth
1,000 francs. The share capital is fully paid in and is wholly owned by Swiss Post Ltd.

Structure of the financial group PostFinance Ltd

The financial group PostFinance Ltd consists of the parent company PostFinance Ltd and its subsidiary
Lendico Schweiz AG, which is wholly owned by PostFinance Ltd. As a result of the ownership struc-
ture of PostFinance Ltd and of Swiss Post Ltd, there are no cross-participations.

Board of Directors

Composition

The Board of Directors has seven members, with a majority of seats representing Swiss Post Ltd. Three
of its members (Rolf Watter, Hans Lauber and Michaela Troyanov) are independent as defined by
FINMA requirements. Members are elected for two years.
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Rolf Watter

Chairman of the Board of Directors,
member since 2012, Switzerland,
1958, Prof. Dr. iur. University of
Zurich, LL.M. Georgetown Universi-
ty, USA

Committees:

Organization, Nomination & Remu-
neration; Risk; Core Banking Trans-
formation

Professional background:

Law firm Bar & Karrer (partner);
honorary professor at the University
of Zurich. Previous directorships:
Nobel Biocare Holding Ltd, Mem-
ber, Chairman of the Board of
Directors; Zurich Insurance Group,
Member; Syngenta Ltd, Member;
Bar & Karrer, Board of Directors and
Executive Board; Cablecom Holding
AG, Chairman of the Board of
Directors; Forbo Holding Ltd,
Vice-Chairman; Feldschlésschen
Beverages Ltd, Member; Center-
pulse, Vice-Chairman

Key posts:

AP Alternative Portfolio Ltd (Mem-
ber of the Board of Directors);
Aryzta Ltd (Member of the Board of
Directors); A.W. Faber-Castell (Hold-
ing) AG (Member of the Board of
Directors); SIX Regulatory Board
(Member) and Chairman or
Vice-Chairman of the Foundation
Board of three charitable founda-
tions

Marco Durrer

Vice-Chairman of the Board of
Directors, member since 2012,
Switzerland, 1952, Dr. és sc. pol.
(Relations internationales), MALD,
The Fletcher School, Tufts Universi-
ty, USA

Committees:
Organization, Nomination & Remu-
neration (Chair)

Professional background:
Directorships; Valiant Privatbank
AG (CEO and Member of Executive
Management, Valiant Holding AG);
Lombard, Odier, Darier, Hentsch &
Cie (Group Management, Branch
Manager Zurich); Deutsche Bank
(Suisse) SA (Head of Sales and
Trading); Credit Suisse (Investment
Banking)

Key posts:

Swiss Post Ltd (Member of the
Board of Directors, Organization,
Nomination & Remuneration Com-
mittee [Chair]); Picard Angst Ltd
(Member of the Board of Directors);
Piguet Galland & Cie SA (Member
of the Board of Directors); DGM
Immobilien AG (Chairman of the
Board of Directors); Comunus
SICAV, (Vice-Chairman of the Board
of Directors)

Alex Glanzmann

Member of the Board of Directors,
member since 2016, Switzerland,
1970, lic. rer. pol. University of
Bern, Executive MBA HSG in Busi-

ness Engineering at University of St.

Gallen

Committees:
Audit & Compliance’; Risk

Professional background:
Swiss Post Ltd (Head of Finance);
PostlLogistics (Head of Finance);
BDO Visura (Vice-Director)

Key posts:

Swiss Post Insurance AG (Chairman
of the Board of Directors); Post CH
Ltd (Member of the Board of Direc-
tors); Post Real Estate Ltd (Member
of the Board of Directors); PostBus
Ltd (Member of the Board of Direc-
tors); Swiss Post pension fund
(Vice-Chairman of the Foundation
Board)

1 Alex Glanzmann stood down from the Board of

Directors’ Audit & Compliance Committee on 15
December 2017.

Hans Lauber

Member of the Board of Directors,
member since 2015, Switzerland,
1962, Economics, University of
Basel, certified federal financial
analyst and asset manager, AZEK

Committees:
Risk (Chair); Audit & Compliance

Professional background:

Bank Julius Bar (Head of Investment
Solutions Group/Chief Investment
Officer, Member of the Executive
Board); ARECON AG (CEQ, Chair-
man of the Board of Directors);
Winterthur Insurance (Head Asset
Management, Chief Investment
Officer, Member of Executive Man-
agement); other positions at UBS,
Coutts Bank and Credit Suisse

Key posts:
Fisch Asset Management Ltd
(Member of the Board of Directors)
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Susanne Ruoff

Member of the Board of Directors,
member since 2012, Switzerland,
1958, Master’s Degree in Econom-
ics from the University of Fribourg,
Executive MBA

Committees:

Core Banking Transformation
(Chair); Organization, Nomination
& Remuneration

Professional background:

Swiss Post Ltd (CEO); British Tele-
com Switzerland (CEO BT Switzer-
land Ltd); IBM Switzerland (Man-
agement Board member, Global
Technology Services); IBM Switzer-
land (Head of Public Sector Divi-
sion); various management posi-
tions in services, marketing and
sales; previous directorships and
positions on Foundation Boards:
Geberit, Bedag, IBM pension fund,
Industrial Advisory Board of the
Computer Science Department of
ETH Zurich; International Post
Corporation (IPC) (Member of the
Board)

Key posts:

Post CH Ltd (Chair of the Board of
Directors), Post Real Estate Ltd
(Chair of the Board of Directors);
PostBus Ltd (Chair of the Board of
Directors)

Michaela Troyanov

Member of the Board of Directors,
member since 2012, Switzerland
and Austria, 1961, Dr. iur., Universi-
ty of Vienna, M.C.J. (Master of
Comparative Jurisprudence), New
York University, USA, lic. iur., Uni-
versity of Geneva

Committees:
Audit & Compliance

Professional background:
Independent consultant; Lombard,
Odier, Darier, Hentsch & Cie (Head
of Legal & Compliance), Swiss stock
exchange organizations (SWX Swiss
Exchange, Admission Board, Takeo-
ver Board, Geneva Stock Ex-
change), leading positions in the
areas of Corporate Governance,
Market Surveillance & Regulation,
Kredietbank (Suisse) SA (General
Counsel), Shearman & Sterling LLP
(Lawyer, Mergers & Acquisitions)

Key posts:

Social Security Funds OAI/INC
("compenswiss”) (Member of the
Board of Directors); Bank SYZ AG
(Member of the Board of Directors)

Adriano P. Vassalli

Member of the Board of Directors,
member since 2012, Switzerland,
1954, federal diploma in auditing

Committees:
Audit & Compliance (Chair)

Professional background:

Studio di consulenza e di revisione
(founder and owner); Arthur An-
dersen (founder and head of the
Lugano and Berne branches, world-
wide partner); Revisuisse AG (audi-
tor and management consultant in
Berne and founder of the Lugano
branch)

Key posts:

Swiss Post Ltd (Vice-Chairman of
the Board of Directors, Audit, Risk
& Compliance Committee [Chair]);
Swiss Red Cross (member of the
Red Cross Council and member of
the Executive Committee of the
Conference of Red Cross Cantonal
Associations); Swiss Red Cross
(Chairman of the Ticino Cantonal
Association and Chairman of the
Sottoceneri Section); ATTEST audit
& consulting SA (Chairman of the
Board of Directors)
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Internal organization

Board of Directors’ role and working method

Under the management of its Chairman, the Board of Directors determines PostFinance Ltd's strate-
gy and exercises supreme supervisory control over the Executive Board and all those subordinated to
it. It defines company and business policy, long-term corporate goals, and the means required to
achieve those goals. It also ensures that the company meets the obligations assigned to it by Swiss
Post Ltd to provide a universal service with payment transaction services. The Board of Directors dis-
cusses its performance and that of its members (self-assessment) on an annual basis and carries out
regular advanced training. Resolutions are passed with the majority of the votes present. The Chair-
man also votes; in the event of a tied vote, he has the casting vote.

Meetings and attendance rates

2017 Number  Attendance rate %
Board of Directors’ Meetings 10 95.7
Board of Directors’” Committee Meetings
Organization, Nomination & Remuneration 8 91.7
Audit & Compliance 9 100
Risk 8 100
Core Banking Transformation (CBT) 4 100

The Board of Directors appoints a standing committee for each of the following areas of responsibil-
ity:

— Organization, Nomination & Remuneration
— Audit & Compliance
— Risk

Board of Directors’ Organization, Nomination & Remuneration Committee

The Organization, Nomination & Remuneration Committee focuses on strategic orientation and the
establishment of leadership principles and corporate culture; the organizational structure at the high-
est level; principles for remuneration policy, performance appraisal and advanced training within the
Board of Directors; principles for retirement policy and other human resources policies. Its members
are:

— Marco Durrer (Chairman)
— Susanne Ruoff
— Rolf Watter

Board of Directors’ Audit & Compliance Committee

The main role of the Audit & Compliance Committee is to determine accounting and financial re-
porting principles and to carry out tasks related to risk management and risk control of non-financial
risks, as well as compliance. It is responsible for liaising with the external auditors and Internal Au-
diting. This includes appointing and dismissing the Head of Internal Auditing. [ts members are:

— Adriano P. Vassalli (Chairman)

— Hans Lauber

— Michaela Troyanov

— Alex Glanzmann (until 15 December 2017)
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Due to the structure of the Swiss Post Ltd Group governance model, the committee did not have a
majority of members who fulfilled the requirement for independence in accordance with FINMA Cir-
cular2008/24 “Supervision and internal control —banks” or Circular 2017/01 " Corporate governance
—banks". Alex Glanzmann stood down from the Board of Directors’ Audit & Compliance Committee
on 15 December 2017, and the majority of members now meet the requirement for independence.

Board of Directors’ Risk Committee

The Risk Committee is responsible mainly for risk management and control of financial risks and risk
policy. Its members are:

— Hans Lauber (Chairman)
— Alex Glanzmann
— Rolf Watter

The majority of committee members are independent of Swiss Post Ltd.

Board of Directors” Core Banking Transformation Committee

For the duration of the Core Banking Transformation project, the Board of Directors has also estab-
lished a committee of the same name. Its aim is to modernize PostFinance’s core banking system.

The Core Banking Transformation Committee is responsible for strategic management, monitoring
progress and dealing with the programme’s key issues. It also addresses aspects that cannot be clar-
ified in subordinated working groups and the Executive Board Steering Committee. It is responsible
for the preliminary processing of requests submitted to the Board of Directors. Its members are:

— Susanne Ruoff (Chair)
— Rolf Watter

Executive Board

Headed by the CEO, the Executive Board is responsible for the operational management of PostFi-
nance Ltd. There are nine members of the Executive Board. They may not take on corporate govern-
ance positions within the Group and may not be members of the Board of Directors of PostFinance
Ltd.
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Hansruedi Kéng

CEO, member since 2012, Switzer-
land, 1966, lic. rer. pol. University
of Bern, Swiss Finance Institute
Advanced Executive Program

Professional background:
PostFinance Ltd (Head of Treasury,
Head of Finance, CEO; Member of
the Executive Board since 2003);
BVgroup Berne (Deputy Managing
Director); PricewaterhouseCoopers
Ltd (Senior Manager); Basler Kan-
tonalbank (Member of Executive
Management); Schweizerische
Volksbank (Head of Asset & Liability
Management)

Key posts:
None

Kurt Fuchs

Head of Finance and Deputy CEO,
member since 2011, Switzerland,
1962, qualified banking expert,
Swiss Finance Institute Advanced
Executive Program

Professional background:

UBS (Head of Regional Accounting
& Controlling Switzerland, Head of
Financial Accounting Switzerland);
Swiss Bank Corporation

Key posts:

Bern Arena Stadion AG (Member of

the Board of Directors)

Markus Fuhrer

Head of Delivery Factory IT & Oper-
ations, member since 2014, Swit-
zerland, 1968, Federal Certificate in
Business Information Technology
(WISS), SKU Advanced Manage-
ment Diploma in Corporate Gov-
ernance, AMP-HSG University of St.
Gallen

Professional background:
PostFinance Ltd (Deputy Head of In-
formation Technology, Head of
Core Banking Transformation);
Entris Banking Ltd

Key posts:
None
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Patrick Graf

Head of Corporates, member since
2014, Switzerland, 1973, lic. iur.
and lic. oec. HSG, Executive MBA in
Financial Services and Insurance,
University of St. Gallen

Professional background:
PostFinance Ltd (Project Manager;
Head of Compliance; Head of Legal
Service & Compliance, Head of
Corporate Center), PriceWater-
houseCoopers (Assistant Manager),
Zurich Financial Services (Cash
Manager)

Key posts:

esisuisse (Board member); Finform
Ltd (Member of the Board of Direc-
tors);

SECB Swiss Euro Clearing

Bank GmbH (Member of the Board
of Directors);

SIX Interbank Clearing AG (Mem-
ber of the Board of Directors)

Beat Jaccottet

Head of Business Development,
member since 2017, Switzerland,
1965, Dr. rer. pol. University of
Bern, Executive Development
Program, The Wharton School,
University of Pennsylvania, USA

Professional background:
PostFinance Ltd (Head of Core
Banking Transformation);

Avaloqg (Program Manager Avaloq
Banking System, Head of BPO
Implementation); SBB (Head of
Technology & Innovation, Member
of the SBB Infrastructure Executive
Board); Swisscom (Head of Applica-
tion Engineering, Member of the
Swisscom IT Services Executive
Board)

Key posts:
None

Felicia Kolliker

Head of Risk, Legal & Compliance,
member since 2017, Switzerland,
1977, M.A. HSG in Legal Studies,
University of St. Gallen, DAS in
Compliance Management, Institute
of Financial Services IFZ Zug

Professional background:
PostFinance Ltd (Head of Compli-
ance, Head of Regulation unit,
Project Manager); Malik Manage-
ment Center St. Gallen;
Huber+Suhner AG

Key posts:
Lendico Schweiz AG (Chair of the
Board of Directors)
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Gabriela Langer

Head of Working Environment,
member since 2017, Switzerland,
1971, lic. phil. I Psychology and
Business Administration at the
University of Zurich,

Executive Master’s in systematic,
solution-oriented coaching from
the University of Applied Sciences
and Arts Northwestern Switzerland
in Olten, Executive MBA HSG

Professional background:
localsearch.ch (Head of HR and
Member of the Executive Board);
SBB Cargo (various other positions);
SIG Beverages International AG
(Head of Employee Development);
Credit Suisse (Head of the Gradu-
ates and Management Develop-
ment Sector)

Key posts:
Pantex AG (Member of the Board
of Directors)

Daniel Mewes

Head of Investment Solutions,
member since 2017, Switzerland,
1973, lic. rer. pol. University of
Bern, Finance and Investment
Expert AZEK, Executive MBA — Uni-
versity of Applied Sciences in Busi-
ness Administration Zurich/Darden
School of Business, University of
Virginia, USA

Professional background:
PostFinance Ltd (Head of Product
Management Financial Services);
Zurich Financial Services (various
positions including Financial
Consultation Specialist)

Key posts:

PostFinance Retirement Savings
Foundation 3a (Member of the
Foundation Board)

Sylvie Meyer

Head of Retail, member since 2013,
Switzerland/France, 1960, Manage-
ment Executive MBA at Fribourg
School of Management

Professional background:
PostFinance Ltd (Head of Contact
Center); Swisscom (positions in-
cluding Director of Sales and Mar-
keting of the subsidiary SICAP)

Key posts:

TWINT Ltd (Member of the Board
of Directors), PostFinance concilia-
tion office (Member of the Founda-
tion Board)


https://localsearch.ch
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Changes in the year under review

Valérie Schelker left PostFinance Ltd in March 2017 and was replaced by Gabriela Langer as Head of
Working Environment on 1 November 2017. Until then, Daniel Marti was in charge of Working En-
vironment on an interim basis.

As part of PostFinance's new strategic focus, the IT and Operations units were combined on 1 July
2017 to form “Delivery Factory IT & Operations” headed by Markus Fuhrer. The previous Head of
Operations, Peter Lacher, left the Executive Board at the end of June 2017. The new "Risk, Legal &
Compliance” and “Investment Solutions” units were also created on 1 July 2017.

Beat Jaccottet (Business Development), Felicia Kolliker (Risk, Legal & Compliance) and Daniel Mewes
(Investment Solutions) were appointed as new members of the Executive Board on 1 July 2017.

Information and supervisory tools

Reporting

The Board of Directors receives regular reports from the Executive Board as well as from the follow-
ing units: Internal Auditing, Finance, Risk Control, Compliance and Security. Ten meetings were held
in 2017.

The Executive Board receives regular reports from the following units: Internal Auditing, Finance, Risk
Control, Compliance and Security. It meets once every two weeks on average.

Internal control system

PostFinance Ltd has an integrated internal control system. Internal control refers to all the control
structures and processes in place throughout PostFinance Ltd that form the basis for attaining cor-
porate goals and operating the company in line with the regulations in force. In formal terms, the
business monitoring process and entire internal control system comply with the eight-level COSO II
framework and “three lines of defence” concept.

Effective internal control requires control measures that have been integrated into work processes,
risk management processes, processes to ensure compliance with applicable standards and appro-
priate reporting. Risk control is completely separate from risk management.

Internal Auditing

Internal Auditing is PostFinance Ltd's independent inspection body. It is the Board of Directors’ man-
agement tool for control purposes. Internal Auditing works independently of PostFinance Ltd’s daily
business processes and is an autonomous unit from an organizational standpoint. Functionally, it
reports to the Board of Directors. The Chairman of the Board of Directors’ Audit & Compliance Com-
mittee is responsible for HR management, while the Board of Directors is in charge of technical man-
agement. This guarantees maximum independence. The Board of Directors’ Audit & Compliance
Committee appoints the Head of Internal Auditing, who then appoints the remaining members of
staff. The Head of Internal Auditing also appoints a deputy.
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Remuneration

Basic principles

The PostFinance Ltd remuneration scheme meets the “Minimum standards for remuneration schemes
of financial institutions” defined by FINMA (Circular 2010/1).

Remuneration policy

Corporate risk, scope of responsibility and the Confederation’s Ordinance on Executive Pay are taken
into account by the Board of Directors when setting the remuneration due to members of the Exec-
utive Board. The amount of the fees paid to members of the Board of Directors is based on their
function and the demands placed upon them. Expenses are reimbursed. The chairing of committees
and any extraordinary efforts conducted outside the range of normal Board activities are remunerat-
ed additionally. Remuneration of the Board of Directors is determined by the General Meeting.

Remuneration structure

Remuneration for members of the Executive Board is comprised of a fixed base salary and a variable
performance-related component. This may amount to a maximum of 35 percent of the gross annu-
al base salary (45 percent for the CEQ). It is determined on the basis of benchmarks for Swiss Post
Ltd (30 percent) and PostFinance Ltd (30 percent) as well as the individual’s own performance (40
percent). At Swiss Post Ltd level, the variable component is calculated on the basis of the economic
value added (weighting: 70 percent) and customer satisfaction (weighting: 30 percent). At PostFi-
nance Ltd level, return on equity (weighting: 50 percent), customer satisfaction and unit fitness ac-
cording to the employee survey (weighting: 25 percent each) are used to calculate the variable com-
ponent.

Members of the Executive Board receive a first-class GA travelcard, a company car if necessary (pri-
vate use is invoiced), a mobile phone and a monthly expense account. PostFinance Ltd pays the in-
surance premiums for a risk insurance policy. Life insurance is taken out for the CEO. Individual bo-
nuses may be paid to reward special personal contributions.

Neither the members of the Executive Board nor persons closely linked to them received any addi-
tional fees, remuneration, guarantees, advances, credits, loans or benefits in kind during the financial
year. Both the base salary and the performance-related component are insured for members of the
Executive Board. Occupational pension provision for salary components up to twelve times the max-
imum Swiss Old Age and Survivors’ Insurance (AHV) retirement pension (2017: 338,400 francs) is
handled by the Swiss Post pension fund in accordance with the basic plan and supplementary plan
1. Any income in excess of this amount is covered by an external comprehensive insurance solution.
Contributions to occupational pension provision are divided in line with the regulatory provisions
applicable to the Swiss Post pension fund. Employment contracts are based on the Swiss Code of
Obligations. Severance payments can be paid in justified cases up to a maximum of half the gross
annual salary. The notice period for members of the Executive Board is six months.

The following weightings are given to the benchmarks for calculating the variable remuneration due
to staff exercising a control function: Swiss Post Ltd (15 percent), PostFinance Ltd (20 percent), the
individual’s own performance (65 percent). In addition, care is taken that no individual targets are
linked to the financial success of PostFinance Ltd.
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A penalty system also
applies for calculating
the variable salary
component.

Consideration of risk

A penalty system also applies for the calculation of the variable salary component of members of the
Executive Board. All three performance levels are taken into account (Swiss Post Ltd, PostFinance Ltd
and individual performance) to determine whether the threshold for the variable component has
been reached. The variable component is only paid on reaching this value. There is a penalty area
below the threshold for the variable salary. If a penalty applies, the variable salary component is re-
duced accordingly. One third of the variable salary component that is actually awarded is booked to
a special account for variable remuneration. One-third of the balance of this account is paid out from
the third year. The remaining two thirds of the variable salary component are paid out directly. If, as
a result of the penalty system, a negative variable salary component is awarded, this negative amount
is booked to the account for variable remuneration and the account balance is reduced accordingly.

2017 remuneration
Human Resources

PostFinance Ltd paid a total of 379 million francs in salaries to its staff in 2017. This sum consists of
fixed salaries of 353 million francs and variable components of 26 million francs for 2016, which
were paid in 2017. Remuneration of 24 million francs for 2017 will not be paid until subsequent
years.

PostFinance employed 3,950 staff on average in 2017. This corresponds to 3,474 full-time equiva-
lents.

Board of Directors

The members of the Board of Directors (including the Chairman) received remuneration of 797,535
francs (fees and fringe benefits). The fringe benefits amounted to 237,535 francs. The Chairman of
the Board’s fee totalled 200,000 francs, and fringe benefits amounted to 26,135 francs. Remunera-
tion for members of the Board of Directors who also held an Executive Management position at Swiss
Post was paid directly to Swiss Post Group.

Executive Board

The members of the Executive Board (incl. the CEO) received remuneration of 3,295,924 francs (base
salaries, fringe benefits, variable remuneration and fringe benefits). The fringe benefits amounted to
207,206 francs. The variable remuneration payable to members of the Executive Board is based on
the average attainment of targets in the previous two years. The variable remuneration payable in
2018, which is based on attainment of targets in 2016 and 2017, and, for several Executive Board
members on the payment from the account for variable remuneration, amounts to 784,218 francs.

The base salary of the CEO stood at 550,000 francs, and the variable remuneration amounted to
231,590 francs, of which 70,351 francs were paid from the account for variable remuneration.
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CHF 2016 2017
Chairman of the Board of Directors
Fees 200,000 200,000
Fringe benefits
Expenses and representation allowances 20,000 20,000
First-class GA travelcard 5,970 6,135
Total remuneration 225,970 226,135
Other members of the Board of Directors (6)’
Fees 360,000 360,000
Fringe benefits
Expenses and representation allowances 38,200 36,600
Additional fringe benefits 147,800 174,800
Total remuneration 546,000 571,400
Entire Board of Directors (7)’
Fees 560,000 560,000
Fringe benefits 211,970 237,535
Total remuneration 771,970 797,535
Chief Executive Officer
Fixed base salary 532,000 550,000
Variable remuneration (payable the following year)
Variable salary component 160,513 161,239
Outpayment from account for variable remuneration? 65,216 70,351
Fringe benefits
Expenses and representation allowances 19,200 19,200
Additional fringe benefits3 33,056 32,961
Total remuneration 809,985 833,751
Other members of the Executive Board (10)*
Fixed base salary 1,927,062 1,754,500
Variable remuneration (payable the following year)
Variable salary component® 463,011 384,103
Paid from the account for variable remuneration® 207,765 168,525
Fringe benefits
Expenses and representation allowances 105,000 96,250
Additional fringe benefits? 45,990 43,095
Additional payments”’ 6,000 15,700
Total remuneration 2,754,828 2,462,173
All members of the Executive Board (11)8
Fixed base salary and variable remuneration 3,355,567 3,088,718
Fringe benefits 209,246 207,206
Total remuneration 3,564,813 3,295,924

A wN =
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Remuneration for the two members of the Board of Directors who also held an Executive Management position at Swiss Post was paid directly to Swiss Post Group.

For the financial year 2017, the Chief Executive Officer receives an outpayment from his account for variable remuneration.

Additional fringe benefits include: first-class GA travelcard, company car, mobile phone and premiums for risk insurance policies.
This includes the remuneration for ten Executive Board members. Four members were appointed during the year and two stepped down during the year. One position

was partially vacant.

The previous year’s figure was erroneously stated; it was too high by 143,847.

No payments from the account for variable remuneration have yet been made to the four Executive Board members newly appointed in 2017.

UPU Award of CHF 100 for seven members; top bonus for Valérie Schelker.
This includes the two members who stepped down in 2017.
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Management contracts

PostFinance Ltd has not concluded any management contracts with companies or individuals outside
Swiss Post Group.

Auditor

According to the provisions of the Swiss Code of Obligations on the subject of corporate law, the
auditors are to be appointed by the General Meeting. According to the Banking Act and Stock Ex-
change Act, this is the responsibility of the Board of Directors. Each term of office is one year. KPMG
have been appointed as the auditors (accounting and regulatory audit) in accordance with the Swiss
Code of Obligations as well as the Banking Act and Stock Exchange Act. Their work is carried out by
two separate audit teams. The term of office for the head auditor in each case is one year. The man-
date for the auditors in accordance with the Banking Act and Stock Exchange Act was awarded to
KPMG and the current auditor in charge engaged for the first time in 2013. In accordance with the
provisions of the Swiss Code of Obligations, the head auditor may exercise his mandate for a maxi-
mum of seven years. In the year under review, the expense for PostFinance Ltd for auditing and
consultancy fees from KPMG stood at a total of 2,534,761 francs, of which 548,792 francs were due
for the accounting audit and 1,985,969 francs for the regulatory audit. The auditors may provide the
overall management body with information in the form of reports during their accounting and
regulatory audits, as well as with extraordinary reports in the course of their activities. They may also
attend meetings held by the Board of Directors or its Committees.

Information policy

PostFinance maintains regular contact with its parent at various levels, in particular with regard to
the universal service for payment transaction services.

Reporting concepts are in place for FINMA and OFCOM as well as for the SNB. The authorities are
informed about events within their area of responsibility promptly and on a regular basis.

PostFinance examines current money-related topics in a range of publications for its customers. The
online magazines Ganz einfach (https://magazin.postfinance.ch) for private customers, +Finance
(https://plusfinance.postfinance.ch) for business customers and +Performance (https:/plusper-
formance.postfinance.ch) for individual customers are published several times a year (available in
German, French and lItalian). PostFinance is also present on social networks and makes an active
contribution to shaping dialogue on Facebook, Twitter, Instagram, LinkedIn, Xing and YouTube.


https://magazin.postfinance.ch
https://plusfinance.postfinance.ch
https://plusperformance.postfinance.ch
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Management report

PostFinance is one of Switzerland's leading financial
institutions and is a reliable partner for 2.9 million
private and business customers who manage their
own finances.

As the number one for payment transactions in 2017,
PostFinance ensured a seamless daily flow of liquidity
with 1,072 million transactions.

PostFinance employed 3,950 staff in 2017. This
corresponds to 3,474 full-time equivalents.

In 2017 PostFinance recorded an operating profit
(EBIT) of 543 million francs and generated company
profits (EBT) of 463 million francs. Total assets rose
by one billion francs to 121 billion francs.

Customer deposits were down by around 600 million
francs, with a growing trend towards transferring
assets from postal and savings accounts to investment
products such as funds and shares.

The ongoing uncertain situation on the domestic and
international financial and capital markets with low
and in some cases negative interest rates increasingly
presents PostFinance with significant challenges.
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Business activities

Markets

PostFinance is one of Switzerland'’s leading retail financial institutions. We are the ideal partner for
all customers who want to manage their own finances, anytime and anywhere. As the market lead-
er in Swiss payment transactions, we ensure a seamless daily flow of liquidity. Whether in payments,
savings, investments, retirement planning or financing — we offer our customers everything to meet
their daily financial needs, including our simple products with attractive conditions and easy access
to us.

Customers

Almost 2.6 million private customers and 0.3 million business customers put their trust in PostFinance.
Our range of services is straightforward and user-friendly, enabling our customers to manage their
own finances, anytime and anywhere. We are there for them whenever they need advice: in branch-
es operated by PostFinance or Swiss Post, or online and by phone in our Contact Center. We advise
our business customers in person at their premises — because that's the best place to identify their
needs.
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PostFinance has had
a banking licence
since 2013.

Regulatory framework

Legal framework

PostFinance is a private limited company under private law wholly owned by Swiss Post Ltd. PostFi-
nance was granted a banking licence as a bank and securities dealer on 26 June 2013 and is subject
to regulation by the Swiss Financial Market Supervisory Authority (FINMA). Postal legislation and the
strategic goals of the Federal Council remain relevant to PostFinance’s business activities. In particu-
lar, postal legislation specifies that PostFinance must provide a universal service for payment transac-
tions throughout Switzerland. It also states that PostFinance may not issue loans and mortgages to
third parties. PostFinance has been one of Switzerland’s five systemically important banks since sum-
mer 2015. This highlights the importance of PostFinance for the Swiss financial system. However, as
a systemically important bank, PostFinance must also meet additional regulatory requirements.

Developments
Customers

As a result of technological progress, customers increasingly have access to better networks, so are
more well informed. The sheer volume of information available makes things more complex for in-
dividuals. There is a demand for simple solutions that offer security and comfort, and hence a positive
customer experience. This allows us to give our customers genuine added value.

Competition

PostFinance operates in a dynamic market environment with ever greater competition. The digital
revolution in retail banking is continuing. Growing numbers of new competitors from other industries
and countries are attempting to gain a foothold in payment transactions and retail banking.

Economy

The past few months have seen further improvements in the international environment. The global
economy exhibited strong, broad-based growth in the third quarter. International trade, in particular,
remained dynamic. In view of companies’ higher capacity utilization and growing confidence, invest-
ment continued to recover. The employment trend remained positive, which helped to buoy house-
hold confidence, too. Inflation in most advanced economies trended sideways in recent months.

The Swiss National Bank (SNB) is leaving the interest rate on sight deposits at -0.75 percent and its
target range for the three-month Libor at between —1.25 and —-0.25 percent. The SNB reaffirms that
it will remain active in the foreign exchange market, as necessary. In the SNB’s view, the Swiss franc
is still highly valued. The negative interest rate and the SNB’s willingness to intervene in the foreign
exchange market as necessary remain essential. The expansionary monetary policy aims to stabilize
price developments and support economic activity.

Regulation

Regulatory requirements are increasing within the banking sector. Due to global harmonization, in-
ternational laws are being applied or giving rise to an equivalent Swiss solution. The new regulations
focus mainly on offering greater transparency and on meeting the growing information requirements
of customers, authorities and the public. This increasing regulatory pressure is leading to consider-
ably higher costs, which will no doubt result in even more pressure on margins.
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PostFinance makes
handling money as
easy as possible.

Strategy

PostFinance aims to help its customers manage their money as easily as possible. Its approach is based
on an in-depth understanding of what customers need, both now and in the future. Working to
achieve this is what drives all PostFinance employees on. To reach its goals, PostFinance is prepared
to take unconventional steps and to keep surprising its customers in a positive way.

Positioning

PostFinance is the first choice for retail customers who would like to manage their own finances,
anytime and anywhere. We provide solutions that make it easier for them to manage their financial
affairs and give them added value. For our corporate customers, we provide a tailor-made service
that fits in perfectly with their value chain.

Digital powerhouse

New opportunities are opening up for PostFinance in the digital world: the profitability of services is
improving thanks to digitization, and PostFinance is setting itself apart from the competition by de-
veloping innovative digital business models.

PostFinance, the Swiss digital powerhouse within financial services, is promoting digital penetration
among its broad customer base and increasing profitability by exploiting customer potential more
effectively as it introduces new digital services. At the same time, cost efficiency is being improved
by end-to-end digitization. PostFinance provides a simple range of services in the digital — and above
all = mobile world, and impresses customers by offering them the best customer experience and a
rapid response to their changing requirements. As a digital powerhouse, PostFinance is conserving
its customer interface for banking operations and other bank-related transactions. It offers its cus-
tomers an appropriate portfolio of products and services with additional services from third parties.
Its existing business is also being redesigned from a digital customer perspective.

Commentary on business performance

Key figures

In the financial year 2017, PostFinance generated company profits (EBT) as per Group IFRS guidelines
of 463 million francs. This represents a decline of 79 million francs or 14.6 percent.

The ongoing uncertain situation on the financial and capital markets with low and in some cases
negative interest rates again led to a significant decline in the interest differential business, which is
the most important source of revenue for PostFinance. This situation will remain a challenge over the
next few years. Higher non-interest related revenue in net service and commission income and trad-
ing activities, one-off capital gains from the sale of two equity portfolios, and portfolio reversals of
impairment on financial investments, all had a positive effect on operating income. One-off depre-
ciation and impairments on participations had a negative impact on earnings before tax. PostFinance
also had to make the first Group compensatory payment for the letter of comfort agreed as part of
the too-big-to-fail stabilization plan for systemically important banks.
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The sales and transactions figures confirm the emphasis placed on customers who manage their own
finances and use our simple, attractive products. The introduction of a fee on the credit balance that
exceeds the exemption limit of one million francs for private customers too resulted in a marginal
outflow of customer deposits and partly in a transfer of assets to funds and securities investments.

PostFinance Ltd | Key figures

2017 with previous year for comparison 2016 2017
——

Balance sheet

Total assets as per IFRS CHF million 119,435 120,837
Capital ratio as per guidelines for systemically

important banks % 171 171
ARB leverage ratio % 4.5 4.7

Income statement (as per Group IFRS guidelines)

Operating income CHF million 1,675 1,693
Operating profit (EBIT) CHF million 575 543
Company profits (EBT) CHF million 542 463
Return on equity ! % 9.7 8.3
Cost-income ratio % 65.6 68.0

Customer assets and loans

Customer assets? CHF million monthly avg. 119,436 119,797
Funds, securities and life insurance? CHF million monthly avg. 8,246 9,968
Customer deposits CHF million monthly avg. 111,190 109,829

Development of customer deposits CHF million 4,479 -611

Managed assets as per provisions of Circ. 2015/13 CHF million 45,845 46,305

Inflow of new money as managed assets CHF million 197 -714

Loans to business customers (taken up) CHF million 9,894 10,185

Mortgages? CHF million 5,361 5,650

Market and employee key figures

Customers In thousands 2,952 2,890
Private customers In thousands 2,651 2,594
Business customers (incl. banks and agencies) In thousands 301 296

E-finance users In thousands 1,743 1,756

Accounts — private customers In thousands 4,449 4,418

Accounts — business customers In thousands 396 391

Customer satisfaction — private customers Index 80 80

Customer satisfaction — business customers Index 78 76

Average headcount Full-time equivalents 3,599 3,474

Employee satisfaction Index 79 78

Transactions

Transactions In millions 1,044 1,072

1 Return on equity = company profits (EBT) as per Group IFRS guidelines/average eligible equity capital as per ARB.

2 Commission business in cooperation with financial partners.

3 PostFinance reports customer assets and managed assets. “Customer assets” includes all assets held by customers based on average monthly assets. “Managed assets”
encompasses only values deposited for investment purposes on the reference date.



44 PostFinance Ltd
Annual Report 2017
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General developments

There has been a further rise in divergence between the monetary policy stances of major currency
areas. The US Federal Reserve increased base interest rates three times in 2017, and the Bank of Eng-
land gave an indication that it would raise interest rates for the first time in more than ten years. The
Swiss National Bank (SNB), the European Central Bank (ECB) and the Bank of Japan on the other
hand maintained their highly expansionary monetary policy. Their base interest rates remain histori-
cally low, and unconventional measures such as interventions in the currency market, bond purchas-
es or control of long-term interest rates remain integral parts of their monetary policy instruments.
This international divergence in monetary policy is rooted in discrepancies between the status of the
business cycle and the inflation situation in the various countries.

Differences in monetary policy stances are expected to accentuate further in 2018. Additional inter-
est rate increases are planned in the US and cannot be ruled out in the UK.

In contrast, the expansionary policy in Switzerland, the euro area and Japan should be maintained,
at least in the short term.

The ECB is conserving its very expansionary monetary policy. It has no plans to touch base interest
rates, which should remain at the current low level for some time yet. The only slight reduction will
be in monetary policy stimulus via the bond purchase programme. Although purchases should con-
tinue until at least September 2018, volumes will decrease. According to the latest inflation forecasts,
inflation is expected to rise to just 1.7 percent by 2020.

Swiss monetary policy will also remain expansionary. In its December assessment, the SNB confirmed
its willingness to intervene in the foreign exchange market as well as the negative interest rate of
—-0.75 percent.

Although the Swiss franc has weakened further, in the SNB's view, the Swiss franc remains “highly
valued”. Despite the improved economic outlook, the conditional inflation forecast is higher in the
short term only, whereas inflation prospects are moderate in the medium term. The maximum infla-
tion limit of 2 percent is not likely to be reached until mid-2020 — provided that the expansionary
monetary policy is maintained. There is therefore no question of abandoning the current expansion-
ary policy in the near future.

Long-term interest rates remain at low levels and have altered very little recently. Although the glob-
al economic outlook remains very positive, the subdued inflation forecasts and interest rate expecta-
tions will continue to weigh on long-term interest rates, as will the expansionary monetary policy
stance around the world.

Economic signals for the coming months are encouraging. The SNB expects the global economy to
continue developing favourably. It has even raised its forecasts slightly for the euro area and the US.
Economic recovery and convergence with the inflation target are most advanced in the US. The Fed-
eral Reserve plans to continue its gradual policy normalization. By contrast, the European Central
Bank (ECB) intends to pursue its asset purchases until at least September 2018, and to leave its key
rate unchanged beyond this horizon. In Japan, the highly expansionary monetary policy also looks
set to continue.
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Assets and financial situation

In the year under review, total assets rose by 1.4 billion francs. Customer deposits were down by
around 600 million francs. Further growth of customer deposits was recorded in sight deposits of
both private and business customers. Fees on credit balances over a certain exemption limit had to
be maintained for selected individual customers due to the negative interest rates on sight deposit
balances at the SNB, resulting in a further outflow of customer deposits. In February 2017, the fee
on the credit balance had to be extended to include private customers with assets of over one mil-
lion francs. This measure concerns only a very small number of customers, and had only a marginal
impact on the development of customer deposits.

PostFinance continues to invest a large proportion of its assets in long-term fixed-interest financial
investments in Switzerland and abroad. A very large amount of liquidity was still held at the SNB as
at 31 December 2017.

In the year under review, a growing trend was observed towards transferring assets from savings ac-
counts to investment products such as funds and shares. PostFinance provides services in the com-
mission business such as funds, e-trading, life insurance and credit cards in cooperation with partners.
Average customer assets in investment products stand at around 10 billion francs.

Investments

In the year under review, PostFinance invested significant amounts in the modernization of the core
banking system and in the harmonization of payment transactions project. Some of these expenses
are capitalized and systematically amortized following roll-out.

At the end of 2017, the real estate portfolio of 21 properties had a market value of 1.1 billion francs.
PostFinance invested around 37 million francs in developing and preserving the value of its own
properties in 2017.

Work on the residential and office building in Frauenfeld is progressing on schedule. PostFinance in-
vested over 13 million francs in this construction and renovation project in 2017. The building will
be putinto use at the end of 2018. Contracts have already been signed with anchor tenants. Demand
is also high for the centrally located apartments.

Work on the construction project in Zurich-Oerlikon began in spring 2017 with the demolition of
part of the building. Modern commercial and residential space will be created in an ideal location in
two stages by 2021.

In 2017 approximately 10 million francs were invested in the Geneva 2 property located immedi-
ately next to the railway station. Changes in postal usage had resulted in empty floorspace. Targeted
investments in expanding and improving access to the property aim to make it attractive to the rent-
al market. The impressive building has a lettable area of 75,000 square metres, which requires con-
stant investments in maintenance and modernization.

PostFinance made additional investments by way of capital contributions in participations in connec-
tion with corporate venturing.
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Balance sheet

PostFinance Ltd | Balance sheet as per Group IFRS guidelines

CHF million 31.12.2016 31.12.2017
Assets

Cash and cash equivalents 1,777" 2,113
Amounts due from banks 35,936 37,105
Interest-bearing amounts due from customers 405 348
Trade accounts receivable 21 23
Other receivables 774 705
Inventories 4 4
Financial investments 79,166 79,309
Participations 56 19
Tangible fixed assets 486 420
Investment property 236 261
Intangible assets 167 181
Deferred tax assets 407 349
Total assets 119,435" 120,837
Liabilities

Customer deposits 111,231 113,709
Other financial liabilities 1,839 843
Trade accounts payable 83 106
Other liabilities 144 101
Income tax liabilities 0 1
Provisions 396 263
Deferred tax liabilities 82 82
Equity 5,242 5,343
Profit for the year 418 379
Total liabilities 119,435" 120,837

1 PostFinance modified the disclosure of open item accounts in the second quarter of 2017. A customer settlement account is now disclosed in amounts due from banks on
the assets side of the balance sheet, and settlement accounts from ATMs are recognized in customer deposits on the liabilities side. These items were previously reported
under cash holdings. The balance stood at 88 million francs as at 31 December 2017 (31 December 2016: 68 million francs). The aim of this change is to take the
ordinary course of business into account more accurately in future disclosures
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The interest differen-
tial business is the
most important
source of income.

Profit situation

Change in the recognition method for interest expense on assets and interest income
from the borrowing business (restatement 2016)

PostFinance changed the recognition method for interest expense on financial assets and interest
income from the borrowing business in the course of the financial year 2017. Interest expense on
assets (negative interest) is reported in interest expense, and interest income from the borrowing
business (fees on the credit balance) is disclosed in interest income. The aim of this change is to take
negative interest rates and fees on the credit balance into account more closely. Reclassification is
recognized directly in equity in the comparison period; as at 31 December 2016, 12 million francs of
commission income on securities and investment business were reclassified as interest income from
the borrowing business, and 24 million francs of commission expenses were reclassified as interest
expense on financial assets.

Operating income

The interest differential business remains the most important source of revenue for PostFinance. The
persistently low interest rates and lack of profitable investment opportunities weighed heavily on
interest income during the financial year 2017 (=77 million francs year-on-year). This situation will
remain a challenge in the coming years, particularly as PostFinance is not allowed to issue its own
loans and mortgages. The decline in net interest income, net of impairment, was partially offset by
portfolio reversals of impairment on financial investments.

Operating income benefited from one-off capital gains of 109 million francs from the sale of two
equity portfolios in January 2017 as part of the revision of the investment strategy. One-off gains
from the targeted sale of a participation and an equity portfolio had already boosted operating in-
come in the previous year.

Non-interest related revenue in net service and commission income and trading activities, which in
recent years has been encouraging, also had a positive effect on operating income.

Operating expenses

Headcount decreased by —125 full-time equivalents year-on-year to an average of 3,474 full-time
equivalents. As part of its new strategic focus, PostFinance is placing an emphasis on the simplifica-
tion and digitization of its services and processes. Vacant positions were therefore only partly filled.
As a result of a provision in connection with the transformation into a digital powerhouse, personnel
expenses remained on a par with the previous year despite the decline in headcount.

General and administrative expenses (+7 million francs) were affected by expenses for strategic pro-
jects.

Company profits (EBT)

PostFinance recorded earnings before tax of 463 million francs (=79 million francs year-on-year). De-
preciation in connection with strategic projects for the modernization of the core banking systems,
as well as real estate and impairments on participations, had a negative impact on earnings before
tax. For the first time, there was also a Group compensatory payment for the letter of comfort agreed
as part of the too-big-to-fail stabilization plan for systemically important banks.

Economic value added of 150 million francs was generated in 2017. At 8.3 percent, return on eg-
uity was in line with our expectations. Despite a consistent focus on costs, the cost-income ratio rose
slightly.
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Income taxes
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Expenses for current taxes were down 43 million francs year-on-year due to the lower statutory result

in 2017 (result in accordance with the Accounting rules for banks (ARB)).

Profit for the year

PostFinance achieved profit for the year of 379 million francs, down 39 million francs year-on-year.

Reconciliation of the income statement from the segment disclosure with the PostFinance

profit for the year

Swiss Post includes the financial services market segment in its reporting. It indicates transfers of in-
dividual income and expense items from PostFinance to other Group units from a Group perspective.
It also contains fully consolidated participations, some of which were sold in the course of 2016. The
following table reconciles the financial services market segment result with the PostFinance profit for

the year in accordance with Group IFRS guidelines.

PostFinance Ltd | Reconciliation of income statement
Segment disclosure on PostFinance’s profit for the year as per Group IFRS
guidelines

CHF million 2016 2017
Segment operating profit (EBIT) prior to fees and net cost compensation 542 549
Expenses from management fees, licence fees and excess costs, as well as income

from net cost compensation 14 -5
Normalization (profit adjusted for one-off items) - -
Segment operating profit (EBIT) after fees and net cost compensation 556 544
Financial expenses — PostFinance Ltd -4 -78
Investment income from subsidiaries and associates 1 1
Operating profit from subsidiaries 19 -1
Losses from the sale of subsidiaries and associates -30 -3
Company profits (EBT) 542 463
Expenses for current taxes -78 -35
Expenses for deferred taxes —-46 -49
Profit for the year 418 379
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The simplicity and
reliability of services
are the main factors
that drive customer
satisfaction.

Income statement

PostFinance Ltd | Income statement as per Group IFRS guidelines

CHF million 2016 2017
Net interest income, net of impairment’ 939 923
Net income from services 167 170
Net commission income' 66 91
Net trading income 200 236
Net income from financial assets 99 85
Other net income 204 188
Operating income 1,675 1,693
Personnel expenses -507 -507
General and administrative expenses -527 -534
Operating expenses -1,034 -1,041
Gross profit (EBDIT) 641 652
Depreciation of fixed assets -66 -109
Operating profit (EBIT) 575 543
Net financial income -33 -80
Company profits (EBT) 542 463
Expenses for current taxes -78 -35
Expenses for deferred taxes -46 -49
Income taxes -124 -84
Profit for the year 418 379

1 Change in the recognition method for interest expense on assets and interest income from the borrowing business (restatement 2016). See comment on page 48.

Non-financial results of a material nature
Customer satisfaction

PostFinance’s private customers remain very satisfied, awarding PostFinance 80 points on a scale of
0 to 100 for customer satisfaction. Despite a slight decrease, a good score of 76 points was also ob-
tained among business customers. 96 percent of private customers, and 92 percent of business cus-
tomers questioned described themselves as satisfied, very satisfied or impressed.

One of the factors with the most influence on customer satisfaction is the generally positive image
of PostFinance as a fair, secure and trustworthy bank. Customers also appreciate products and ser-
vices that are straightforward to use and make it easier for them to manage their daily financial af-
fairs.

Although the current interest rate situation is perceived negatively by private and business customers
alike, the impact on overall satisfaction and hence on customer migration is minimal. For business
customers, comprehensive customer advice plays a key role in connection with the upcoming har-
monization of payment transactions.

Staff motivation

Participation levels in the employee survey remained high again this year, with 86.8 percent of Post-
Finance staff responding. The changes over the past year are reflected in the results. Amidst the
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comprehensive change processes and associated uncertainty, the overall results nevertheless convey
a positive image.

Commitment (identification, fluctuation and motivation) represents the central element of the survey
and achieved a very good score of 86 points (down 2 points on 2016). Staff identify with PostFinance
and are fully committed to their work. The slight decline is principally due to a lower identification
rate and greater intention to change jobs.

At 78 points, the work situation was rated just as highly as in 2016. Direct line managers, team in-
teraction and work content received the highest scores in this index. Employees are also very satisfied
with working hours regulations and with the opportunity to balance their private and professional
life.

Unit fitness declined by one point this year, but still achieved a positive score of 74 points. The low-
er ratings given to strategy and management are noticeable in this index.

Staff satisfaction levels are reflected in the score given to employee satisfaction. Although this aspect
was rated one point lower than the previous year, its score remains high at 78 points.

Risk assessment

The current negative interest rate environment presents PostFinance with particular challenges. Of
particular significance is the fact that PostFinance is almost entirely exposed to the current interest
environment when making new investments due to the lending prohibition and its investment activ-
ity on the money and capital markets. Returns on investments are therefore maintained by cautious
expansion of capital market investments in the lower investment grade area, combined with a mod-
erate increase in the credit risks taken. The term structure of the investment portfolio is coordinated
with the refinancing structure, enabling the company to benefit from scenarios involving a rise in
interest rates. The market risks taken are of secondary importance. Greater volatility on the equity
markets only has limited effects on the result achieved by PostFinance, for example. Market risks are
measured and evaluated rapidly. The liquidity situation at PostFinance remains very stable at a high
level.

In principle, the major risks at PostFinance arise from the longer-term persistency of the current neg-
ative interest environment, particularly while the interest level of deposit products remains limited to
0 percent. Additional challenges could emerge as a result of new regulatory developments that Post-
Finance is particularly exposed to due to the restricted flexibility in its business model imposed by law.
PostFinance is less affected by increased market volatility thanks to its large fixed income portfolio.

Customer transaction volumes

In the year under review, total assets rose by 1.4 billion francs. Customer deposits were down by
around 600 million francs on average. Further growth of customer deposits was recorded in sight
deposits of both private and business customers. Fees on credit balances over a certain exemption
limit had to be maintained for selected individual customers due to the negative interest rates on
sight deposit balances at the SNB, resulting in a further outflow of customer deposits.

In February 2017, the fee on the credit balance had to be extended to include private customers with
assets of over one million francs. This measure concerns only a very small number of our customers,
and had only a marginal impact on the development of customer deposits.

Adjustments were made to customer interest rates in the savings and retirement planning segments
in the fourth quarter of 2016. In the year under review, a growing trend was therefore observed to-
wards transferring assets from savings accounts to investment products such as funds and shares.
Average customer assets in investment products rose by an encouraging 21 percent and stood at
around 10 billion francs in 2017.
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The topic of investment is becoming of greater strategic importance at PostFinance. PostFinance
wants to increase awareness of its investment products, and organized successful campaigns on the
subject. This is underpinned by the launch of new products. For example a new fund was launched
in November: the PostFinance Fonds High Dividend. This fund focuses on Swiss and international
shares with high dividend yields and is suitable for investors looking for regular dividends.

In the commission business, sales volumes for funds and e-trading increased, as did those for life
insurance, credit card and mortgage products. PostFinance offers these products in cooperation with
partners.

PostFinance processed 1,072 million payment transactions, representing an increase of 2.7 percent
year-on-year. Overall, our customers carried out transactions representing a total volume of almost
1,800 billion francs. These figures illustrate the major importance of PostFinance in the Swiss finan-
cial services market. Inpayments at Swiss Post branches declined further as electronic processing
gained ground. Particular growth is being seen in transaction volumes in the interbank sector and in
trading activities (EFT/POS) as well as in e-finance.

2017 milestones
Digital powerhouse

PostFinance wants to become Switzerland's leading digital bank. In 2020, PostFinance customers
should be able to carry out their banking transactions predominantly via online and mobile channels
— faster, more easily and more securely than with our competitors. This creates a direct benefit for
our customers — and helps us to design our internal processes more efficiently.

PostFinance has successfully introduced a chat function with a virtual assistant at postfinance.ch. We
want to use virtual assistants to automate repetitive inquiries, maintain the same level of quality in
our response at all times, and become more efficient as a result.

We want to bring our digital services closer to our customers. We aim to offer experience-oriented
advice with the pop-up store concept.

We are seeking to reduce complexity by simplifying our provision of services and to increase speed
thanks to improved fitness. By optimizing and transforming our core business, we are endeavouring
to achieve simplification through standardization. PostFinance wants to maintain and expand its po-
sition as an innovation leader in the future.

Networking beyond organizational borders and mobile, flexible means of working are helping us on
the road to becoming a digital powerhouse and increasing cooperation, innovation and efficiency.
We need a working environment that illustrates this agility and flexibility, eliminates inefficiency and
supports new ways of working (and working together). A new working environment has therefore
been introduced and a new zone concept set up at the Mingerstrasse and Engehalde sites in Berne.

Innovation and projects

PostFinance has systematically developed its innovation management and adapted its innovation lab
and innovation process in line with organizational changes, incorporating experience gathered in
previous years. Various start-upsand young entrepreneurs have benefited from the innovation pro-
cess. Thanks to innovation projects implemented in association with start-ups, customers have been
able to take advantage of new products and services along their value chain since last year. A plat-
form for the digital initiation of debt collection proceedings has been created with tilbago, for ex-
ample. Employees also make an active contribution to the process and help to launch solutions thanks
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to the open innovation culture and ideal framework conditions. SmartCommerce is a new payment
and online solution that benefited from the innovation process and was launched in 2017, for in-
stance. Future innovations from PostFinance will focus on the creation of new, innovative business
areas. The topic of blockchain is also on the agenda.

Development of products and services

With the May release, not only was the postfinance.ch website redesigned, but optimizations were
also made to e-finance and the app.

It is now possible to apply for a mortgage extension via the appropriate tile in e-finance, for example,
and the reference number is now shown on approval for “Scan now, pay later”. The visual appear-
ance of the app was also modified. PostFinance Benefit offers can now be seen and activated in the
fast service. In addition, push notifications were introduced for e-bill, e-trading and PostFinance
Benefit.

PostFinance wants to make it easier for online shop operators to process payment transactions, and
has therefore launched the PostFinance SmartCommerce online shop solution.

SmartCommerce is intended principally for small retailers looking for a quick and easy way of enter-
ing e-commerce. Larger customers with small product ranges, or charities and associations, can also
enjoy a simple introduction to e-commerce.

Corporate venturing

In the current market environment with low and in some cases negative interest rates, it is essential
to diversify our income structure and tap into new sources of income that do not depend on interest
rate levels. We see potential in the medium term in corporate venturing, by which we mean equity
investment in start-up companies.

The activities initiated in 2016 in the field of corporate venturing were pursued and professionalized.
The Corporate Venture Capital business unit was established in the past financial year to focus on
potential investments in areas derived from PostFinance’s strategy. A total of more than 500 invest-
ment and participation possibilities have already been analysed by the Venture Capital team. In 2017
this resulted in five investments in dynamic growth companies to expand PostFinance’s portfolio. The
activities of the Corporate Venture Capital unit are not an end in themselves, however, but are con-
ducted in close coordination with the strategy and further innovation plans. They thereby enable
PostFinance to use every possible channel to achieve innovation gains.

Harmonization of payment transactions

Swiss payment transactions are being modernized and automated. As part of this harmonization,
the current formats are being switched to the ISO 20022 standard. PostFinance launched the strate-
gic project “Harmonization of payment transactions” back in 2013. Since mid-2014 up to 300 em-
ployees and around 500 software partners have worked tirelessly on the switch to the uniform in-
ternational ISO standard. Thanks to the well-coordinated contributions of all those involved,
PostFinance is the first financial institution in Switzerland to have completed the transition to the ISO
20022 standard.
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Outlook

The Swiss National Bank (SNB) expects the global economy to continue developing favourably. Eco-
nomic recovery and convergence with the inflation target are most advanced in the US. This prompt-
ed the US Federal Reserve to carry out a number of interest rate adjustments and to initiate the re-
duction of the balance sheet in 2017. The Federal Reserve plans to continue its gradual policy
normalization. By contrast, the European Central Bank (ECB) intends to pursue its asset purchases
until at least September 2018, and to leave its key rate unchanged beyond this horizon. In Japan,
the highly expansionary monetary policy also looks set to continue.

The baseline scenario for the global economy is subject to risks. In the medium term, risks for the
international economy are still to the downside. These risks include political developments in certain
countries, as well as potential international tensions, which are difficult to predict and assess. More-
over, the normalization of monetary policy in the advanced economies presents challenges. An abrupt
rise in the currently very low capital market interest rates and risk premia, in particular, could nega-
tively impact the global economy.

The Federal Government's Expert Group expects the Swiss economy to make a speedy recovery over
the next few quarters. The forecast for GDP growth in 2018 is strong at 2.3 percent in the course of
the global economic upturn. A solid 1.9 percent growth is predicted for 2019. Both foreign trade
and the domestic economy are contributory factors in this regard. Employment is likely to increase
noticeably, with unemployment set to drop again.

The SNB confirmed its expansionary monetary policy stance in its assessment of September 2017. It
decided to leave the target range for the three-month Libor unchanged at between —1.25 percent
and —0.25 percent. It also left unchanged, at —=0.75 percent, the interest rate on sight deposits held
by banks and other financial market participants at the SNB which exceed a given threshold. Further-
more, the SNB reaffirmed that it will remain active in the foreign exchange market as necessary, while
taking the overall currency situation into consideration. The negative interest rate and the SNB’s will-
ingness to intervene in the foreign exchange market serve to ease upward pressure on the Swiss franc.
The SNB’s monetary policy thus helps to stabilize price developments and support economic activity.

The SNB'’s conditional inflation forecast for 2017 is 0.5 percent. For 2018, it has predicted inflation
of 0.7 percent. The National Bank anticipates inflation of 1.1 percent for 2019. This forecast is based
on the assumption that the three-month Libor will remain at —0.75 percent during the forecast
period.

The ongoing uncertain situation on the domestic and international financial and capital markets with
negative interest rates in some cases increasingly presents PostFinance with significant challenges.
The competitive disadvantage that we face in not being able to issue our own loans and mortgages
is becoming more pronounced. For this reason, and to guarantee PostFinance’s long-term profitabil-
ity in the current market environment, it is therefore essential to diversify the income structure and
to tap into new sources of revenue in which non-interest income can be generated.

Added to this are changing customer requirements: Our society, and with it the banking world, is
rapidly becoming more and more digital. As a recognized innovator, we not only want to keep up,
but make our mark and be regarded as one of the leading financial institutions. Our aim is of course
to create the ideal combination of the digital and physical worlds in order to offer PostFinance cus-
tomers a consistently positive customer experience.

We will therefore pursue several strategic thrusts as we pave the way to becoming a “digital pow-
erhouse”. We focus on the retail and corporate markets. In the retail market, we manage independ-
ent private and corporate customers, We offer them modular and above all digital standard products
in the areas of money in everyday life, money for the future and money for investments. In the cor-
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porate market, we provide business customers with integrated solutions. The emphasis here is on
payment transactions, working capital management or financing offers, for example.

This strategic transformation process also requires various organizational changes. We will continu-
ously automate and digitize our processes. This will lead to a reduction in the number of full-time
equivalents of around 45 in 2018. We will try to achieve this reduction without redundancies wher-
ever possible. The Kriens and Munchenstein sites will be closed in 2018, and the St. Gallen Contact
Center will be integrated into the Netstal location at the end of 2018. Document processing will be
transferred to Swiss Post Solutions in 2018. The customer zones in our branches are checked regu-
larly and adapted to the new branch concept.

In March 2017, the Swiss financial center provided information about the switch to ISO 20022 and
the new QR bill. The QR bill will replace all inpayment slips from 2019. PostFinance completed the
migration to ISO 20022 at all its customers by the end of 2017. In future, all the information required
for transfers and debits will be sent and received in a standard format. The internationally standard-
ized IBAN will replace all bank and postal account numbers in future. The new QR bill will be intro-
duced as soon as the changeover to the ISO 20022 standard is complete. It will replace all seven
previously valid inpayment slips.

We will replace our core banking system over the Easter weekend in 2018. E-finance and e-trading
will be unavailable from the evening of Maundy Thursday for a period expected to last until the even-
ing of Easter Monday. Other services may be unavailable or only available on a limited basis during
shorter timeframes.

PostFinance’s current core banking system has been in operation since 1993. It is stable and works
very well. On peak days it processes over 15 million book entries. The system has evolved histori-
cally and consists of over 100 applications. It is becoming increasingly complex to maintain the inter-
faces and to integrate innovations properly. PostFinance has therefore decided to replace its core
banking system with more modern standard software from the Indian software manufacturer Tata
Consultancy Services (TCS). More than 240 banks, including the Bank of India and the Bank of Chi-
na, use this standard software, “TCS BaNCS", for their business operations. The software has prov-
en its capacity to handle high transaction volumes. PostFinance is also benefiting from the techno-
logical innovative strength of the global operator TCS.

After Easter 2018 PostFinance will bring the Swiss financial and economic center into a new digital
era with the new banking software and ISO formats. PostFinance will continue to simplify the han-
dling of money for customers by constantly digitizing its processes and bringing new products to
market more quickly.
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Reconciliation

PostFinance issues financial statements in accordance with Group IFRS (International Financial Report-
ing Standards) guidelines and the Accounting rules for banks (ARB) set out in article 6 ff. of the Bank-
ing Act and article 25 ff. of the Banking Ordinance (FINMA Circular 2015/1 “Accounting — banks”).
The following tables show the differences between the two accounting standards in the balance
sheet and the income statement. They reconcile the total assets and the profit for the year in accord-

ance with Group IFRS guidelines with the ARB financial statements.

Balance sheet

PostFinance Ltd | Reconciliation of balance sheet as per Group IFRS guidelines with ARB

CHF million 31.12.2016 31.12.2017
Total assets as per Group IFRS guidelines 119,435 120,837
Assets
Financial investments Revaluation of financial investments held to maturity 25 3
Lower of cost or market value principle for shares/funds as per ARB -82 -17
OCI" bonds/shares/funds in financial investments -327 -378
Participations Amortization of equity securities -3 -12
Lower of cost or market value principle for participations as per ARB - -1
Tangible fixed assets Revaluation of real estate 370 360
Goodwill adjustment in ARB less amortization 1,200 1,000
Other assets Deferred tax assets (assets) -407 -349
Compensation account (assets) 56 165
Hedge fair value compensation account 44 25
[tems in other amounts due to customers PostFinance’s own postal accounts (Finance/Real Estate) 0 0
Items in liquid assets IFRS restatement 68 -
Difference in assets ARB - Group IFRS guidelines 944 796
Liabilities
Other amounts due to customers PostFinance’s own postal accounts (Finance/Real Estate) 0 0
Other liabilities Compensation account (liabilities) 56 165
Employee benefit obligations -247 -243
Deferred tax liabilities (liabilities) -18 -9
OCI" equity interest transfer 47 24
Statutory capital reserve Capital reserves (from revaluations) 1,446 1,340
Retained earnings reserve under IFRS 188 188
Profit for the year Difference in profit as per Group IFRS guidelines — ARB -107 —244
[tems in financial investments OCI" bonds/shares/funds in financial investments -327 -378
Hedge fair value compensation account 44 25
OCI" as per Group IFRS guidelines only OCI" from shares and participations -206 -72
[tems in liquid assets IFRS restatement 68 -
Difference in liabilities ARB - Group IFRS guidelines 944 796
Total assets as per ARB 120,379 121,633

1 Other comprehensive income (other comprehensive income recorded directly in equity).
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PostFinance Ltd | Reconciliation of income statement as per Group IFRS guidelines with ARB

CHF million 2016 2017
Profit for the year (as per Group IFRS guidelines) 418 379
Interest and dividend income from financial investments Amortization of revalued held-to-maturity financial investments -44 -22
Various items of net income Valuation differences for financial investments as per ARB 78 -28
Changes in value adjustments for default risks and
losses from interest operations Reversal of impairment on/impairment of loans 3 -
Result from the disposal of financial investments Realized gains from (earlier than scheduled) sales -5 -34
Personnel expenses Valuation differences between IAS 19 and Swiss GAAP ARR 16 22 -3
Value adjustments on participations and depreciation
and amortization of tangible fixed assets and intangible
assets Revalued real estate -4 -1
Individual impairment loss due to lower fair value -4 -9
Goodwill -200 —-200
Various income statement items Valuation differences for participations as per ARB 0 5
Extraordinary income/extraordinary expenses Realized gains from participations 1 -
Taxes Deferred tax income as per Group IFRS guidelines 46 49
Profit for the year as per ARB 311 136
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Statutory financial statements

PostFinance issues annual financial statements in
accordance with the Accounting rules for banks
(articles 25-28 of the Banking Ordinance, FINMA
Circular 2015/1 “Accounting — banks” ARB).

The statutory financial statements indicate profit
after tax of 136 million francs. Total assets rose

to 122 billion francs in 2017. With a capital ratio

of 17.11 percent, PostFinance exceeds the minimum
capital requirements of Basel III.
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Balance sheet

PostFinance Ltd | Balance sheet as per ARB

Total subordinated liabilities

CHF million Notes 31.12.2016 31.12.2017
Assets
Liquid assets 37,453 38,476
Amounts due from banks 4,397 4,823
Amounts due from securities financing transactions 5 84 24
Amounts due from customers 6 13,169 12,173
Mortgage loans 6 0 0
Trading portfolio assets - -
Positive replacement values of derivative financial instruments 7 65 43
Other financial instruments at fair value - =
Financial investments 8 61,742 62,819
Accrued income and prepaid expenses 598 556
Participations 9,10 101 122
Tangible fixed assets 1 1,259 1,223
Intangible assets 12 1,200 1,000
Other assets 13 311 374
Total assets 120,379 121,633
Total subordinated claims 1 13
of which subject to mandatory conversion and/or debt waiver - -
Liabilities
Amounts due to banks 2,406 543
Liabilities from securities financing transactions 5 723 -
Amounts due in respect of customer deposits 109,709 113,292
Trading portfolio liabilities - -
Negative replacement values of derivative financial instruments 7 268 728
Liabilities from other financial instruments at fair value - -
Cash bonds 114 93
Bond issues and central mortgage institution loans - -
Accrued expenses and deferred income 138 108
Other liabilities 13 8 6
Provisions 16 20 45
Reserves for general banking risks - -
Bank’s capital 17 2,000 2,000
Statutory capital reserve 4,682 4,682
of which tax-exempt capital contribution reserve 4,682 4,682
Statutory retained earnings reserve - -
Voluntary retained earnings reserves - -
Profit carried forward - -
Profit 311 136
Total liabilities 120,379 121,633

of which subject to mandatory conversion and/or debt waiver
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PostFinance Ltd | Off-balance sheet transactions

CHF million Notes 31.12.2016 31.12.2017
Contingent liabilities 25 0 33
Irrevocable commitments 709 722

Obligations to pay up shares and make further contributions

Credit commitments
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Income statement

PostFinance Ltd | Income statement as per ARB

CHF million Notes 2016 2017
Interest and discount income 28 175 171
Interest and dividend income from trading portfolios - -
Interest and dividend income from financial investments 28 790 689
Interest expense 28 -44 4
Gross result from interest operations 921 864
Changes in value adjustments for default risks and losses

from interest operations 21 40
Net result from interest operations 942 9204
Commission income from securities trading and investment activities 40 47
Commission income from lending activities 16 20
Commission income from other services 633 626
Commission expense -462 —438
Result from commission business and services 227 255
Result from trading activities and the fair value option 27 211 222
Result from the disposal of financial investments 28 67
Income from participations 2 2
Result from real estate 68 80
Other ordinary income 158 100
Other ordinary expenses - -20
Other result from ordinary activities 256 229
Operating income 1,636 1,610
Personnel expenses 29 —-488 -512
General and administrative expenses 30 -516 -554
Operating expenses -1,004 -1,066
Value adjustments on participations and depreciation and amortization

of tangible fixed assets and intangible assets =275 -369
Changes to provisions and other value adjustments, and losses -8 -9
Operating result 349 166
Extraordinary income 31 74 10
Extraordinary expenses 31 -29 -
Changes in reserves for general banking risks - -
Taxes 32 -83 -40
Profit 311 136
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Appropriation of profit

PostFinance Ltd | Distributable profit
CHF million 31.12.2016 31.12.2017

Profit for the year 311 136
Profit carried forward - -
Total distributable profit 311 136

At the General Meeting on 6 April 2018, the Board of Directors of PostFinance will propose the fol-
lowing appropriation of profit (previous year: 7 April 2017):

PostFinance Ltd | Appropriation of profit
CHF million 31.12.2016 31.12.2017

Allocation to other reserves - -
Dividend distributions 311 136
Profit carried forward to new account - -
Total distributable profit 311 136
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Cash flow statement

PostFinance Ltd | Cash flow statement as per ARB

Cash inflow Cash outflow Cash inflow Cash outflow
CHF million 2016 2016 2017 2017
Cash flow from operating activities (internal financing)
Profit for the year 311 - 136 -
Value adjustments on participations, depreciation and amortization
of tangible fixed assets and intangible assets 275 - 359 -
Provisions and other value adjustments 7 - 25 -
Change in value adjustments for default risks and losses - 5 - 39
Accrued income and prepaid expenses 54 - 42 -
Accrued expenses and deferred income 20 - - 30
Other items 44 - 23 -
Previous year's dividend - 221 - 311
Subtotal 485 - 205 -
Cash flow from shareholder’s equity transactions
Share capital - - - -
Recognized in reserves - - - -
Subtotal - - - -
Cash flow from transactions in respect of participations,
tangible fixed assets and intangible assets
Participations - 43 1 61
Real estate 11 86 9 45
Other tangible fixed assets - 83 - 47
Intangible assets - - - -
Subtotal - 201 - 143
Cash flow from banking operations
Amounts due to banks 1,186 - - 1,863
Liabilities from securities financing transactions 615 - - 723
Amounts due in respect of customer deposits 2,743 - 3,651 -
Cash bonds - 19 - 22
Negative replacement values of derivative financial instruments 58 - 460 -
Other liabilities - 10 - 1
Amounts due from banks 74 - - 425
Amounts due from securities financing transactions 227 - 59 -
Amounts due from customers - 2,183 998 -
Mortgage loans 0 - 0 -
Positive replacement values of derivative financial instruments - 4 21 -
Financial investments - 4,378 - 1,062
Other accounts receivable - 22 - 64
Subtotal - 1,713 1,029 -
Liquidity
Liquid assets 1,429 - - 1,091
Subtotal 1,429 - - 1,091

Total 1,914 1,914 1,234 1,234
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Statement of changes in equity

Presentation of the statement of changes in equity Volun_tafz
retaine
earnings
Retained Reserves reserves and
earnings for general profit carried Result of
CHF million Bank's capital ~ Capital reserve reserve banking risks forward the period Total
Equity as at 01.01.2017 2,000 4,682 = = 311 = 6,993
Dividends - - - - =311 - =311
Profit = = = = = 136 136
Equity as at 31.12.2017 2,000 4,682 0 0 0 136 6,818
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Notes

1 | Business name and the legal form and domicile of the bank

Business name: PostFinance Ltd (company number CHE-114.583.749)
Legal form: Private limited company (Ltd)
Domicile: Berne (Switzerland)

2 | Accounting and valuation policies
General principles

The bookkeeping, accounting and valuation policies are based on the Swiss Code of Obligations, the
Banking Act and the related ordinance, statutory provisions and the guidelines issued by the Swiss
Financial Market Supervisory Authority (FINMA). The true and fair view statutory single-entity finan-
cial statements give an accurate picture of the assets, liabilities, financial position and results of opera-
tions of the company in accordance with the Accounting rules for banks, securities dealers, financial
groups and conglomerates.

Individual report figures are rounded in the notes, while calculations are carried out using the
non-rounded figures. Small rounding differences may therefore occur.

Foreign currency translation
Balance sheet items in foreign currency are converted at the foreign exchange rates valid at the end

of the year. Any resulting exchange gains and losses are recognized in the income statement. Income
and expenses are converted at the applicable daily rates.

Closing rates
31.12.2016 31.12.2017
—

EUR 1.0753 1.1685
usp 1.0227 0.9766
GBP 1.2554 1.3163
PY 0.0087 0.0087
Offsetting

In principle, no offsetting takes place, except in the cases set out below. Receivables and liabilities
are offset if all the following conditions are met: the receivables and payables arise from transactions
of the same type with the same counterparty, with the same maturity or earlier maturity of the recei-
vable and in the same currency, and cannot lead to a counterparty risk. Positive and negative replace-
ment values with the same counterparty are offset provided that legally recognized and enforceable
bilateral agreements are in place. Value adjustments are deducted from the corresponding asset item.

Trade date/settlement date accounting

In principle, securities transactions are recognized on the trade date. Concluded foreign exchange
and money market transactions are recognized in the balance sheet on the settlement date (value
date). Foreign exchange transactions are recognized in the balance sheet in positive replacement
values of derivative financial instruments or negative replacement values of derivative financial in-
struments until their settlement date.
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General valuation principles
The detailed positions of items in the balance sheet are valued separately (item-by-item valuation).

Liquid assets, amounts due from banks and amounts due
from securities financing transactions

These items are included in the balance sheet at their nominal value or acquisition cost less value
adjustments for impaired loans / receivables. Impairment is measured according to the difference
between the book value of the receivable and the presumably collectible amount, taking into account
the counterparty risk and the net proceeds from the realization of any collateral. Any premiums and
discounts related to bank receivables are accrued over the term. Cash outflows arising from reverse
repurchase transactions are presented as amounts due from securities financing transactions. Finan-
cial investments obtained from transactions as collateral are generally not recognized in the balance
sheet. Interest income from reverse repurchase transactions is accounted for using the accrual-based
accounting principle. Securities lending and borrowing transactions are recorded at the value of the
cash deposits that have been received or made, including the accrued interest. Securities borrowed
or received as collateral are only recognized in the balance sheet if PostFinance gains control over the
contractual rights associated with these securities. Securities lent and provided as collateral are only
taken off the balance sheet if PostFinance loses the contractual rights associated with these securi-
ties. The fair values of the securities borrowed and lent are monitored on a daily basis in order to
provide or claim additional collateral where required. Securities cover for reverse repurchase and se-
curities lending transactions is recognized on a daily basis at current fair values. Fees received or paid
in relation to securities lending and repurchase transactions are stated in the result from commission
business and services.

Amounts due from customers and mortgage loans

These items are included in the balance sheet at their nominal value or acquisition cost less value
adjustments for impaired loans / receivables. Impairment is measured according to the difference
between the book value of the receivable and the presumably collectible amount, taking into account
the counterparty risk and the net proceeds from the realization of any collateral. Any premiums and
discounts related to bank receivables are accrued over the term. Receivables are classed as impaired
at the latest when the contractually agreed payments of capital and/or interest are more than 90 days
outstanding. Interest outstanding for more than 90 days is regarded as overdue. In addition to indi-
vidual value adjustments, PostFinance calculates portfolio value adjustments to cover losses incurred
on the balance sheet date that cannot yet be identified separately. Bad debt provisions are made for
the accounts of private and business customers that have been overdrawn for more than 60 days.
Value adjustments that are no longer economically necessary are released to income. All value ad-
justments are deducted directly from this item in the balance sheet.

Overdue interest, the collection of which is impaired, is no longer accrued as income, but is reported
without interest when its collection is so doubtful that the accrual of such interest is no longer deemed
appropriate. If a receivable is considered entirely or partially uncollectible or a waiver has been grant-
ed, the amount of the receivable is derecognized from the corresponding value adjustment.

Trading portfolio assets

Securities held for trading acquired primarily with the aim of achieving short-term gains by making
targeted use of fluctuations in market prices are measured at fair value. Realized and unrealized profit
and loss from these securities is recorded in the result from trading activities and the fair value option.
Interest and dividend income from securities held for trading is recognized under net interest income.
Where, as an exception, no fair value is ascertainable, valuation and recognition are to follow the
principle of the lower of cost or market value.
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Positive and negative replacement values of derivative financial instruments

Derivative financial instruments which are not accounted for under the hedge accounting rules or
which do not meet the conditions to qualify for hedge accounting are treated as trading instruments.
Derivative financial instruments acquired for trading purposes are recognized at fair value and are
subsequently measured at fair value. Hedge accounting is applied if derivative financial instruments
are effective in offsetting changes in fair value or cash flows attributable to the hedged items. The
effectiveness of these hedges is reviewed every six months. Fair value hedges are used to hedge ex-
posure to changes in fair value of an asset or liability. Changes in the fair value of both the hedging
instrument and the hedged underlying instrument are recognized in the income statement. Cash
flow hedges are used to hedge anticipated future transactions. Changes in value to the extent a
hedge is effective are allocated to the compensation account, while changes in value to the extent
a hedge is ineffective are recorded in the income statement. Positive and negative replacement values
for all derivatives are recognized at fair value in positive replacement values of derivative financial
instruments or negative replacement values of derivative financial instruments.

Financial investments

Financial investments with a fixed maturity that PostFinance intends and is able to hold to maturity
are measured at amortized cost (accrual method). The effective interest method spreads the differ-
ence between the acquisition cost and the repayment amount (premium/discount) over the life of
the investment in question using the present value method. The fair values of financial instruments
are determined on the basis of stock market prices and valuation techniques (present value method,
etc.). In the case of listed financial instruments, the fair values correspond to market prices provided
that such prices have been set on a price-efficient and liquid market. If financial investments intend-
ed to be held to maturity are sold or repaid prior to maturity, the profits and losses realized that cor-
respond to the interest component are accrued over the remaining term. Holdings in equity securities
(shares) are valued according to the principle of the lower of cost or market value. Debt securities
acquired without the intention of being held to maturity are also valued according to the principle
of the lower of cost or market value. PostFinance checks its financial investments on a regular basis
for any indication that an asset may be impaired. Here it looks in particular to fair value trends and
the downgrading of credit ratings by recognized rating agencies or qualified banks. If there are indi-
cations that an asset is impaired, the recoverable amount is calculated. In addition to individual value
adjustments, PostFinance calculates portfolio value adjustments to cover losses incurred on the bal-
ance sheet date that cannot yet be identified separately. Both value adjustments are deducted direct-
ly from this item in the balance sheet. Value adjustments that are no longer economically necessary
are released to income. Recoveries of receivables written off in prior periods are credited to this item
in the balance sheet. Real estate available for sale is recognized in the balance sheet under financial
investments according to the principle of the lower of cost or market value.

Participations
All equity securities in companies intended to be held as long-term investments are reported as

participations. These items are included in the balance sheet at acquisition cost less economically
necessary depreciation in accordance with the individual valuation principle.
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Tangible fixed assets

Tangible fixed assets are recognized in the balance sheet at historical cost less cumulative deprecia-
tion. Tangible fixed assets are depreciated on a straight-line basis over their estimated useful life.
Useful life is as follows:

— IT infrastructure 3—4 years

— Postomats 10 years

— Payment transaction software 10 years
— Real estate 10-50 years

Assets associated with the purchase, installation and development of payment transaction software
are capitalized if they are of measurable economic benefit.

Regular checks are carried out to determine if there are signs of overvaluation. If this is the case, the
book value is compared with the recoverable amount (the higher of fair value less costs to sell and
value in use). If the book value of an asset exceeds its recoverable amount, an impairment equal to
the difference between the book value and the recoverable amount is recognized in the income
statement. Profits realized from the disposal of tangible fixed assets are recorded in extraordinary
income, while realized losses are recognized as extraordinary expenses.

Intangible assets

Surplus assets (goodwill) arising from the initial valuation of a business acquisition are included in the
balance sheet under “Intangible assets” and depreciated over their useful life. Capitalized goodwill
is depreciated on a straight-line basis over a ten-year period. If an assessment on the balance sheet
date shows that the capitalization of a proportion of goodwill is no longer justified, the proportion
in question is additionally depreciated on the relevant date. An assessment is carried out if there are
any indications of impairment.

Accrued income and prepaid expenses, and accrued expenses and deferred income

Interest income and expenses, commission and other income and expenses during the accounting
period are accounted for using the accrual-based accounting principle to ensure that they are cor-
rectly represented in the income statement.

Amounts due to banks, liabilities from securities financing transactions and amounts due
in respect of customer deposits

Private and business accounts are included in the balance sheet at their nominal value. Financial in-
vestments transferred as collateral as part of repurchase transactions continue to be recognized in
the balance sheet under “Financial investments”. Interest expenses from repurchase transactions are
accounted for using the accrual-based accounting principle. Securities cover for repurchase and se-
curities borrowing transactions is recognized on a daily basis at current fair values. Amounts borrowed
from banks and cash bonds are recorded on the balance sheet at nominal value.

Provisions
Provisions are made according to objective criteria for all risks detectable on the balance sheet date
and presented under this item in the balance sheet. Provisions that are no longer economically nec-

essary are released to income.

Contingent liabilities, irrevocable commitments, obligations to pay up shares and make
further contributions

These items are recorded at their nominal value as off-balance sheet transactions. Provisions are made
for foreseeable default risks.
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Pension benefit obligations

The accounting treatment of pension benefit obligations at PostFinance is based on Swiss GAAP ARR
16/26 in accordance with FINMA Circular 2015/1, margin no. 495 ff. PostFinance employees are in-
sured with the Swiss Post pension fund foundation under a Duoprimat (combined defined benefit
and defined contribution) scheme in accordance with the Federal Law on the Occupational Old-age,
Survivors' and Disability Benefit Plan (BVG). Staff are thereby insured against the financial conse-
quences of old age, death and disability. The retirement benefits of all active members are calculated
on a defined contribution basis and the risk cover (death and disability) on a defined benefit basis.
Expenses related to pension benefit obligations are recognized in personnel expenses. Pension
benefit obligations represent the actuarial present value of benefits for the employee’s eligible insur-
ance period and take the future into account by including statistical probabilities such as death and
disability.

The employer contribution reserve is part of the Swiss Post pension fund. PostFinance Ltd has no
power of disposal over it. The employer contributions are not capitalized, given that PostFinance does
not have control over the future economic benefit.

Taxes

Income tax is determined in each reporting period on the basis of the profit/loss accrued for the year.
Deferred tax liabilities are calculated at the current tax rate. Accruals and deferrals are recognized in
the balance sheet under accrued income and prepaid expenses or accrued expenses and deferred
income.

The tax consequences of time differences between the values of assets and liabilities shown in the
balance sheet and their tax bases are recognized as deferred taxes under provisions. Deferred taxes
are determined separately in each business period.

Outsourcing of business units

PostFinance Ltd has outsourced various services to Swiss Post Group companies. Outsourcing rela-
tionships exist, notably with Post CH Ltd in payment transactions, financial and IT services, and with
Swiss Post Solutions Ltd for printing and sending account documents and for the e-bill solution.

Accounting changes year-on-year

In the financial year 2017, there were no accounting changes year-on-year.

Business policy on the use of derivative financial instruments and hedge accounting
PostFinance Ltd uses derivative financial instruments exclusively to hedge interest and currency risks.

The bond market in Swiss francs is not sufficient to cover PostFinance Ltd's investment requirements.
It therefore also invests in foreign currency bonds. As a general rule, two methods are used to hedge
foreign currency risks. A proportion of the foreign currency bonds refinanced in Swiss francs are
hedged by means of cross-currency interest rate swaps (CCIRS). The advantage of this hedging ap-
proach is that the amounts of all future cash flows (coupons, nominal value repayment) in Swiss
francs are already known on the date of conclusion of the transaction. However, it rules out the
diversification benefits associated with the varying amounts and performance of term spreads of
different foreign currency yield curves. To take advantage of this diversification potential and access
bond markets on which CCIRS are only available with high illiquidity discounts, the currency risks of
certain foreign currency bonds are hedged by means of a currency overlay of rolling short-term for-
eign exchange forward contracts (FX forwards).

The foreign currency risks arising from equity/fund mandates are also hedged on a rolling basis using
FX forwards.
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Interest rate swaps are used to control duration on the assets side. Long (short) duration bonds are
transformed into short (long) duration bonds by means of interest rate swaps. In principle, interest
rate swaps are used to control the maturity transformation strategy in the overall balance sheet.

Types of hedged items and hedging transactions

PostFinance Ltd mainly uses hedge accounting in connection with bonds (hedging of interest and
currency risks by means of interest rate/interest rate currency swaps) and shares (partial hedging of
the currency risk via foreign exchange forward contracts).

Composition of groups of financial instruments
Financial investments that are sensitive to interest rates and currencies are hedged by micro hedges.
In the case of shares, the currency risk is largely reduced by foreign exchange forward contracts.

Economic relationship between hedged items and hedging transactions

PostFinance Ltd records the relationship between the hedging instrument and the hedged item on
the date on which a financial instrument is classed as a hedging relationship. The information record-
ed includes the risk management objectives and strategy of the hedging transaction, and the methods
used to measure the effectiveness of the hedging relationship. The economic relationship between
the hedged item and the hedging transaction is constantly measured on a prospective basis in the
course of effectiveness tests by measuring factors such as inverse performance and its correlation.

Effectiveness measurement
Hedging is deemed to be highly effective if the following criteria are essentially met:

— Hedging is considered to be highly effective both upon its initial recognition (on a prospective basis
via regression analysis) and throughout its term (retrospectively via the dollar offset method).

— There is a close economic relationship between the hedged item and the hedging transaction.

— There is an inverse relationship between the value changes of the hedged item and those of the
hedging transaction with regard to the hedged risk.

— The actual results of the hedging are within a range of 80-125 percent.

Ineffectiveness

If the result of the effectiveness test is within a range of 80-125 percent, hedge accounting may be
applied for the relevant period in accordance with IAS 39. If this results in an ineffective portion, this
is included in the income statement for the period in question.

Events after the balance sheet date

On the date of issue of the financial statements, no material events had occurred as at 31 Decem-
ber 2017 which would have to be disclosed in the financial statements and/or in the notes.

3 | Risk management
Business model and risk profile

PostFinance operates mainly in the fields of payment transaction services, the receipt of customer
deposits, accounts and related services. It also handles customer securities trading, carries out invest-
ments in its own name, and manages other financial services on behalf of third parties. On account
of its business model, PostFinance is exposed to the risks shown in the following table. PostFinance
could suffer losses if these risks exacerbate. The specific business risks affecting PostFinance are de-
scribed and managed using industry-standard tools and methods.
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Risk category Potential loss or negative impact

Financial risks'

— Interest rate risks Loss in present value of equity following market interest changes

Fluctuating net interest income over time

— Liquidity risks Insolvency

— Credit risks Losses due to the default of counterparties

— Market risks Losses in fair value to be charged to the ARB income statement

Strategic risks? Losses mainly in terms of non-realized profits due to missed opportunities or

incorrectly assessed potential.
The estimated residual risks represent the potential losses from strategic risks.

Operational risks? Losses arising from business disruptions or errors committed when conducting
business activities (see FINMA Circular 2008/21: losses resulting from inadequate
or failed internal processes, and caused by persons or systems, or external events).

The estimated residual risks represent the potential losses from operational risks.

1 Risks from the investment and deposit business and from customer asset management.
2 Events which jeopardize the attainment of strategic goals.
3 The risk of losses resulting from inadequate or failed internal processes, and caused by persons or systems, or external events.

Governance and reporting

In formal terms, the business control and monitoring process and entire internal control system com-
ply with the eight-level COSO Il framework and “three lines of defence” concept. The COSO Il frame-
work incorporates risk management as well as risk control and monitoring. PostFinance also uses the
ISO 31000 standard as a guideline.

PostFinance’s Board of Directors conducts an annual risk assessment. Assisted by the Board of Direc-
tors’ Risk and Audit & Compliance Committees, it sets out the primary guidelines and principles on
managing financial, strategic and operational risks, approves the framework for risk management
throughout the institution and sets conditions for an appropriate risk and control environment and
for an effective internal control system (ICS) which the operating units are required to observe in
managing risks. These limits are based on the international standardized approach set out in the
regulatory provisions and specify the highest risks that PostFinance may take, expressed in terms of
“equity needed to meet regulatory requirements”. Maximum risk exposure is determined by the risk
capacity of PostFinance and the risk appetite of the Board of Directors.

With regard to risk management and control, the Board of Directors’ Audit & Compliance Committee
is responsible for monitoring and assessing the efficiency of the ICS and the 2nd line of defence
functions entrusted with its implementation. In doing so, it focuses on operational risks (including
financial reporting risks). In terms of risk management and control, the Board of Directors’ Risk Com-
mittee is in charge of evaluating capital and liquidity planning and of checking whether PostFinance
has an appropriate risk management system comprising effective processes. In doing so, it focuses
on financial risks and balance sheet controlling.

The PostFinance Executive Board is responsible for the active management of financial, strategic and
operational risks within the framework defined by the Board of Directors and ensures that the risk
management infrastructure meets requirements in organizational, human resources, technical and
methodology terms. Its duties and responsibilities include implementing risk control and risk moni-
toring by drawing up requirements and guidelines and by establishing limits in individual risk cate-
gories and by defining requirements for risk monitoring reports. If limits are exceeded, the relevant
official body is informed promptly so that decisions can be made on the measures to be taken. The
Executive Board ensures that a consistent approach is adopted when limits are exceeded by defining
an escalation process.



Interview 7 3
Business performance

People and the environment

Corporate governance

Management report

Statutory annual financial statements

The business units which represent the 1st line of defence carry out this function by managing risks
in day-to-day business and, in particular, by monitoring, controlling and reporting on such risks. The
Risk Management department at PostFinance provides support to the Executive Board and to the
Asset & Liability Committee, as the non profit-oriented unit of the 1st line of defence mandated for
this purpose, in managing financial risks in the overall balance sheet. It identifies and measures the
financial risks entered into by PostFinance and proposes control measures. It also monitors and re-
ports on the effectiveness of the control decided upon. The Risk Management department submits
weekly and monthly reports to the Executive Board on the risk measurement results and the extent
to which limits are used. This enables it to decide on the necessary control measures, if any, with
regard to financial risks. The monthly reports are also discussed as a standard agenda item in the
Board of Directors’ Risk Committee meetings.

The units which represent the 2nd line of defence are control entities which are independent of the
business units assuring the 1st line of defence. As an independent control entity, the Risk Control
department defines appropriate instruments to identify, measure, evaluate and control the strategic
and operational risks entered into by PostFinance. It also provides support to risk managers in apply-
ing these instruments. As an independent control body, it monitors the established risk profile across
all risk categories and provides a central overview of the entire risk situation of PostFinance Ltd.

The Compliance department provides support and advice to the Executive Board and employees for
the drafting, implementation and monitoring of statutory and internal regulations, and assists with
associated staff training. Compliance is responsible for assessing the compliance risk and reports sig-
nificant information to the Board of Directors and Executive Board on a regular basis. Security &
Shared Services provides support and advice to the Executive Board and employees for the drafting,
implementation and monitoring of statutory and internal regulations related to security, and assists
with associated staff training. Security & Shared Services is responsible for assessing the security risk
and reports significant information to the PostFinance Board of Directors and Executive Board on a
regular basis.

Risk Control, Compliance, and Security & Shared Services together submit a quarterly report to the
Executive Board and Board of Directors which gives a complete picture of the general risk situation.
This report contains information about the progression of the risk profile (compliance with risk capa-
city, risk limits and risk appetite, changes in compliance and security risks), top risks and significant
risk-related events, as well as details of the activities of the three units on the 2nd line of defence.
Facts of major importance are reported by Risk Control, Compliance, and Security & Shared Services
immediately and on an ad-hoc basis.

As part of the 3rd line of defence, Internal Audit is responsible for risk monitoring and for overseeing
the 1st and 2nd lines of defence. It reports directly to the Board of Directors of PostFinance Ltd.
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Risk measurement methods

Risk category

Potential loss or
negative impact

Method of risk description
and/or control

Financial risks

— Interest rate risks

Loss in present value of equity follow-
ing market interest changes

Fluctuating net interest income over
time

Absolute and relative sensitivity limits
for equity

Implementation of multi-period dynamic
revenue analyses

— Liquidity risks

Insolvency

Compliance with the minimum regulatory
requirements for the liquidity coverage
ratio (LCR)

Provision of liquidity cushions (standard
and additional cushions), liquidity stress
test and liquidity early warning system

— Credit risks

Losses due to the default of counter-
parties

Concentration, rating structure and coun-
try portfolio limits as well as nominal limits
at counterparty level

— Market risks

Losses in fair value to be charged to
the ARB income statement

VaR limits for fair value effects on the
income statement

Strategic risks

Losses mainly in terms of non-realized
profits due to missed opportunities or
incorrectly assessed potential.

The estimated residual risks represent
the potential losses from strategic risks.

Quantification of gross risk by evaluating
the extent of loss and probability of occur-
rence. On this basis, establishment of a risk
management strategy and risk-mitigating
measures, and assessment of the residual
risk in both quantitative and qualitative
terms. Monitoring by defining reporting
limits for individual risks.

Operational risks

Losses arising from business disruptions
or errors committed when conducting
business activities (see FINMA Circular
2008/21: losses resulting from inade-
quate or failed internal processes, and
caused by persons or systems, or exter-
nal events).

The estimated residual risks represent
the potential losses from operational
risks.

Quantification of gross risk by evaluating
the extent of loss and probability of occur-
rence. On this basis, establishment of a risk
management strategy and risk-mitigating
measures, and assessment of the residual
risk in both quantitative and qualitative
terms.

Monitoring by defining reporting limits for
individual risks and operational top risks

PostFinance measures and monitors financial risks both at individual portfolio level and with regard
to the overall balance sheet. Risks are limited by means of a multi-dimensional limit system.
A variety of methods of differing degrees of complexity are used to measure financial risks. In con-
crete terms, they include scenario analyses (e.g. to measure the earnings effects of interest rate risks
or the full utilization of credit risk limits), sensitivity analyses (e.g. to measure the present value effects
arising from interest rate risks) and value at risk methods (e.g. to measure fair value risks resulting
from equity investments). The principal aim of risk measurement is to allow the supervisory bodies
to control risks adequately at all times.

PostFinance uses a range of industry-standard tools to measure and monitor operational and strate-
gic risks. Strategic and operational risks are assessed on the basis of a risk matrix containing both a
guantitative and a qualitative dimension. Gross risks and residual risks are evaluated by means of
probability of occurrence and extent of loss. Near-losses subject to reporting or losses incurred are
recorded in a company-wide loss database. In addition, structured risk assessments (self risk assess-
ments) are used to evaluate potential risk scenarios that may in future pose a threat to PostFinance.
The resulting risk inventory allows the Executive Board to obtain a good overview of the company’s
entire risk situation and to define appropriate measures to mitigate risk. The measures decided on to
minimize operational and strategic risks are monitored on a centralized basis by Risk Control. Early
risk warning indicators are used, in particular, by the decentralized units to promptly identify any
change in the risk situation.
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Stress testing

The Risk Management department regularly carries out an inverse stress test to identify developments
which could pose a particular threat to PostFinance. This test identifies scenarios in which a specific
measure of risk takes on extremely unfavourable values. The results of the inverse stress tests are
discussed by the Executive Board and the Board of Directors on a regular basis.

As well as being used for control purposes, stress tests are also applied in the Risk Control depart-
ment as a monitoring tool for recognizing significant (new) risks, to determine risk concentrations
and to verify the appropriateness of risk appetite in stress situations.

Financial risk management at PostFinance

Interest rate risk and balance sheet structure risk

The term "interest rate risk” refers to the potential impact of a change in market interest rates on
the present value of assets and liabilities in the balance sheet, resulting mainly from maturity mis-
matches, as well as the possible effect on the result from interest operations in the income statement.
PostFinance’s interest-earning operations are a key earnings driver for Swiss Post. As changes in in-
terest rates have a direct impact on net interest income, management of the risks associated with
such changes is considered a priority. The majority of the customer deposits held by PostFinance do
not earn a fixed rate of interest or require capital commitment. The interest rate and capital commit-
ment of these deposits are therefore estimated using a replication method which aims to map the
most closely matching maturities of similar customer products while minimizing the interest margin
volatility of each product.

The maturities of money and capital market investments are determined on the basis of the target
present value sensitivity, and used to define the maturity transformation strategy. The resulting im-
balance between the liability and asset interest rates corresponds to the maturity transformation,
which is controlled from a present value and income perspective.

The present value perspective covers the net effect of a change in interest rates on the equity of
PostFinance in the event of modifications to the yield curve. Future cash flow accruals are discounted
according to the risk-adjusted present value formula. Sensitivity to a parallel shift in the yield curve
is determined on the one hand, and to isolated interest shocks at specific maturities (key rates) on
the other. Present value sensitivity is measured by the Risk Management department on a weekly
basis and reported to the Executive Board. If present value sensitivity deviates significantly from the
level specified by the Executive Board due to short-term shocks, maturity can be controlled on the
asset side using swaps.

As at 31 December 2017, the absolute change in the present value of equity with a parallel shift in
the yield curve of +100 basis points amounted to —29 million francs (previous year: —158 million francs
with a shift in interest of +100 basis points).

Unlike assessments based on present value, income perspective analyses examine the impact of sev-
eral potential multiple period interest scenarios on PostFinance’s future net interest income. In addi-
tion, dynamic income simulations are carried out for several deterministic scenarios. These scenarios
describe future market interest trends and the resulting changes in customer interest and customer
volumes for each replica, as well as different maturity transformation strategies where applicable.
Dynamic income simulations are carried out by the Risk Management department on a monthly basis.
Risk control proposals are submitted and discussed regularly with the Executive Board on the basis
of the results.
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Credit risks

PostFinance Ltd was granted a banking licence on 26 June 2013. Even with a banking licence, Post-
Finance Ltd is not permitted to issue direct loans and mortgages due to postal legislation provisions.
Interest-bearing customer deposits therefore do not go towards granting mortgages, but are invest-
ed on the money and capital markets. PostFinance continues to pursue a conservative investment
strategy. Liquidity and creditworthiness are the main criteria for its investment decisions. The cluster
risk is deliberately limited by holding financial investments that are broadly diversified in terms of the
sectors, countries and counterparties. A large proportion of customer deposits are invested as a sight
deposit balance at the SNB. On 31 December 2017, this sight deposit balance stood at 36,362 mil-
lion francs (previous year: 35,596 million francs).

The term “credit risk” refers to the risk that a counterparty will no longer be able to fulfil its obliga-
tions, thereby causing the creditor to incur a financial loss. Credit risk increases as counterparties
become more concentrated in an individual sector or region. Economic developments affecting whole
sectors or regions can threaten the solvency of an entire group of otherwise unrelated counterparties.

To limit the credit risks taken, each year the Board of Directors of PostFinance Ltd sets a maximum
figure not to be exceeded with regard to regulatory minimum equity to cover credit risks. It also de-
termines directives on the investment rating structure, limits potential country risks and delegates
responsibility for approving major counterparty limits to the Board of Directors’ Risk Committee. In
principle, new investments are only permitted if the debtor has a rating and its creditworthiness is
classed as investment grade.

In addition to the portfolio limits defined by the Board of Directors, the credit risks associated with
investment activities are restricted by the Executive Board by setting counterparty limits and other
investment regulations.

Specifications for counterparty limits are based on publicly accessible ratings by recognized rating
agencies and qualified banks, and on internal limit systems. By means of analyses of balance sheet
key figures and early warning indicators, publicly accessible ratings in the limit systems are examined
critically and limits derived from them. Qualitative criteria are also taken into account in the evalua-
tion for high-risk counterparties. The Risk Management department is responsible for developing and
applying internal limit systems. These limit systems are approved and released by the Executive Board
at least once a year. Changes in a counterparty’s creditworthiness or of relevant key figures result in
the immediate adjustment of the directives. Compliance with prescribed limits is monitored on an
ongoing basis and is verified by the Treasury department before the closing of each transaction.

The Risk Management department informs the Executive Board of the extent to which limits are used
in monthly reports. It submits risk control proposals where limits have been exceeded, resulting from
adjustments to counterparty limits.

As an integral part of credit risk management, the limit systems are subjected to regular checks by
Risk Control, Internal Auditing and the statutory audit from the mandated auditing company.

Credit risks arising from customer transactions are of secondary importance at PostFinance, and are
due to account overdraft limits proposed in connection with payment transaction services, and to
the range of credit cards available. The credit risks taken are established and monitored by means of
product-specific processes. The Executive Board issues general directives on credit checks and author-
izations for approving individual limits.

Note on collateral concentration risks:

Collateral concentration risks may arise when carrying out repo transactions (financial investments
in exchange for collateral) and securities lending transactions (securities lending in exchange for col-
lateral). The collateral protects PostFinance against the counterparty default risk, as it can be realized
by PostFinance in the event of default by the counterparty. High concentrations of collateral are
measured, monitored and restricted, as considerable losses in collateral value can lead to the insol-
vency of counterparties (the issuers of the collateral).
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Note on credit risks arising from mortgage lending and SME financing:

The mortgage lending solutions offered in cooperation with Minchener Hypothekenbank eG (MHB)
since June 2008 do not result in any credit risks for PostFinance. These are borne entirely by the part-
ner bank. Since autumn 2009, PostFinance has been collaborating with Valiant Bank on financing
for SMEs. This cooperation arrangement has enabled PostFinance to expand its range of services in
the retail market. Since autumn 2010, PostFinance has also worked with Valiant Bank on mortgage
lending to private customers. The credit risks resulting from the two areas of cooperation are assumed
by Valiant Bank.

Liquidity risks

Liquidity risk refers to the risk that current and future payment obligations cannot be met on time or
in full. Liquidity risks are managed in the short, medium and long term. To guarantee liquidity on a
daily basis, financial cushions are defined for the settlement of unforeseen payments. These financial
cushions should be available for use in stress situations in particular, when it may no longer be pos-
sible to turn to the unsecured interbank market for liquidity. The minimum amount for a financial
cushion is based on high daily cash outflows with an extremely low probability of occurrence.

Liquidity in the short term is guaranteed and limited by determining the Liquidity Coverage Ratio
(LCR), which is a regulatory key figure. As at 31 December 2017, the Liquidity Coverage Ratio stood
at 194 percent (previous year: 204 percent). LCR over the next 90 days is forecast for early warning
purposes. The Executive Board must take appropriate countermeasures in the event of a foreseeable
shortfall of 100 percent compared to the regulatory limit.

To ensure liquidity in the medium term, liquidity stress scenarios are defined that last at least three
months and must not lead to illiquidity. The long-term structural liquidity situation is reassessed by
the Executive Board on an annual basis. There is an emergency plan to resolve any liquidity crises.

Market risks

PostFinance does not keep a trading book, and uses the market risk, standardized approach in ac-
cordance with art. 86 CAO to determine minimum equity for market risks. To limit the market risks
taken, each year the Board of Directors of PostFinance sets a maximum figure not to be exceeded
with regard to regulatory minimum equity to cover market risks.

According to PostFinance’s business model, market risks are expressed by increased volatility in the
income statement in the short term. PostFinance is exposed to market risks for two reasons:

— Open foreign currency items and changes in value arising from foreign currency derivatives affect
the volatility of the income statement (foreign currency risks).

— Changes in value of instruments that are recognized according to the principle of the lower of cost
or market value or managed in accordance with hedge accounting (including equity positions, fund
investments in the banking book, hedged items and the related hedge instruments) also have an
effect on the volatility of the income statement.

Market risks are modelled according to value at risk and measured in the income statement. To meas-
ure market risks, the risk factors that have an impact on the present value of the relevant item are
assigned to each item. The change in present value is modelled according to the change in the allo-
cated risk factors. A functional correlation between the item value and the associated risk factors
must also be defined. The stochasticity of all relevant risk factors over the next 250 days is determined
on the basis of probability distribution assumptions. Corresponding market data time series are used
to calibrate the probability distributions. The distribution of changes to the income statement as per
ARB over a one-year period can be determined with the help of the functional correlation established
between risk factors and portfolio items. Value at risk is then determined on the basis of the 95 per-
cent quantile.

As at 31 December 2017, value at risk for the income statement as per ARB stood at 66 million francs
(previous year: 98 million francs). The decline in value at risk was principally due to the reduction of
equity positions in foreign currencies.
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Operational risk management at PostFinance

Definition

In line with the Basel Committee on Banking Supervision, operational risk at PostFinance is defined
as the risk of loss resulting from inadequate or failed internal processes, people and systems or from
external events. The principles on managing operational risk at PostFinance are set out in the risk

policy.

Strategy

The strategy applied throughout the company for responding to operational risks is based on the
banking standard and guarantees risk capacity and compliance with regulatory requirements. The
tasks, competencies and responsibilities relating to active risk management and transparent reporting
are clearly assigned. A good understanding of risk and a risk culture are widespread and well estab-
lished within PostFinance.

Process and organization

PostFinance operates an operational risk management system that is controlled centrally by the Risk
Control department. It is based on the COSO Il framework and ISO 31000 standard, as well as taking
into account the “three lines of defence” concept. The Risk Control department defines the risk
management process for PostFinance and ensures regular and transparent identification, measure-
ment, monitoring and reporting on all material operational risks. The specialist unit also provides the
necessary tools (e.g. company-wide loss database) and instruments (e.g. self risk assessment) and
acts as an independent interface between line management and the Executive Board and Board of
Directors. Each unit has its own decentralized risk manager who is responsible for coordinating its
organizational unit and for recording unit losses. The Executive Board and Board of Directors define
the top risks at PostFinance across all the risk categories each year on the basis of the principal indi-
vidual risks periodically identified and by means of regular surveys conducted amongst members of
the Executive Board (number of current top risks: ten, five of which are operational top risks). Early
risk warning indicators are used, in particular, by the decentralized units to promptly identify any
change in the risk situation.
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4 | Capital adequacy disclosure in accordance with FINMA Circular 2016/01

According to the decree issued by the SNB on 29 June 2015, PostFinance Ltd was designated a sys-
temically important financial group. As a result, the requirements set out in articles 124 to 133 of
the Ordinance on Capital Adequacy and Risk Diversification for Banks and Securities Dealers (CAO)
also became relevant to PostFinance Ltd. In its ruling dated 23 May 2016, the Swiss Financial Market
Supervisory Authority (FINMA) set out extended individual requirements based on the CAO valid un-
til 30 June 2016. The new CAO, which also amended the requirements for systemically important
banks, came into force on 1 July 2016.

As at 31 December 2017 two disclosures were published: the “Capital adequacy disclosure” and the
“Capital adequacy disclosure on grounds of systemic importance”. The “Capital adequacy disclosure
on grounds of systemic importance” is a parallel calculation which supplements the “Capital ade-
quacy disclosure”. The different requirements result in deviations, particularly with regard to eligible
equity and capital ratios. The specified documents are published at postfinance.ch.


https://postfinance.ch
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Information on the balance sheet

5 | Securities financing transactions

Breakdown of securities financing transactions (assets and liabilities)

CHF million 31.12.2016 31.12.2017
Book value of receivables from cash collateral delivered in connection with securities
borrowing and reverse repurchase transactions 84 24
Book value of obligations from cash collateral received in connection with securities
lending and repurchase transactions 723 -
Book value of securities lent in connection with securities lending or delivered as
collateral in connection with securities borrowing as well as securities in own portfolio
transferred in connection with repurchase agreements 3,251 3,046
with unrestricted right to resell or pledge 2,528 3,046
Fair value of securities received and serving as collateral in connection with securities
lending or securities borrowed in connection with securities borrowing as well as
securities received in connection with reverse repurchase agreements with an unre-
stricted right to resell or repledge 2,906 3,523
6 | Collateral for loans/receivables and off-balance-sheet transactions,
as well as impaired loans/receivables
Presentation of collateral
for loans/receivables Type of collateral
asat31.12.2017 Secured
CHF million by mortgage Other collateral Unsecured Total
Loans
(before netting with
value adjustments)
Amounts due from customers - 16 12,195 12,211
Mortgage loans 0 - - 0
Residential property 0 - - 0
Total loans
(before netting with
value adjustments) 31.12.2017 0 16 12,195 12,211
31.12.2016 0 - 13,210 13,210
Total loans
(after netting with
value adjustments) 31.12.2017 0 16 12,157 12,173
31.12.2016 0 - 13,169 13,169
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Presentation of collateral
for off-balance-sheet transactions

asat31.12.2017

Type of collateral

Secured

CHF million by mortgage Other collateral Unsecured Total

Off-balance sheet

Contingent liabilities - 31 2 33

Irrevocable commitments - - 722 722

Total off-balance

sheet 31.12.2017 - - 724 755
31.12.2016 - - 709 709

Impaired loans/receivables

CHF million 31.12.2016 31.12.2017

Gross debt amount

Net debt amount

Individual value adjustments

7 | Derivative financial instruments

Presentation of derivative financial
instruments (assets and liabilities)

asat31.12.2017
CHF million

Trading instruments

Hedging instruments

Positive
replacement values

Negative

replacement values

Contract volume

Positive
replacement values

Negative
replacement values

Contract volume

Interest rate instruments

Forward contracts including FRAs - - - 0 - 25
Swaps - - - - 93 2,125
Foreign exchange/ precious metals
Forward contracts 4 4 557 14 17 2,986
SWAPS CCIRS - - - 26 614 7,832
Equity securities/indices
Options (exchange-traded) - - 2 - - -
Total before netting agreements
as at 31.12.2017 4 4 559 39 724 12,967
of which, determined
using a valuation model 4 39 724
31.12.2016 5 779 61 263 10,278
of which, determined
using a valuation model 4 5 61 263
Total after netting agreements
as at 31.12.2017
4 4 559 39 724 12,967
31.12.2016 779 61 263 10,278
Breakdown by counterparty
asat31.12.2017 Central Banks and

CHF million

clearing houses securities dealers

Other customers

Positive replacement values
(after netting agreements)
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8 | Financial investments

Breakdown of financial investments Book value Fair value
CHF million 31.12.2016 31.12.2017 31.12.2016 31.12.2017
Debt securities 60,118 61,614 62,374 63,238
of which, intended to be held to maturity 60,118 61,614 62,374 63,238
Equity securities 1,624 1,205 1,706 1,222
Total 61,742 62,819 64,080 64,460
of which, securities eligible for repo
transactions in accordance with liquidity
requirements 47,097 42,657 - -
Breakdown of counterparties by rating’
asat 31.12.2017
CHF million AAA to AA- A+ to A- BBB+ to BBB— BB+ to B— Below B— Unrated
Debt securities: book values 41,105 12,382 6,036 - - 2,092
1 The following ratings agencies, all of which are recognized by FINMA, were consulted for the ratings: fedafin AG, Fitch Ratings, Moody's Investors Service, Standard & Poor’s Ratings Services.
9 | Participations
Presentation of participations 2017
Accumu-
Acquisition lated value Book value Reclassi- Value  Depreciation Book value  Market value
CHF million cost adjustments  31.12.2016 fications Additions Disposals  adjustments reversals'  31.12.2017  31.12.2017
Participations
with market value 47 -10 37 - - -1 - 10 46 55
without market value 64 64 - 61 0 -49 - 76 -
Total participations 111 -10 101 - 61 -1 -49 10 122 55
1 Price losses from a participation with market value were recouped in 2017 and the participation was revalued up to acquisition cost.
10 | Significant participations
Non-consolidated significant participations Share of capital and of votes'
CHF or EUR, percent Business activities Currency Bank'’s capital 31.12.2016 31.12.2017
Lendico Schweiz AG, Zurich, Switzerland Crowdlending platform CHF 100,000 24.44% 100.00%
Finform Ltd, Berne, Switzerland Fintech and regtech CHF 100,000 50.00% 50.00%
TWINT Ltd, Zurich, Switzerland Mobile payment CHF 10,200,000 33.33% 33.33%
TWINT Acquiring Ltd, Zurich, Switzerland Acquiring for payment transactions CHF 100,000 33.33% 33.33%
TONI Digital Insurance Solutions AG, Schlieren, Switzerland  Insurance service provider CHF 244,333 - 30.01%
SECB Swiss Euro Clearing Bank GmbH, Payment transaction processing in
Frankfurt a.M., Germany EUR for Swiss financial institutions EUR 30,000,000 25.00% 25.00%
SIX Interbank Clearing Ltd, Zurich, Switzerland Payment transaction processing
for financial institutions CHF 1,000,000 25.00% 25.00%
moneymeets community GmbH, Cologne, Germany Online financial services EUR 81,000 20.39% 20.39%
moneymeets GmbH, Cologne, Germany Infrastructure for online financial
services EUR 81,000 20.39% 20.39%

1 TWINT Acquiring Ltd is held indirectly via TWINT Ltd. All other participations are directly owned by PostFinance Ltd
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Additional information on the true and fair view statutory single-entity financial statements in ac-
cordance with FINMA Circular 2015/1 margin no. 264: the effect of a theoretical application of the
equity method with regard to these participations would be to increase total assets by 26 million
francs (previous year: reduction of 6 million francs) and to reduce profit for the year by 14 million
francs (previous year: 3 million francs).

11 | Tangible fixed assets

Presentation of

tangible fixed assets 2017
Acquisition  Accumulated Book value Reclassi- Book value
CHF million cost depreciation 31.12.2016 fications Additions Disposals Depreciation Reversals 31.12.2017
Bank buildings 194 -30 164 - 1 0 -9 - 156
Other real estate 1,002 -112 890 - 44 -9 -70 - 855
Proprietary or separately
acquired software 174 -7 167 - 43 - -29 - 181
Other tangible fixed assets 83 -45 38 - 4 - -1 - 31
Total tangible fixed assets 1,453 -194 1,259 - 92 -9 -119 - 1,223
Future lease obligations under operating leases
CHF million 2018 2019 2020 2021 2022 2023 Total
Future lease payments 18 18 1 1 0 0 38
of which cancellable within a year 0 0 0
12 | Intangible assets
Presentation of intangible assets 2017
Acquisition Accumulated Book value Book value
CHF million cost amortization 31.12.2016 Additions Disposals Amortization 31.12.2017
Goodwill 2,000 —-800 1,200 - - -200 1,000
Total intangible assets 2,000 —-800 1,200 - - -200 1,000
13 | Other assets and other liabilities
Breakdown of other assets
and other liabilities 31.12.2016 31.12.2017 31.12.2016 31.12.2017
CHF million Other assets Other assets Other liabilities Other liabilities
Compensation account 172 244 - -
Indirect taxes 134 122 6 5
Other assets and liabilities 4 8 1 1

Total other assets and other liabilities 310 374 7 6
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14 | Pledged or assigned assets and assets under reservation of ownership

Total amount of assets pledged or assigned to secure own commitments
and of assets under reservation of ownership'

CHF million 31.12.2016 31.12.2017
——
Book value of assets pledged and assigned as collateral 50 63

1 Excluding securities lending and repurchase transactions.

15 | Liabilities relating to own pension schemes
Pension benefit obligations

There is no independent pension scheme for PostFinance staff. Their pension benefits are handled
exclusively by the Swiss Post pension fund. The employer may be required to pay restructuring con-
tributions in the event of underfunding of the Swiss Post pension fund.

Additional amounts due for extended disability benefit plans in the form of transitional disability in-
surance (supplementary disability pensions for men up to the age of 65 and women up to the age
of 64) and staff vouchers are taken into account in the annual financial statements.

Liabilities relating to own pension schemes as per Swiss GAAP ARR 16

All the compulsory ordinary employer contributions associated with the employee benefits plan are
accounted for as personnel expenses using the accrual-based accounting principle. An annual assess-
ment is carried out in accordance with Swiss GAAP ARR 16 to determine whether the pension schemes
generate an economic benefit or an economic obligation for PostFinance. The assessment is based
on information from contracts, the financial statements of the pension schemes and other calcula-
tions presenting their financial situation and current overfunding or underfunding — in accordance
with Swiss GAAP ARR 26 accounting principles. PostFinance does not however intend to use the
economic benefit that may result from overfunding to reduce employer contributions. Consequent-
ly, a future economic benefit is not capitalized. An economic obligation is however recognized under
liabilities. With 41,435 active insured people and 28,741 pensioners (as at 31 October 2017), the
Swiss Post pension fund had total assets of 16,797 million francs as at 31 December 2017 (previous
year: 15,837 million francs). The level of cover calculated according to the accounting principles ap-
plicable to the Swiss Post pension fund stands at approximately 105.8 percent (previous year: 102.2
percent). As the Swiss Post pension fund value fluctuation reserves have not yet reached the set reg-
ulatory level, there is no overfunding available. The Foundation Board of the Swiss Post pension fund
decided on compensation measures as part of its plan amendment. Employers with an affiliation
agreement with the Swiss Post pension fund were obliged to make one-off payments totalling around
500 million francs to the Swiss Post pension fund. The pro-rata margin requirement for PostFinance
Ltd stands at 17 million francs, which was paid in the year under review. The payment of 500 million
francs was credited to the employer contribution reserves by the Swiss Post pension fund and will be
used at the beginning of 2018. The Swiss Post pension fund has employer contribution reserves of
1,051 million francs, of which 550 million francs with a waiver of use (previous year: 561 million
francs, of which 550 million francs with a waiver of use). A technical interest rate of 2.25 percent
(previous year: 2.25 percent) and the technical basis of BVG 2015 (previous year: BVG 2015) were
used to calculate pension cover. It should be noted that all data regarding the Swiss Post pension
fund is based on the information available at the time of drawing up the ARR 16 financial statements.
Consequently, it may differ from the actual information contained in the annual financial statements
for the Swiss Post pension fund. A detailed assessment did not reveal any financial impact on the
bank; according to the financial statements for the Swiss Post pension fund drawn up according to
Swiss GAAP ARR 26, there were no spare funds or underfunding as at 31 December 2017. There are
no employer-sponsored pension schemes.
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The economic benefit or obligations and pension expenses can be summarized as follows:

Presentation of the economic Change in
benefit/obligation and the economic interest
R (economic benefit/
pension expenses Overfunding/ Economic interest obligation) versus
underfunding of PostFinance Ltd previous year  Contributions paid Pension expenses in personnel expenses
CHF million 31.12.2017 31.12.2016 31.12.2017 2017 2017 31.12.2016 31.12.2017
—
Swiss Post pension fund 9 0 0 0 53 36 53
Staff vouchers -7 -7 -7 0 0 1 0
Disability pensions -1 0 -1 1 0 -1 1
Total ARR 16 1 -7 -8 1 53 36 54

The employer contribution reserves of the Swiss Post pension fund are allocated based on the per-
centage of PostFinance’s retirement capital of PostFinance Ltd’s entire retirement capital. This gives
the following picture:

Employer contribution reserves (ECR) Nominal value Waiver of use Net amount  Influence of ECR on personnel expenses

CHF million 31.12.2017 31.12.2017 31.12.2016 31.12.2017 31.12.2016 31.12.2017
— —

Swiss Post pension fund 64 -63 1 1 28

Total ARR 16 64 -63 1 1 28

16 | Value adjustments and provisions, and reserves for general banking risks

Presentation of value adjustments and
provisions, reserves for general banking

risks, and changes therein during the Use in
current year conformity with Past New creations

designated Currency due interest, charged Releases Balance at
CHF million As at 31.12.2016 purpose’ differences recoveries to income to income 31.12.2017
Provisions for pension benefit obligations 7 - - - 1 - 8
Provisions for restructuring 0 0 - - 14 0 14
Other provisions 12 -2 - - 14 -1 23
Total provisions 19 -2 - - 29 -1 45

Reserves for general banking risks - - - - = = -

Value adjustments for default
and country risks 216 - - - 49 -59 206

of which, value adjustments for
default risks in respect of impaired
loans/receivables 70 - - - 49 -21 98

of which, value adjustments for latent risks 146 - - - - -38 108

There were no changes in purpose
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17 | Bank’s capital

PostFinance Ltd is owned entirely by Swiss Post Ltd.

Presentation of the bank’s capital 31.12.2016 31.12.2017

Capital eligible Capital eligible

CHF million, number in million Total par value No. of shares for dividend Total par value No. of shares for dividend
Bank’s capital

Share capital 2,000 2 2,000 2,000 2 2,000

of which, paid up 2,000 2 2,000 2,000 2 2,000

Total bank’s capital 2,000 2 2,000 2,000 2,000

18 | Amounts due from / to related parties

Disclosure of amounts due

from/to related parties Amounts due from Amounts due to

CHF million 31.12.2016 31.12.2017 31.12.2016 31.12.2017
Holders of qualified participations 1,664 1,474 565 711
Group companies - - - 2
Linked companies 17 19 795 591

Transactions with members
of governing bodies 0 0 5 7

Associated companies and subsidiaries that are under the direct or indirect management of associ-
ated companies are regarded as linked companies.

Transactions (such as securities transactions, payment transactions, and interest on deposits) with
related parties, with the exception of members of the Executive Board and Senior Management (sen-
ior management and individual specialist functions at PostFinance Ltd), were carried out according
to the same terms and conditions and lending rates as transactions with third parties.

Industry-standard preferential conditions apply to the Executive Board and members of Senior Man-
agement, as is the case for all PostFinance employees.

PostFinance only issues loans and mortgages in cooperation with partners. These are not regarded

as transactions with members of governing bodies in the strict sense and are therefore not shown in
the Annual Report.

19 | Holders of significant participations

Disclosure of holders of
significant participations 31.12.2016 31.12.2017

CHF million Nominal % of equity Nominal % of equity

With voting rights: Swiss Post Ltd 2,000 100 2,000 100
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20 | Maturity structure of financial instruments

37

Presentation of the maturity
structure of financial instruments

(assets/financial instruments) Due
Within

asat31.12.2017 Within Within 3 12 months
CHF million At sight Cancellable 3 months to 12 months to 5 years After 5 years No maturity Total
Liquid assets 38,476 - - - - - - 38,476
Amounts due from banks 716 - 55 50 1,686 2,317 - 4,823
Amounts due from securities
financing transactions - - 24 - - - - 24
Amounts due from customers 342 4 880 1,284 3,499 6,163 - 12,172
Mortgage loans - - 0 - - - - 0
Positive replacement values
of derivative financial instruments 43 - - - - - - 43
Financial investments 1,136 - 2,552 6,416 29,762 22,953 - 62,819
Total 31.12.2017 40,713 4 3,511 7,750 34,947 31,433 - 118,358

31.12.2016 39,709 3 4,324 7,688 35,087 30,098 - 116,910
Presentation of the maturity
structure of financial instruments
(debt capital/financial instruments) Due

Within

asat 31.12.2017 Within Within 3 12 months
CHF million At sight Cancellable 3 months to 12 months to 5 years After 5 years No maturity Total
Amounts due to banks 543 - - - - - - 543
Liabilities from securities
financing transactions - - - - - - - -
Amounts due in respect
of customer deposits 71,436 41,852 3 2 - - - 113,292
Negative replacement values
of derivative financial instruments 728 - - - - - - 728
Cash bonds - - 9 73 7 - 93
Total 31.12.2017 72,707 41,852 1 73 7 - 114,656

31.12.2016 69,517 42,865 734 1" 85 8 - 113,220
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21 | Assets and liabilities by domestic and foreign origin

Presentation of assets and liabilities by
domestic and foreign origin in accordance

with the domicile principle 31.12.2016 31.12.2017
CHF million Domestic Foreign Domestic Foreign
Assets

Liquid assets 37,441 12 38,475 1
Amounts due from banks 4,337 60 4,250 573
Amounts due from securities

financing transactions 12 72 24 -
Amounts due from customers 13,167 2 12,164 9
Mortgage loans 0 - 0 -
Positive replacement values

of derivative financial instruments 6 59 9 34
Financial investments 31,042 30,700 30,865 31,954
Accrued income and prepaid expenses 351 247 331 225
Participations 69 32 95 27
Tangible fixed assets 1,259 - 1,223 -
Intangible assets 1,200 - 1,000 -
Other assets 309 2 374 0
Total assets 89,193 31,186 88,810 32,823
Liabilities

Amounts due to banks 2,360 46 483 60
Liabilities from securities financing transactions 723 - - -
Amounts due in respect of customer deposits 105,846 3,863 109,518 3,774
Negative replacement values

of derivative financial instruments 181 87 145 583
Cash bonds 113 1 92 1
Accrued expenses and deferred income 137 1 108 0
Other liabilities 7 1 6 -
Provisions 20 - 45 -
Bank’s capital 2,000 - 2,000 -
Statutory capital reserve 4,682 - 4,682 -

Profit carried forward - - - -

Profit 311 - 136 -

Total liabilities 116,380 3,999 117,215 4,418
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22 | Assets by country / group of countries

39

Breakdown of total assets by country

or group of countries (domicile principle) 31.12.2016 31.12.2017
CHF million, percent Absolute Share as % Absolute Share as %
Assets

Switzerland 89,193 74.09 88,810 73.01
Europe 19,690 16.36 18,100 14.88
North America 6,038 5.02 7,330 6.03
Other countries 5,458 4.53 7,393 6.08
Total assets 120,379 100.00 121,633 100.00

23 | Assets by credit rating of country groups

Breakdown of total assets by credit rating

of country groups (risk domicile view) Net foreign exposure 31.12.2016 Net foreign exposure 31.12.2017
CHF million, percent Absolute Share as % Absolute Share as %
Rating (Moody's)

Aaa 15,947 51.40 16,166 48.91
Aa 12,273 39.55 11,400 34.49
A 1,608 5.18 4,282 12.96
Baa 426 1.37 377 1.14
Ba 217 0.70 217 0.66
B 170 0.55 200 0.60
Caa 269 0.87 319 0.97
No rating 118 0.38 91 0.27
Total 31,028 100.00 33,052 100.00




9 O PostFinance Ltd
Annual Report 2017

24 | Assets and liabilities by currency

Presentation of assets and liabilities broken down
by the most significant currencies for the bank

asat31.12.2017

CHF million CHF EUR usb GBP JpY Other Total
Assets

Liquid assets 38,338 138 - - - - 38,476
Amounts due from banks 4,739 56 12 2 9 5 4,823
Amounts due from securities financing transactions - - 24 - - - 24
Amounts due from customers 12,148 18 7 0 0 0 12,173
Mortgage loans 0 - - - - - 0
Positive replacement values of derivative

financial instruments 43 - - - - - 43
Financial investments 49,096 9,932 3,713 - - 78 62,819
Accrued income and prepaid expenses 464 73 18 0 0 1 556
Participations 95 9 18 - - 0 122
Tangible fixed assets 1,223 - - - - - 1,223
Intangible assets 1,000 - - - - - 1,000
Other assets 374 0 0 - - 0 374
Total assets shown in balance sheet 107,520 10,226 3,792 2 9 84 121,633
Delivery entitlements from spot exchange,

forward forex and forex options transactions 10,946 268 67 55 0 39 11,375
Total assets 118,466 10,494 3,859 57 9 123 133,008
Liabilities

Amounts due to banks 533 10 0 - 0 0 543
Amounts due in respect of customer deposits 110,227 2,529 434 53 9 40 113,292
Negative replacement values of derivative

financial instruments 728 - - - - - 728
Cash bonds 91 2 - - - - 93
Accrued expenses and deferred income 108 0 0 0 - - 108
Other liabilities 6 0 0 - - 0 6
Provisions 45 - - - - - 45
Bank'’s capital 2,000 - - - - - 2,000
Statutory capital reserve 4,682 - - - - - 4,682
Profit 136 - - - - - 136
Total liabilities shown in balance sheet 118,556 2,541 434 53 9 40 121,633
Delivery obligations from spot exchange,

forward forex and forex options transactions 419 7,886 3,411 4 - 81 11,801
Total liabilities 118,975 10,427 3,845 57 9 121 133,434
Net position per currency 31.12.2017 -509 67 14 0 0 2 -426
Net position per currency 31.12.2016 -117 64 13 7 1 14 -18
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Information on off-balance sheet transactions

25 | Irrevocable commitments, contingent liabilities and assets

Breakdown of contingent liabilities and contingent assets

CHF million 31.12.2016 31.12.2017
—
Guarantees to secure credits and similar - 31
Other contingent liabilities 0 2
Total contingent liabilities 0 33

PostFinance discloses payment obligations for depositor protection in irrevocable commitments. Post-
Finance Ltd is jointly and severally liable for all amounts due in connection with VAT for the compa-
nies belonging to the “Swiss Post” VAT group.

As far as systemic importance is concerned, Swiss Post Ltd has deposited a letter of comfort amount-
ing to 2 billion francs in favour of PostFinance Ltd.

26 | Managed assets

Breakdown of managed assets
CHF million 31.12.2016 31.12.2017

Type of managed assets:
Other managed assets 45,845 46,305
Total managed assets (including double counting)’ 45,845 46,305

of which, double counting - _

1 “"Managed assets" refers only to assets deposited for investment purposes. Assets in connection with retirement planning products which are managed by third
parties and assets deposited for transaction purposes are not included. PostFinance Ltd offers neither collective investment instruments managed by the bank nor asset
management. Accordingly, assets for which the customer decides independently how they should be invested are reported under “Other managed assets”.

Presentation of the development of managed assets

CHF million 31.12.2016 31.12.2017
Total managed assets (including double counting) at beginning 40,889 45,845
+/- net new money inflow or net new money outflow' 197 -714
+/— price gains/losses, interest, dividends and currency gains/losses 223 1,174
+/— other effects? 4,536 0
Total managed assets (including double counting) at end 45,845 46,305

1 The net new money inflow or the net new money outflow is calculated from the overall change in managed assets minus the price, interest and currency developments
as well as dividend distributions and other effects.
2 Other effects includes the migration of customer custody accounts that were transferred from Banque Cantonale Vaudoise to PostFinance Ltd
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Information on the income statement

27 | Result from trading activities and the fair value option

Breakdown by business area

CHF million 2016 2017
Payment transactions and financial investments 212 211
Hedge accounting -3 2
Proprietary trading 2 9
Total result from trading activities 211 222
Breakdown by risk and based on the use of the fair value option

CHF million 2016 2017
Result from trading activities from:

Interest rate instruments 0 -1
Equity securities 1 -1
Foreign currencies 210 224
Total result from trading activities 211 222

28 | Material negative interest

PostFinance is affected by the SNB's measures and has paid negative interest on part of its sight de-
posit balance at the SNB since 22 January 2015. PostFinance has defined individual customer thresh-
olds for major business customers and banks, based on their usual behaviour in relation to payment
transactions. The proportion of credit that exceeds this threshold has been subject to a fee since
1 February 2015. Since 1 February 2017, PostFinance has charged a fee on the credit balance of pri-

vate customers that exceeds the threshold value of one million francs.

Disclosure of material refinancing income in the item interest
and discount income as well as material negative interest

CHF million 2016 2017
Interest and discount income 175 171

of which interest expense from financial assets -24 -6
Interest and dividend income from financial investments 790 689
Total interest income 965 860
Interest expense -44 4
Gross result from interest operations 921 864

1 Interest expense from financial assets is due to negative interest on financial instruments.
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29 | Personnel expenses
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Breakdown of personnel expenses

CHF million 2016 2017
Salaries (meeting attendance fees and fixed compensation

to members of the bank’s governing bodies, salaries and benefits) 393 388
Social insurance benefits 75 90
Changes in book value for economic benefits and obligations

arising from pension schemes 0 0
Other personnel expenses 20 34
Total personnel expenses 488 512
30 | General and administrative expenses

Breakdown of general and administrative expenses

CHF million 2016 2017

Office space expenses 47 42
Expenses for information and communications technology 178 197
Expenses for vehicles, equipment, furniture and other fixtures,
as well as operating lease expenses 40 27
Fees of audit firm(s) (Art. 961a no. 2 CO) 1

of which, for financial and regulatory audits 1

of which, for other services 0
Other operating expenses 250 285
Total general and administrative expenses 516 554
31 | Extraordinary expenses and income
Extraordinary expenses
CHF million 2016 2017
Losses from disposal of participations 29 -
Total extraordinary expenses 29 0
Extraordinary income
CHF million 2016 2017
Reversals of impairment 2 10
Gains from disposal of participations 72 0
Total extraordinary income 74 10
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32 | Taxes

Tax expenses for corporate income tax and taxes on capital stood at 41 million francs (previous year:
83 million francs). As in the previous year, a tax rate of 20.5 percent was used for calculating corpo-
rate income tax.

Current and deferred taxes

CHF million 2016 2017
——
Expenses for current capital and income taxes 83 41

Total taxes 83 41
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Report of the Statutory Auditor to the General Meeting of PostFinance AG,
Berne

Report of the Statutory Auditor on the Financial Statements

As statutory auditor, we have audited the financial statements of PostFinance AG, which comprise
the balance sheet, income statement, cash flows statement, statement of changes in equity and
notes (pages 59 to 94) for the year ended 31 December 2017.

Board of Directors’ Responsibility

The Board of Directors is responsible for the preparation of the financial statements in accordance
with the provisions governing the preparation of financial statements for Banks, the requirements
of Swiss law and the company’s articles of incorporation. This responsibility includes designing,
implementing and maintaining an internal control system relevant to the preparation of financial
statements that are free from material misstatement, whether due to fraud or error. The Board

of Directors is further responsible for selecting and applying appropriate accounting policies and
making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Swiss law and Swiss Auditing Standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclo-
sures in the financial statements. The procedures selected depend on the auditor’s judgment, in-
cluding the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers the internal control
system relevant to the entity’s preparation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control system. An audit also includes evalu-
ating the appropriateness of the accounting policies used and the reasonableness of accounting
estimates made, as well as evaluating the overall presentation of the financial statements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the financial statements for the year ended 31 December 2017 give a true and fair
view of the financial position, the results of operations and the cash flows in accordance with the
provisions governing the preparation of financial statements for Banks and comply with Swiss law
and the company’s articles of incorporation.

Report on Other Legal Requirements

We confirm that we meet the legal requirements on licensing according to the Auditor Oversight
Act (AOA) and independence (article 728 CO and article 11 AOA) and that there are no circum-
stances incompatible with our independence.

In accordance with article 728a paragraph 1 item 3 CO and Swiss Auditing Standard 890, we
confirm that an internal control system exists, which has been designed for the preparation of
financial statements according to the instructions of the Board of Directors.

We further confirm that the proposed appropriation of available earnings complies with Swiss
law and the company’s articles of incorporation. We recommend that the financial statements
submitted to you be approved.

KPMG AG
Ertugrul Tufekgi Philipp Bertschinger
Licensed Audit Expert Licensed Audit Expert

Auditor in Charge
Zurich, 23 February 2018
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Reporting

Download

The PostFinance Ltd Annual Report is available online in electronic form at
postfinance.ch/annualreport.

Ordering

Print versions of the Annual Report can be ordered online at postfinance.ch/order-annualreport.

Structure of Swiss Post reporting documents
The Swiss Post annual reporting documents consist of:

— Swiss Post Ltd Annual Report

— Swiss Post Ltd Financial Report (management report, corporate governance,
annual financial statements)

— PostFinance Ltd Annual Report

The present text is a translation of the original German Annual Report (" Geschaftsbericht 2017"),
which constitutes the definitive text and is binding in law.
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