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LETTER OF THE PRESIDENT OF THE MANAGEMENT BOARD
Ladies and Gentlemen, Dear Shareholders,

On behalf of the Management Board of LS| Software Group, | have the honor to present to You a report on
business operations for a subsequent year in which the Group achieved its development goals. It was also a
very successful period in terms of generated financial results, during which sales growth rate exceeded 43%
and the net profit reached a record level in the Group's history that is amount of over PLN 5 million, which
represents a nearly 12% as compared to 2016.

In 2017, the Group has also been successfully growing thanks to the acquisition of a current competitor —
GIiP Sp. z 0.0. The acquisition of shares in the new subsidiary gave a strong basis for increasing the sales
growth. Thanks to a wide and comprehensive offer of modern IT solutions for operated industries and high
quality of services provided, LS| Software S.A. is currently recognized as one of the leading suppliers in
Poland.

In connection with the dynamic development of foreign operations and the expansion of the POSitive®
Cinema product, the Group was expanded by another subsidiary, POSitive Software USA LLC incorporated
in June 2017. Cooperation has also been established with partners operating on the markets of Western and
Eastern Europe as well as South America, thanks to which the Company's offer began to reach such
countries as: Austria, Germany, Slovakia, Hungary, Bulgaria, Croatia, Slovenia, Turkey, Romania, Serbia,
Uruguay, and Argentina. With an intention of ensuring a long-term and stable development, the Group
invests in new and improving existing IT products. Research and development works are financed both with
own funds and with acquired European funds. Expenditures on research and development exceeded 14% of
sales revenues. These works are financed both with Group’s own funds and with European funds raised.

Considering the assessment of the current financial standing of the Group, it is impossible not to mention the
merger of LS| Software S.A. with its subsidiary undertaking - Softech Sp. z 0.0., which was executed on 13
April 2018 with the aim to optimize and simplify the ownership structure, including reducing the costs related
to operation of separate structures in companies and achieving additional revenues resulting from expected
synergies in the future.

Recently, the Group has received several significant awards and distinctions, including, among others:

o the title of “National Winner for Poland” in the category — “The Digital Technology Award” in
“European Business Awards 2018” competition

¢ award for the Electronic Registration Card as the best product for the hotels "THE BEST OF
WORLDHOTEL 2018" at the EuroGastro / World Hotel trade fair

e LSI Software S.A. was the winner of the Best Quality Employer 2017 plebiscite, among others for a
wide range of employee trainings

e TOP 5 OF tODZ EMPLOYERS prize awarded by the £6dz Regional Job and Personal Development
Fair

| believe that in the near future LSI Software Group will be continuously successful in strengthening its
market position as a leading provider of IT solutions, thus creating the value for both Shareholders and
Employees. At the same time, on behalf of all Members of the Management Board, | would like to once again
thank everyone who in the past year contributed to the development and building as undeniably strong and
innovative company as LS| Software S.A.

Barttomiej Grduszak

President of the Management Board tédz, 27-04-2018
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l. STATEMENT OF THE MANAGEMENT BOARD

On the basis of the Regulation of the Minister of Finance of 19 February 2009 on current and periodic
information published by issuers of securities and conditions for recognizing as equivalent information
required by the laws of a non-member state (Journal of Laws of 2014, item 133 as amended (hereinafter
referred to as the Regulation of the Minister of Finance of 19 February 2009 on current and periodic
information), the Management Board of a Dominant Entity, hereby declares that to its best knowledge, the
annual consolidated financial statement for 2017 and comparative data have been prepared in accordance
with applicable accounting policies and that they accurately, fairly and transparently present the Group's
financial position and performance; and that the statement on the Group’s business activities gives a
reliable view of the Group’s development and achievements, including the description of key risks and
threats.

The consolidated financial statement hereof has been prepared in compliance with accounting principles,
in accordance with the International Accounting Standards, the International Financial Reporting Standards
and related interpretations announced in the form of regulations of the European Commission and to the
extent required by the Regulation of the Minister of Finance of 19 February 2009 on current and periodic
information published by issuers of securities. This financial statement covers the period from 1 January to
31 December 2017 and comparable period from 1 January to 31 December 2016.

The Management Board, hereby declares that the entity performing the audit of a consolidated financial
statement, was appointed in accordance with the law and that this entity and the statutory auditors
executing the audit complied with the conditions for expressing an unbiased and independent opinion on
the audited annual consolidated financial statement, in accordance with applicable regulations and
professional standards.

In accordance with the corporate governance principles adopted by the Management Board of a Dominant
Entity, the statutory auditor was selected by the Supervisory Board of LSI Software S.A. upon the
Resolution No. 09/RN/2017 of 30 May 2017 on the appointment of statutory auditor. While selecting the
statutory auditor, Supervisory Board aimed at ensuring the full independence and objectivity of the
appointment and performance of the tasks by the auditor.
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I. SELECTED FINANCIAL DATA

PLN THOUSAND

01.01.2017 - 31.12.2017

01.01.2016 - 31.12.2016

PLN EUR PLN EUR
PROFIT AND LOSS ACCOUNT
Net revenue from the sale of
products, goods and materials 47 568 11 206 33084 7561
Cost of sales 34 251 8 069 23 840 5448
Profit (loss) on operating
activities 5727 1349 5597 1279
Gross profit (loss) 5853 1379 5512 1260
Net profit (loss) 5039 1187 4512 1031
Number of participating interests / 3260 762 3260 762 3260 762 3260 762
shares (in pcs.)
Net profit (loss) per ordinary share
(PLN / EUR) 1,55 0,36 1,38 0,32
BALANCE SHEET
Fixed assets 27 149 6 509 22 041 4982
Current assets 16 943 4062 15 950 3605
Equity 32101 7 696 27 970 6322
Long-term liabilities 2034 488 1125 254
Short-term liabilities 9 957 2387 8 896 2011
Book value per share (PLN / EUR) 9,84 2,36 8,58 1,94
CASH FLOW STATEMENT
Net cash flow from
operating activities 7542 17 3412 780
Net cash flow from investing
activities -8 319 -1 960 -3799 -868
Net cash flow from
financing activities -872 -205 116 27
EUR/PLN exchange rate 2017 2016
- for balance sheet data 4,1709 4,4240
- for data prezsented in profit and loss account 4,2447 4,3757

For conversion of balance sheet data, an average exchange rate of National Bank of Poland as at balance sheet date, was used.
For conversion of data included in the profit and loss account and cash flow statement the arithmetic mean of National Bank of Poland
exchange rates applicable as at the last day of each month of a given period was used.
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. CONSOLIDATED FINANCIAL STATEMENT FOR THE PERIOD FROM 1 JANUARY 2017 TO 31
DECEMBER 2017

GENERAL INFORMATION

Dominant entity’s data

Business name: LSI Software S.A.

Legal from: Joint Stock Company

Registered office: 93-120 Lo6dz, Przybyszewskiego 176/178 St.

Country of registration: Poland

Scope of business activities: Computer programming activities 62.01.Z2

Registration court: District Court for the City of £édz, 20" Division of the National Court Register
REGON: 472048449

Duration of the group
LS| Software S.A. as a dominant entity as well as other Group’s entities have a perpetual existence.
Presented periods

The consolidated financial statement contains data for the period from 1 January 2017 to 31 December 2017. Comparative data is
presented as at 31 December 2016 for the consolidated balance sheet and for the period from 1 January 2016 to 31 December 2016
for the consolidated statement of comprehensive income, the consolidated cash flow statement and the statement of changes in
consolidated equity.

IV.  The composition of Dominant Entity’s managing and supervisory bodies as at 31 December 2017

V.

Zarzad:

Barttomiej Grduszak - President of the Management Board

Michat Czwojdzinski - Vice-President of the Management Board

Henryk Nester - Member of the Management Board (dismissed on 31January 2018)
Grzegorz Stragk - Member of the Management Board

Changes in the Management Board of a Dominant Entity

On 30 June 2017, the General Meeting entrusted Mr. Michat Czwojdzifski with the function of the Vice-President of the Management
Board, and on 31 January the General Meeting adopted a resolution to dismiss Henryk Nester from his position as Member of the
Management Board.

Supervisory Board

Grzegorz Siewiera - Chairman of the Supervisory Board
Krzysztof Wolski - Vice-Chairman of the Supervisory Board
Andrzej Kurkowski - Vice-Chairman of the Supervisory Board
Piotr Kardach - Vice-Chairman of the Supervisory Board
Grzegorz Kwiatkowski - Vice-Chairman of the Supervisory Board

Changes in the Supervisory Board of a Dominant Entity
In the reporting period, there were no changes in the composition of the Supervisory Board of a Dominant Entity.

Entity authorized to audit financial statements
PKF Consult Spotka z ograniczong odpowiedzialnoscig Sp.k.
(Limited Liability Company, Limited Partnership)
Orzycka 6/1B
02 -695 Warsaw
Entered on the list of audit firms under number 477

The accompanying notes are an integral part of this financial statement
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VI.  Legal Advisers

Matgorzata Wozniacka — Wegierska (Lawyer) — Kancelaria Adwokacka Wozniacki Wegierska Pawlonka (Law Firm)
Sienkiewicza 149 St.
90-302 t.6dz

Dominik Butlanski (Counsellor, Legal Adviser) - Kancelaria Radcy Prawnego Dominik Butlanski (Office of the Legal Adviser)
Mieszczanska 3/39 St.
93-322 t6dz

VIl.  Banks

mBank S.A.

Corporate Division £6dz
pl. Wolnosci 3

91-415 Lédz

VIIl. Listing on regulated market

1. General information:

Warsaw Stock Exchange
Stock Exchange: Ksigzeca 4 St.
00-498 Warsaw

Ticker on WSE: LSISOFT
Sector on WSE: IT

National Depository for Securities (KDPW)
Ksigzeca 4 St.

2. Depository and settlement system: 00-498 Warsaw

LSI Software S.A.

Przybyszewskiego 176/178

93-120 L6dz

Head of the Management Board Office —
Aneta Czerwinska tel.: 42 680 80 00 int. 134
inwestorzy@Isisoftware.pl

3. Investor Relations:

IX.  Significant shareholders of a Dominant Entity

As at 31 December 2017, SG Invest Sp. z 0.0./ Grzegorz Siewiera was the Shareholder holding over 5% of votes at the General
Meeting. The detailed shareholding structure as at 27 April 2018 is presented in the table below:

Share in total

ber of Share in ber of number of
Shareholders ML Value of shares capital % Tl O votes at GM
shares votes (%)
SG Invest Sp. 0.0/ Grzegorz 1,000 000 1 000 000 30,67 2 600 000 53,49
Siewiera
Yavin Limited / Piotr Kraska 443 488 443 488 13,60 443 488 9,12
Other 1805 816 1805 816 55,38 1805 816 37,15
LSI Software S.A. (own shares) 11 458 11 458 0,35 11 458 0,24
H Total 3260 762 3260 762 100 4860 762 100
X Subsidiary undertakings
» Softech Sp. zo.o. Percentage of capital and votes held - 100%
» LSl Software s.r.o. Percentage of capital and votes held - 100%
(entity incorporated on 13 September 2016)
» GiP Sp.zo.o. Percentage of capital and votes held (entity - 100%
acquired on 1 February 2017)
» Positive Software USALLC Percentage of capital and votes held - 100%

(entity incorporated on 28 June 2017)

The accompanying notes are an integral part of this financial statement
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Xl.  Jointly controlled subsidiary undertakings

» BluePocket S.A. Percentage of capital and votes held - 50%
(the entity was not subject to consolidation due to the loss of control)

Xll.  Graphical presentation of the capital group

LSI SOFTWARE S.A.

®
)
§
o
§

s|\ZFTECH |

blve pocket

LS| SOFTWARE PPW “GiP” Sp. z POSITIVE SOFTWARE BLUE POCKET S.A.
Subsidiary S.R.O 0.0. USALLC Jointly Controlled
Subsidiary Subsidiary Subsidiary Subsidiary
of share in 100% of share in 100% of share in 100% of share in capital 50% of share in
capital votes capital and votes capital and votes and votes capital and votes
Entity incorporated ~ Entity acquired on Entity incorporated on Entity was not
on 1 February 2017 28 June 2017 consolidated due to
13 September 2016 lack of control

XIV. Approval of consolidated financial statement for publication

This consolidated financial statement was approved for publication by the Management Board of the Dominant Entity on 27 April
2018.

The accompanying notes are an integral part of this financial statement
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ANNUAL CONSOLIDATED FINANCIAL STATEMENT OF LSI SOFTWARE

Consolidated profit and loss account

NOTE 01.01 -31.12.2017 01.01 -31.12.2016

Continued operations
Sales revenues 1,2 47 568 33 084
Revenues from sales of products 5448 3768
Revenues from sales of services 17 128 12 539
Revenues from sales of goods and materials 24 992 16 777
Cost of products, goods and materials sold 2,3 34 251 23 840
Manufacturing costs of products and services sold 17 682 14 030
Value of goods and materials sold 16 569 9810
Gross profit (loss) on sales 13 317 9244
Other operating income 4 1398 2 369
Sales costs 3 4 659 2131
General and administrative costs 3 3831 3349
Other operating costs 4 498 536
Profit (loss) on operating activities 5727 5597
Financial income 5 251 63
Financial costs 125 148
Share in net profit (loss) of entities accounted for using the equity 0 0
method
Profit (loss) before tax 5853 5512
Income tax 6 814 1000
Net profit (loss) from continuing operations 5039 4512
Profit (loss) on discontinued operations 7 0 0
Net profit (loss) 5039 4512
Net profit (loss) per share (in PLN) 8 1,55 1,38
Basic for the financial period 1,55 1,38
Diluted for the financial period 1,55 1,38
Net profit (loss) per share from continuing
operations (in PLN)
Basic for the financial period 1,55 1,38
Diluted for the financial period 1,55 1,38
Net profit (loss) per share from discontinued operations (PLN) 0,00 0,00

todz, 27 April 2018

Signatures of Members of the Management

Board

Barttomiej Grduszak Michat Czwojdziriski Grzegorz Stragk

President of the MB Vice-President of the MB Member of the MB

Signature of a person preparing the financial statement:

Barttomiej Grduszak Dariusz Gorski

CFO Chief Accountant

The accompanying notes are an integral part of this financial statement
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Consolidated statement of comprehensive income

NOTE 01.01 -31.12.2017 01.01 -31.12.2016

Net profit (loss) 5039 4512

Items to be reclassified to profit and loss account in

subsequent periods 0 0

Foreign exchange differences on the translation of units operating
abroad

Foreign exchange differences on translation of entities accounted
for using the equity method

Net loss from securing the share in net assets of entities operating
abroad

Net change in fair value of available-for-sale financial assets

Net change in fair value of available-for-sale financial assets
reclassified to profit or loss of the current period

The effective portion of changes in fair value of cash flow hedges

Net change in fair value of cash flow hedges reclassified to profit or
loss of the current period

Income tax related to components of other comprehensive income

Items that will not be reclassified to the profit and loss 0 0
account in subsequent periods
Revaluation of tangible fixed assets

Actuarial gains (losses) on benefit plans
Share in total income of affiliated undertakings *

Income tax related to components of other comprehensive income

Total comprehensive income 10, 11 5 039 4512

Total comprehensive income attributable to non-controlling
shareholders 5039 4512

Total comprehensive income attributable to Dominant Entity 5039 4512

Lodz, 27 April 2018

Signatures of Members of the Management
Board

Barttomiej Grduszak Michat Czwojdzinski Grzegorz Stragk

President of the MB Vice-President of the MB Member of the MB

Signature of a person preparing the financial statement:

Barttomiej Grduszak Dariusz Gorski

CFO Chief Accountant

The accompanying notes are an integral part of this financial statement
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CONSOLIDATED BALANCE SHEET

ASSETS NOTE 31.12.2017 31.12.2016

Fixed assets 27 149 22 041
Fixed tangible assets 12 5 806 5610
Intangible assets 13 11 039 8 409
Goodwill 14 6 949 4 435
Investment property 15 2479 2479
Investments in associates accounted for using the equity method 16 0 0
Shares and participating interests in subordinated undertakings
not subject to consolidation 17 0 0
Financial assets available for sale 19 0 0
Other financial assets 21,40 0 246
Deferred tax assets 6 876 862
Other fixed assets 18 0 0
Current assets 16 943 15 950
Inventory 22,23 2 858 2 436
Trade receivables 24 8 284 7 483
Current income tax receivables 403 0
Other receivables 25 1208 480
Financial assets available for sale 19 0 0
Financial assets measured at fair value through profit or loss 20 0 0
Deferred tax assets 21,40 253 5
Prepayments 26 342 205
Cash and cash equivalents 27 3595 5341
Assets classified as held for sale 7 0 0
TOTAL ASSETS 44 092 37991

tédz, 27 April 2018

Signatures of Members of the Management

Board

Barttomiej Grduszak Michat Czwojdzirski Grzegorz Stragk

President of the MB

Vice-President of the MB

Signature of a person preparing the financial statement:

Barttomiej Grduszak

CFO

Dariusz Goérski

Chief Accountant

Member of the MB

The accompanying notes are an integral part of this financial statement
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‘LIABILITIES NOTE 31.12.2017 31.12.2016
Equity 32101 27 970
Equity attributable to shareholders of a Dominant Entity 32101 27 970
Share capital 28 3261 3261
Statutory capital reserve from share premium 29 12 924 13 096
Own shares (negative value) -150 -11
Other provisions 30 2 060 0
Foreign exchange translation differences 0 0
Retained earnings 31 8 967 7112
Financial result of the current period 5039 4512
Equity attributable to non-controlling shareholders 32 0 0
Long-term liabilities 2034 1125
Credits and loans 33 1079 0
Other financial liabilities 34,40 522 715
Other long-term liabilities 35 0 0
Deferred income tax provision 6 431 409
Accruals 41 0 0
Provisions for retirement and similar benefits 42 2 1
Other provisions 43 0 0
Short-term liabilities 9 957 8 896
Credits and loans 33 1175 2408
Other financial liabilities 34,40 1366 453
Trade liabilities 36 5995 5013
Current income tax liabilities 303 583
Other liabilities 37 142 43
Accruals 41 798 376
Provisions for retirement and similar benefits 42 0 0
Other provisions 43 178 20
Liabilities directly related to assets classified as held for sale 7 0 0
TOTAL LIABILITIES 44 092 37991
Book value per share 9,84 8,58

Lodz, 27 April 2018

Signatures of Members of the Management

Board

Barttomiej Grduszak Michat Czwojdzirski Grzegorz Stragk

President of the MB Vice-President of the MB Member of the MB

Signature of a person preparing the financial statement:

Barttomiej Grduszak Dariusz Gorski

CFO Chief Accountant

The accompanying notes are an integral part of this financial statement
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Statement on changes in consolidated equity

Statutory ; ; _ Equity
capital reserve _ Financial Equity attrlbutable'to i
Share from share Other Oown Retained result of attributable to non-controlling Total equity
capital premium reserves shares earnings the current the shareholders shareholders
period of a Dominant
Entity
12 months ended on 31.12.2017

Equity as at 1 January 3261 13 096 0 -11 7112 4512 27 970 0 27 970
Changes in accounting policies 0 -172 0 0 -597 0 -769 0 -769
Corrections of errors in previous periods 0 0 0 0 0 0 0 0 0
Equity after corrections 3261 12 924 0 -11 11 027 0 27 201 0 27 201
Net profit distribution 0 0 0 0 0 0 0 0 0
Purchase of own shares 0 0 0 -150 0 0 -150 0 -150
Contributions (payments) in the form of own 0 0 0 11 0 0 11 0 11
shares

Transfer between reserves 0 0 2 060 0 -2 060 0 0 0 0
Dividend payment 0 0 0 0 0 0 0 0 0
Total comprehensive income 0 0 0 0 0 5039 5039 0 5039
Equity as at 31 December 3261 12 924 2 060 -150 8 967 5039 32101 0 32101

12 months ended on 31.12.2016

Equity as at 1 January 3261 11 212 1884 -14 3883 3704 23930 0 23930
Changes in accounting policies 0 0 0 0 0 0 0 0 0
Corrections of errors in previous periods 0 0 0 0 0 0 0 0 0
Equity after corrections 3261 11 212 1884 -14 3883 3704 23930 0 23930
Shares issue 0 0 0 0 0 0 0 0
Costs rekated to shares issue 0 1884 -1 884 0 0 0 0 0
Contributions (payments) in the form of own 0 0 0 0 0 3 0 3
shares

Net profit distribution 0 0 0 3704 0 3704 0 3704
Dividend payment 0 0 0 0 0 0 0 0
Total comprehensive income 0 0 0 -475 808 333 0 333

3261 13 096 0 11 7112 4512 27 970 0 27970

Equity as at 31 December

Lodz, 27 April 2018

The accompanying notes are an integral part of this financial statement
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Signatures of Members of the Management

Board
Barttomiej Grduszak Michat Czwojdzinski Grzegorz Stragk

President of the MB Vice-President of the MB Member of the MB

Signature of a person preparing the financial statement:

Barttomiej Grduszak Dariusz Gorski

CFO Chief Accountant

The accompanying notes are an integral part of this financial statement
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Consolidated cash flow statement

OPERATING ACTIVITIES

01.01 -31.12.2017

01.01 -31.12.2016

Profit (loss) before tax 5853 5512
Total adjustments 2 899 -1 899
Sha_re in net profit of subordinated entities accounted for with the use of 0 0
equity method
Amortisation and depreciation 3370 2978
Foreign exchange gains/losses 97 -39
Interests and share in profits (dividends) 96 56
Profit / loss on investing activities -38 -449
Change in reserves -40 -146
Change in inventory -51 -500
Change in receivables -319 -83
Change in liabilities excluding credits and loans -1 432 -992
Change in other assets -62 -2724
Other adjustments arising in connection with operating activities 1278 0
Cash on operating activities 8 752 3613
Interests paid 0 0
Income tax (paid) / reimbursed -1 210 -201
A. Net cash flow from operating activities 7542 3412
INVESTING ACTIVITIES
Inflows 78 194
Disposal of intangible assets and fixed tangible assets 77 44
Disposal of investments in immovable property 0 0
Disposal of financial assets 0 0
Other investment inflows 1 150
Outflows 8 397 3993
Acquisition of intangible assets and fixed tangible assets 4879 3753
Acquisition of investments in immovable property 0 0
Acquisition of financial assets 3502 240
Other investment outflows 16 0
B. Net cash flow from investing activities -8 319 -3799
FINANCING ACTIVITIES
Inflows 1831 1515
Net iI"IﬂOWS from _issu_es of shares and other equity instruments and 1 3
from capital contributions
Credits and loans 1750 1512
Issue of debt securities 0 0
Other financial inflows 70 0
Outflows 2703 1399
Acquisition of own shares 150 0
Dividends and other payments to owners 0 0
Profit distributions other than payments to owners 0 0
Repayment of credits and loans 1903 748
Redemption of debt securities 0 0
For other financial liabilities 0 0
Financial lease payments 554 595
Interests 96 56
Other financial outflows 0 0
C. Net cash flow from financing activities -872 116
D. Total net cash flow (A +B + C) -1 649 -271
E. Balance sheet change in cash, including: -1 745 -257
— Change in cash due to foreign exchange differences -75 21
F. Cash at the beginning of the period 5320 5591
3671 5320

G. Cash at the end of period (F + D)

Lédz, 27 April 2018

The accompanying notes are an integral part of this financial statement
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Signatures of Members of the Management
Board
Barttomiej Grduszak

Michat Czwojdzinski Grzegorz Strgk

President of the MB Vice-President of the MB Member of the MB

Signature of a person preparing the financial statement:

Barttomiej Grduszak Dariusz Gorski

CFO Chief Accountant

The accompanying notes are an integral part of this financial statement
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ADDITIONAL INFROMATION TO THE CONSOLIDATED FINANCIAL STATEMENT

I. Compliance with the International Financial Reporting Standards

This consolidated financial statement has been prepared in accordance with the International Accounting Standards, the International
Financial Reporting Standards and and related interpretations announced in the form of regulations of the European Commission,
hereinafter referred to as "EU IFRS".

EU IFRS include standards and interpretations accepted by the International Accounting Standards Board (IASB) and the
International Financial Reporting Interpretations Committee (IFRIC), approved for application in the EU.

In preparing the annual consolidated financial statement for the year 2017 the Dominant Entity applied the same accounting policies
as those adopted for the preparation of the consolidated financial statement for the year 2016, with the exception of amendments to
standards and new standards and interpretations approved by the European Union for reporting periods beginning on or after 1
January 2017. In 2016, the Dominant Entity adopted all new and approved standards and interpretations issued by the International
Accounting Standards Board and the International Financial Reporting Interpretations Committee approved for application in the EU,
applicable to its business operations and effective from 1 January 2017. Below is a list of standards and amendments to standards
approved by the EU applicable to reporting periods beginning on or after 1 January 2017:

a) Amendments to IAS 12 Income Tax — Recognition of deferred tax assets for unrealized losses — effective for reporting period
beginning on or after 1 January 2017

The purpose of the proposed amendments is to clarify that the unrealized losses on debt instruments measured at fair value and, for
tax purposes at the acquisition price, may give rise to deductible temporary differences.

The proposed amendments will also provide that the carrying amount of an individual asset does not limit the estimates of future
taxable income. In addition, in case of comparing the deductible temporary differences to the future taxable income, the future taxable
income shall not include tax deductions resulting from the reversal of the deductible temporary differences.

b) Amendments to IAS 7 Statement of Cash Flows: The initiative on disclosure - effective for reporting periods beginning on or
after 1 January 2017

The change is intended to improve the quality of information on financial activity and liquidity of reporting entity disclosed to

users of financial statements. It introduces the following requirements:

i reconciliation in the statement of financial position of opening and closing balances for all items, generating cash flows
that qualify as financial activities, with the exception of equity

ii. disclosure of information on issues facilitating the analysis of liquidity of an entity, such as limitations applied when
deciding on the use of cash and cash equivalents.

c) Improvements to IFRS (2014-2016) - changes within the procedure of annual amendments to IFRSs - effective for reporting
periods beginning on or after 1 January 2017

Amendments to IFRS 12 Disclosure of Interests in Other Entities

Amendment clarified that the disclosures required under IFRS 12 (with the exception of B10-B16) also apply to interests held for
sale and discontinued operations in accordance with IFRS 5. Amendment was introduced in connection with uncertainties arising
on interaction of requirements on disclosures under IFRS 5 and IFRS 12.

The adoption of these amendments to standards did not result in changes in the accounting policies of the Group, or do not materially
affect the presentation of the data in the consolidated financial statements.

The Dominant Entity did not decide for early adoption of standards and amendments to standards approved by the European Union,
which are effective for reporting periods beginning on or after 1 January 2018:

a) IFRS 9 Financial instruments” (of 12 November 2009 with subsequent amendments to IFRS 9 and IFRS 7 of 16 December
2011) - effective with regard to reporting periods beginning on or after 1 January 2018

The new standard replaces the guidance set out in IAS 39 Financial Instruments: Recognition and Measurement concerning the
classification and measurement of financial assets. Standard eliminates the categories set forth in IAS 39, that is: held to maturity,
available for sale and loans and receivables. Upon initial recognition, financial assets will be classified into one of two categories:

- Financial assets measured at amortized cost, or
- Financial assets measured at fair value.

A financial asset is measured at amortized cost if the following two conditions are met: the assets is held within a business model
which objective is to hold assets in order to obtain the contractual cash flows; and its contractual terms give rise (on specified dates)
to cash flows being solely the payment of principal and interests on outstanding amounts.

Gains and losses on financial assets measured at fair value are recognized in the profit and loss account for the current period,
except for a situation where the investment in an equity instrument is not intended for trading. IFRS 9 gives discretion to make an
irreversible decision to measure such financial instruments upon initial recognition at fair value through other comprehensive. Such a
decision is irreversible. Such a choice can be made for each financial instrument separately.

The amounts recognized in other comprehensive income cannot be reclassified to profit or loss in future periods. IFRS 9 introduced a
new model for determining impairment losses, i.e. the model of expected credit losses. It is also important in view of IFRS 9 to
disclose the effects of changes in own credit risk on financial liabilities measured at fair value through profit or loss, in other
comprehensive income.

The accompanying notes are an integral part of this financial statement
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b) IFRS 15 Revenues from contracts with customer - applicable to reporting periods beginning on or after 1 January 2018

IFRS 15 defines how and when to recognize the revenue, and requires significant disclosures from entities applying IFRSs. The
standard introduces a unified five-step model, based on the principles, to be applied to all contracts with customers upon revenue
recognition.

c) IFRS 16 Leases - effective for reporting periods beginning on or after 1 January 2019

IFRS 16 replaces the hitherto existing solutions in terms of leases covering IAS 17, IFRIC 4, SIC 15 and SIC 27. IFRS introduces one
model for the purpose of recognition of the lease by the lessee requiring the recognition of an asset and liability, unless the lease term
is 12 months or less and the asset is of a low value. The lessor's approach remains substantially unchanged in relation to the
solutions set forth in IAS 17 - classification of leases as operating or financial is still required.

d) Explanations to IFRS 15 Revenue from contracts with customers - effective for reporting periods beginning on or after 1 January
2018 year.

The amendment clarifies how to:

(i) identify the performance obligation,
(i) determine whether an entity operates as the agent or principal under a given contract
(iii) determine the manner of recognition of revenues from licenses.

The amendments introduce two additional exemptions aimed at reducing the costs and complexity for the entities while implementing
the standard

e) Amendments to IFRS 4 Application of IFRS 9 Financial instruments together with IFRS 4 Insurance contracts - effective for
reporting periods beginning on or after 1 January 2018

The changes are aimed at removal from the profit and loss account of entities which issue insurance contracts, of

accounting mismatch. According to these changes, the following solutions are acceptable:

l. application of IFRS 9 Financial Instruments together with recognition in comprehensive income and not in the profit
and loss account, of changes arising upon application of IFRS 9 Financial Instruments and not IAS 39 Financial
Instruments, for all entities which issue insurance contracts (“overlay approach”),

Il temporary (until 2021) exemption from IFRS 9 Financial instruments for entities primarily engaged in insurance
activities and application in this period of IAS 39 Financial Instruments (i.e. "deferral approach")

f)  Improvements to IFRS (2014-2016) - changes within the procedure of annual amendments to IFRSs - effective for reporting
periods beginning on or after 1 January 2017 / on or after 1 January 2018

. IFRS 1 First-time Adoption of International Financial Reporting Standards

Improvement consisted in deletion of the short-term exemptions in paragraphs E3—E7 of IFRS 1, because they have
now served their intended purpose. These exemptions enabled first-time adopters of the IFRS to benefit from the
same disclosures which were available to entities that have long applied them with regard to:

i. Disclosure of certain comparative information on financial instruments required as a result of the
amendments to IFRS 7

ii. Presentation of comparative data to the disclosures required by IAS 19 regarding the sensitivity of defined
actuary liability liabilities

iii. Retrospective application of requirements regarding investment units set forth in IFRS 10, IFRS 12 and IAS
27

Il Amendments to IAS 28 Investments in Associates and Joint Ventures

The amendment clarifies that the decision regarding measurement of investments in associates and joint ventures at
fair value through profit or loss (and not with the use of equity method) that may be made by venture capital
organizations or other eligible entities (e.g. mutual funds, trust funds) is taken individually for each investment at the
time of initial recognition. The amendment also covers the possibility of selecting a valuation method for an investment
unit that is an associate or a joint venture of an entity other than an investment unit - it may retain the fair value
measurement used by that entity at the same time using the equity method.

g) Amendments concerning IFRS 2 Share-based payments - effective for reporting periods beginning on or after 1 January 2018.

The amendment clarifies how to recognize certain types of share-based payments. These amendments introduce the requirements for
recognition:

(i) share-based payment transactions accounted for in cash and providing for a condition of achieving by an entity of
specific economic results,

(i) share-based payment transactions settled upon tax deduction,

(i) changes of share-based payment transactions from settled in cash to settled in equity instruments.

h)  Amendments to IAS 40 Investment Property - effective for reporting periods beginning on or after 1 January 2018

Amendment provides for clarification of the application of paragraph 57 of IAS 40 Investment Property, which provides guidance on
transfers to, or from, investment properties. Paragraph 57 has been amended to state that an entity shall transfer a property to, or
from, investment property when, and only when, there is evidence of a change in use. The list of evidence in paragraph 57(a) — (d)
was designated as non-exhaustive list of examples instead of the previous exhaustive list.

The accompanying notes are an integral part of this financial statement
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i)  Amendments to IFRS 9 "Financial Instruments" - Contracts with prepayment features with negative compensation (published on
12 October 2017, effective for reporting periods beginning on or after 1 January 2019)

The amendment clarifies that financial instruments that provide for the possibility of early repayment (prepayment) that may result in
negative compensation may be measured at amortized cost or at fair value through other comprehensive income, depending on the
business model of the entity in terms of managing financial assets.

i) IFRIC 22 Transactions in foreign currencies - effective for reporting periods beginning on or after 1 January 2018

Interpretation clarifies the accounting for transactions that include the receipt or payment of advance consideration in a foreign
currency. The Interpretation covers foreign currency transactions when an entity recognizes a non-monetary asset or non-monetary
liability arising from the payment or receipt of advance consideration before the entity recognizes the related asset, expense or
income.

Standards and interpretations adopted by the IASB that have not yet been approved by the EU for application:
a) IFRS 14: Rate-regulated activities; balance of deferred items - applicable to reporting periods beginning on or after 1 January 2017

This standard has been published as part of a larger project: Rate-regulated activities, dedicated to the comparability of financial
statements of entities operating in areas where prices are regulated by certain regulators or supervisors (depending on the
jurisdiction, such areas often include distribution of electricity and heat, sales of electricity and gas, telecommunication services,
etc.). IFRS 14 does not apply more broadly to the accounting policies for rate-regulated activities, but only specifies the rules for
recording the items of income or expenses that shall be recognized in view of the binding provisions in terms of rated regulation,
but which in view of other IFRSs do not meet the criteria for recognizing them as assets or liabilities. The application of IFRS 14
is permitted where the entity conducts activities subject to rates regulation and in the financial statements drawn up in
accordance with previously applied accounting policies, recognized the amounts eligible for recognition as "deferred balance
sheet items". According to published IFRS 14, such items should be presented in a separate item in the statement of financial
position (balance sheet) respectively in assets and liabilities. These items are not subject to division into current and non-current
and are not referred to as assets or liabilities. Therefore, "deferred items" recognized in assets are referred to ,debit balances of
deferred items", while those recognized in liabilities - as “credit balances of deferred items". In the profit and loss account and
the statement of comprehensive income, the entities recognized net changes in "deferred items", respectively, in the section of
other comprehensive income and in the profit or loss section (or in the separate profit or loss account). This standard, as a
transitional standard, in accordance with the decision of the European Commission, will not be subject to adoption.

b) IFRS 17 Insurance Contracts - effective for reporting periods beginning on or after 1 January 2021

IFRS 17 replaces IFRS 4 Insurance Contracts. IFRS 17 introduces uniform rules for the recognition and measurement of insurance
and reinsurance contracts at their present value. IFRS 17 requires that insurance contracts are recognized based on current
estimates and assumptions that reflect expected future cash flows and uncertainties associated with them. Revenue from the
insurance contract (contractual margin) is recognized along with the provision of the service covered by the insurance contract for the
period covered by the insurance. Changes in estimates of future cash flows between balance sheet dates are recognized in the
income statement or as an adjustment to the expected contractual margin depending on the nature of the change and the reasons for
occurrence. An entity has the choice of how to recognize some changes in the discount rate: in the income statement or in the
statement of comprehensive income for a given period.

Earlier application of IFRS 17 is possible subject to the implementation of IFRS 9 and IFRS 15.

c) Amendments to IFRS 10 Consolidated Financial Statements and IAS 28 Investments in associates and joint ventures: The sale or
contribution of assets between the investor and its associate or joint venture — postponement of the application for an indefinite
term

The amendments relate to the sale or contribution of assets between the investor and its associate or joint venture and explain that
the recognition of gain or loss in transactions involving the associate or joint venture depends on whether sold or transferred assets
are a business venture.

d) IFRIC 23 Uncertainty over Income Tax Treatments - effective for reporting periods beginning on or after 1 January 2019

The interpretation explains how to reflect the uncertainty related to the recognition of income tax in the financial statement. The
interpretation applies when the recognition of a given transaction or circumstances in tax law is unclear or when the entity is not sure
whether the tax authorities will accept the entity's approach or its interpretation of tax law.

e) Amendments to IAS 28 "Investments in Associates and Joint Ventures" - Long-term shares in associates and joint ventures
(published on 12 October 2017, effective for reporting periods beginning on or after 1 January 2019)

The purpose of the change is to indicate how to measure long-term shares in associates or joint ventures. Paragraph 14A is added to
clarify that an entity applies IFRS 9, including impairment requirements, to long-term shares in an associate or joint venture that are
part of a net investment in an associate or joint venture, but for which the equity method is not used. Paragraph 41 is deleted because
the Board considered that it repeated the requirements in IFRS 9 and introduced confusion in accounting relating to long-term shares.

The accompanying notes are an integral part of this financial statement
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f)  Amendments to IFRS (2015-2017) - changes in the procedure of introducing annual amendments to IFRS - effective for
reporting periods beginning on or after 1 January 2019

o Amendment to IFRS 3 Business combinations, IFRS 11 Joint arrangements, specifies the following:
a) the entity revaluates the share in the joint operation that meets the definition of the enterprise upon assumption of
the control.
b) the entity does revaluate the share in the joint operation that meets the definition of the enterprise if the change in
the share in the joint operation gives rise to joint control or its maintenance.
o Amendment to IAS 12 Income tax specifies that the tax consequences of dividend payments are recognized in the same
manner as other transactions.
o Amendment to IAS 23 Borrowing Costs specifies that an entity treats any financing related to the creation of an asset when
the asset is ready for use or sale as part of external financing of a general nature

g) Amendments to IAS 19 Employee benefits - effective for reporting periods beginning on or after 1 January 2019
This change requires that in the event of changes, limitations or settlements of a defined benefit plan, an entity:

e applies current assumptions in order to determine the costs of current employment and the present value of the liability for
certain benefits relating to the remaining period,

e recognizes in the financial result as "past service costs" or "gains or losses" on account of the benefit plan settlement, the
amounts resulting from the measurement of the present value of the defined benefit obligation, before and after the change,
with the current assumptions and fair value of the plan’s assets as at the date of the change, including the change in the
unrecognized surplus.

According to the Dominant Entity's estimates, the above-mentioned standards, interpretations and amendments to standards will not
have a material impact on the Company's financial statement.

IFRS 16 applies to annual reporting periods beginning on 1 January 2019. Earlier application is possible provided that IFRS 15
Revenue from contracts with customers is applied. This standard has not yet been adopted by the European Union.

International Financial Reporting Standard 16 Lease will replace International Accounting Standard 17 Lease and Interpretation IFRIC
4 - Determination whether the contract contains lease. IFRS 16, in contrast to the separate recognition method currently used in the
financial statements for operating and financial leases, introduces a uniform accounting model for all leases, in which the lessee
recognizes in the statement of financial position a right-of-use asset representing its right to use the underlying leased asset and a
lease liability representing its obligation to make lease payments. Right-of-use asset, in the case of the cost model, is subject to
depreciation and impairments. Depreciation of right-of-use assets, which will be presented in operating costs and interests on lease
liabilities, which will be presented as financial costs, will replace lease payments, which are currently presented in operating costs.

In this financial statement, the Company classifies and presents as operating lease — the lease of cars. Note 41 presents the total
amount of future minimum lease payments due to non-cancellable operating leases as at 31 December 2017. The company carried
out an analysis of the impact of IFRS 16 on the financial statement. However, the following key decisions on how to implement IFRS
16 have not yet been made:

a) the method of transition to IFRS 16: full retrospective or retrospective with the combined effect of the first application (without
transformation of comparative data),

b) applying or not applying a practical solution in the scope of not re-assessing whether the contract is a lease or includes the lease, i.e.
applying the classification currently applied to contracts concluded by the Company as at the date of application of IFRS 16, while
recognizing the assets and liabilities related to these contracts,

¢) applying simplifications in the field of short-term lease and lease of low-value assets

d) separation as an individual item of right-of-use asset or presenting them together with similar own assets.

The Management Board of the Company expects that IFRS 16 will not have a significant impact on the Company's financial
statement, but due to the above, a reliable estimation of the impact is not possible at this stage.

Il. Going concern assumption and comparability of financial statements

The annual consolidated financial statement has been prepared on the assumption that the Group will continue as a going concern
over 12 months following the last balance sheet date that is 31 December 2017. As at the date of signing the financial statement
hereof, the Management Board of the Dominant Entity does not identify any facts or circumstances that would indicate a threat to the
continued operations of the Group in the period of 12 months after the balance sheet date and that would ensue from an intended or
forced discontinuation or material limitation of current operations. Until the date of preparation of the annual consolidated financial
statement for the year 2017, there were no events that were not but should be recorded in the accounting records of the reporting
period. At the same time, in the financial statement hereof there are no material events relating to previous years.

[ll.Consolidation principles

The consolidated financial statement of LS| Software Group includes the financial statement of LS| Software S.A. and fiancial
statements of entities (including jointly controlled subsidiary undertakings) controlled by LS| Software S.A. The company exercises
the control if:

The accompanying notes are an integral part of this financial statement
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e has the power over a given entity,
e s subject to exposure, or has the rights, to variable returns from its involvement with a given entity
e has the ability to use its power over the entity to affect the amount of the investor's returns.

In the event of a situation that indicates a change in one or more of the foregoing control factors, the Company verifies its control over
other entities. In the event where the Company holds less than a majority of voting rights in a given entity but held voting rights allow the
Company an unilateral management of the relevant actions of this entity, this means that it exercises the power over this entity. In order to
assess whether the Company has sufficient power, it should verify in particular:

a)

—  the number of the voting rights held by the Company compared to the number of votes held by other shareholders

—  potential voting rights held by the Company, other shareholders or other parties,

—  rights arising from other contractual arrangements,

—  additional circumstances that may indicate that the Company has or does not have the power to manage the significant
actions in decision-making processes.

Subsidiary undertakings

Subsidiary undertakings are fully consolidated starting from the date of obtaining control over them and cease to be consolidated
from the date such control expires. The acquisition of subsidiaries by the Group is accounted for using the acquisition method. The
cost of an acquisition is measured as the fair value of the transferred assets, equity instruments issued and liabilities incurred or
assumed at the date of transfer, increased by costs directly attributable to the acquisition. Identifiable assets acquired and liabilities
and contingent liabilities assumed in a business combination are initially measured at their fair value at the acquisition date,
irrespective of the size of any non-controlling interests. The excess of the acquisition price over the fair value of the entity’s
identifiable net assets is recognized as goodwill. Where the acquisition price is lower than the fair value of the identifiable entity’s
net assets, the difference is recognized as profit in the profit and loss account of the period in which the acquisition occurred.
Revenues and costs, settlements and unrealized gains on transactions between related entities covered by consolidation are
subject to consolidation exclusions. Unrealized losses are subject to consolidation exclusions unless the transaction provides
evidence of an impairment of the asset transferred. The accounting policies applied by subsidiaries have been changed where
necessary in order to ensure consistency with the policies adopted by the Group.

b) Non-controlling interests/shares and transactions with non-controlling shareholders

c)

e)

Non-controlling interests include interests in consolidated companies not held by the Group. Non-controlling interests are determined
as the net value of the associate’s assets attributable to the shareholders outside the Group as at the acquisition date. The identified
non-controlling interests in the net assets of consolidated subsidiaries are recognized separately from the ownership interest of the
Dominant Entity in such net assets. Non-controlling interests in net assets include:

(i) value of non-controlling interests at the date of the original business combination, calculated in accordance with IFRS 3, and

(i) changes in equity attributable to non-controlling shares since the day of business combination.

Profits and losses and each component of other comprehensive income are attributed to the owners of the Dominant Entity and non-
controlling interests. Total comprehensive income is attributed to owners of the Dominant Entity and non-controlling interests even if
this results in the non-controlling interests having a negative value.

Affiliated undertakings

Affiliated undertakings are the entities on which the Group has a significant influence but which are not under the control of the Group.
Significant influence means the ability to participate in decision-making processes associated with financial and operational policy of
the investee. Exercising a significant influence does not mean exercising the control or co-control over this policy. Investments in
affiliated undertakings are accounted for using the equity method and the initial recognition is determined according to cost. The
Group's share in the financial result of the affiliated undertakings as from the date of acquisition is recognized in the profit and loss
account, while its share in changes in other reserves as from the date of acquisition - in other reserves. The total changes since the
date of acquisition are adjusted for the carrying value of the investment.

a) Joint Arrangements (joint venture and joint operations)

Joint Arrangements shall mean a contract under which two or more parties exercise joint control, which takes the form of either joint
operations or joint venture. A partner in the joint operations recognizes: its assets (including share in jointly held assets), its liabilities
(including share in liabilities incurred jointly); revenue from the sale of its share of production resulting from joint operations and its
costs (including participation in jointly incurred costs). A joint venture is a joint contractual arrangement under which parties exercising
joint control over such joint venture, have rights to the net assets of this contractual arrangement. Joint contractual arrangements
shall mean an arrangement over which two or more parties exercise the control, which means a contractually defined sharing of
control over the contractual arrangement which only occurs when the decision concerns the operations requiring the unanimous
consent of the parties exercising joint control. Joint ventures are accounted for using the equity method and initial recognition carried

at cost.

Companies covered by the consolidated financial statement
The consolidated financial statement hereof for the periods ended on 31 December 2017 and 31 December 2016 covers the following
entities included in the Group:

The accompanying notes are an integral part of this financial statement
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Share in the total number of votes (%)
Business name

31.12.2017 31.12.2016
LSI Software S.A. Dominant Entity
Softech Sp. z 0.0. 100 100
LSI Software s.r.o. 100 100
GiP Sp. z o.0. 100 -
Positive Software USA LLC 100 -

e) Companies not covered by the consolidated financial statement
The following companies were not covered by the consolidated financial statement for the reporting period ended on 31 December
2017:

: Share in the total number of Legal basis for non-
LB MRS votes (%) consolidation
BluePocket S.A. 50 Loss of control

IV. Description of the applied accounting principles (policy), including methods of valuation of
assets and liabilities, revenues and costs

The consolidated financial statement has been prepared on a historical cost basis, except for financial derivatives, financial
instruments at fair value, which change is recognized in profit and loss account, available for sale financial assets, investments in
immovable property, which were measured at fair value. The carrying value of recognized hedged assets and liabilities is adjusted for
changes in fair value that can be attributed to the risk against which these assets and liabilities are hedged. The consolidated financial
statement hereof is presented in PLN ("PLN") and all figures, unless otherwise indicated, are expressed in thousands PLN.

Presentation of financial statements with consideration of operating segments

The margin analysis in product and structural terms (calculated according to internal methodology) is carried out in LS| Software
Group. The share of particular departments or products in the generated margin calculated as 100% (for comparable periods) is
subject to disclosure. For the purposes of analyzing operating segments, the Company does not prepare individual accounts of
particular departments or products. Such analysis is not implemented because individual departments carry out their tasks with the
use of shared resources, and it is pointless (artificial) to assign them the costs in line with defined patterns. A similar principle applies
to products, which are distributed using the same channels and resources. The preparation of the above-described accounts, would
entail additional costs and resources which is not reflected in the value of the information received.

Revenues and costs of operating activities

Revenue is the gross inflow of economic benefits (reduced by applicable taxes) during the period arising in the course of the ordinary
activities of the Issuer when those inflows result in increases in equity, other than increases relating to contributions from equity
participants. The amount of revenue arising on a transaction is measured at the fair value with consideration of the amount of any
trade discounts and volume. Revenue is recognized if the significant risks and rewards of the ownership of the goods and products
have been transferred to the buyer and the amount of revenue can be measured reliably.

Revenue from the sale of goods shall be recognized when the entity has transferred to the buyer the significant risks and rewards of
ownership of the goods. When the outcome of a transaction involving the rendering of services can be estimated reliably, revenue
associated with the transaction shall be recognized by reference to the stage of completion of the transaction at the end of the
reporting period. The percentage stage of completion of a transaction is determined as a relation of services performed to date to the
total services to be performed. When the outcome of the transaction involving the rendering of services cannot be estimated reliably,
revenue shall be recognized only to the extent of the expenses recognized that are recoverable.

Operating costs are expenses related to ordinary business activities of companies. Operating expenses include generic costs, such
as the cost of goods sold, the cost of employee salaries, the cost of outsourced services, and the cost of used materials and energy.

Other revenues, costs, profits and losses

Other operating revenues and costs are items that are indirectly related to the core business of the company. Financial costs and
revenues are recognized in the results of the period to which they relate, except for costs directly attributable to the acquisition,
construction of the asset. The advances received against the expected dividend payable by the subsidiaries are recognized at the
time of their receipt, thus analyzing the ability of the subsidiary to pay such dividend, i.e. whether such subsidiary has sufficient funds
for the payment.

Government Grants

Government grants are recognized if and only if there is reasonable assurance that the entity will comply with the conditions related to
the grant and that the grant will be received. The grant is accounted for in the same way regardless of whether it is received in cash
or as a reduction of liability to the government. If a grant relates to a given cost item, it is recognized as revenue (or cost reduction) in
proportion to the cost that the grant is intended to compensate. If a grant relates to an asset, then its fair value is recognized in the
profit and loss account over the life of a depreciable asset as a reduced depreciation charge.
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Grants are presented in assets by deducting the amount of a grant from the value of an asset that has been financed in whole or in
part.

Taxes

LS| Software Group’s companies are independent entities in terms of the budget settiement of income tax, thus the Group is not a tax
capital group. The current income tax is recognized at nominal value using the balance sheet liability method. The applicable tax rates
are used to determine the tax value in a given financial year. Income tax of foreign subsidiaries is determined according to applicable
local tax law.

Deferred income tax

The provision for deferred tax is established using the balance sheet liability method in relation to the temporary differences between
the tax value of assets and liabilities and their value disclosed in the financial statement. The deferred tax provision is recognized for
in relation to all significant taxable temporary differences.

Deferred income tax assets are recognized in relation to all significant deductible temporary differences. The carrying amount of the
deferred income tax asset is reviewed at each balance sheet date. Such assets and liabilities are not recognized if the temporary
difference arises from goodwill or from the initial recognition of an asset or liability in a transaction that affects neither the taxable
profit nor the accounting profit. The deferred tax liability is recognized for temporary tax differences arising from investments in
subsidiaries and affiliated subsidiaries and joint ventures, unless the entity is able to control the reversal of the temporary difference
and it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred tax is recognized in profit and loss account, except when it relates to items recognized directly in equity. In the latter case,
the deferred tax is also charged directly to equity. Deferred tax is recognized at the tax rates that will be applicable in the period in
which the expected reversal of temporary differences occurs. If there is no certainty that the deductible temporary differences are
reversed within the period provided for by applicable tax laws, the company shall waive the recognition of the deferred tax asset.
Liabilities arising from taxable temporary differences are created to the full extent, regardless of future settlements of income tax.
Deferred income tax assets and deferred tax provisions are not netted out.

Fixed tangible assets

Fixed tangible assets shall refer to buildings and structures, including leasehold improvements, machinery and devices, computer
equipment, means of transport and other fixed assets. Buildings and structures (except for investments in third-party facilities), after
initial recognition at fair value, are recognized at purchase price equivalent to the projected cost, less depreciation. Fixed tangible
assets are recognized at the historical acquisition price or manufacturing cost less depreciation. In the opinion of the Issuer, the
carrying value of fixed tangible assets does not differ significantly from their fair value. Subsequent expenditures are taken into
account at the carrying value (balance sheet value) of particular fixed asset or are recognized as a separate asset in the case of
significant differences in terms of useful economic life periods of the separate parts of an asset. Any other expenditures for repairs
and maintenance are recognized in the profit and loss account. Fixed assets are redeemed on a straight-line basis as from the month
of their operational readiness over the period corresponding to the estimated period of their useful economic life, excluding the
residual value.

Useful life periods applied:
- buildings and structures — from 10 to 40 years
- machinery and devices - from 3 to 10 years
- means of transport — from 4 to 7 years
- other fixed assets - from 3 to 10 years
- own lands are not subject to depreciation.

Intangible assets

Intangible assets refer to the development costs and acquired property rights used by the entity. Other intangible assets are measured
at historical acquisition price less depreciation, due to the fact that in the opinion of the Issuer, their carrying value does not differ
significantly from the fair value. Intangible assets are depreciated on a straight-line basis over the period of estimated useful economic
life while the residual value is negligible. The Group has no intangible assets with indefinite useful life periods. Goodwill on consolidation
is not depreciated and is reviewed at the end of each period in terms of impairment.

Useful life periods applied:

- software licenses - 2 years

- development works - 5 years
- trademarks — 5 years

- property rights — 5 years

Impairment loss on non-financial assets

At each balance sheet date the Group’s entities verify whether there is an objective evidence to confirm that the individual components
of non-financial assets are impaired.

Investment property
Initial recognition of investment property is carried out at cost, with consideration of transaction costs. The carrying value of

investment property includes the cost of replacing a component of an investment property at the time this cost is incurred, provided
that recognition criteria are met, and does not include the cost of current upkeep of that property.
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After initial recognition, investment property is disclosed at fair value. Gains or losses arising from changes in the fair value of
investment property are recognized in profit or loss for the period in which they arose, with consideration of the related effect on
deferred tax.

Lease

Finance lease agreements are activated at the inception of the lease, at the fair value of the leased asset or at the amount equal to the
present value of the minimum lease payments, if it is lower than the fair value. The subsequent measurement is based on the present
value of future minimum lease payments. Depreciation of the leased asset is calculated starting from the month of their readiness for
operation, over the lease term or the estimated useful life.

Investments in subsidiary undertakings

Investments in subsidiaries are assets acquired in order to obtain the economic benefits from the increase in the value of those assets,
and receipt of dividends or other profits from them. They are measured at acquisition cost less impairment losses. With the exception of
investments in subsidiaries, jointly controlled undertakings and affiliated undertakings recognized at acquisition cost in accordance with
IAS 27 and IAS 28, financial assets and liabilities are recognized and measured in accordance with IAS 39 “Financial Instruments:
Recognition and Measurement”.

Financial assets and liabilities

Financial assets and financial liabilities are measured, according to the nature of the financial instrument, at fair value in the case of
instruments traded on a stock exchange or measured at an adjusted acquisition price determined on the basis of the internal rate of
return. Other financial liabilities include:

- lease liabilities,

- liabilities arising from the acquisition of financial assets (shares)

- liabilities arising from the acquisition of fixed assets.

Inventory

Commercial goods are received into the warehouse at the purchase price. The inventory issue valuation shall be performed with the use
of ‘first in-first out’ principle, which is consistent with the requirements of accounting policy. Inventory at the year-end are valued at
purchase prices and verified through physical inventory. As at each balance sheet date, the Group prepares an aging analysis of goods
and on the basis of such analyses, recognizes impairment losses.

Trade and other receivables

Valuation of receivables as at the balance sheet day shall be carried out at the fair value of the payment less impairment losses.
Impairment losses shall also be established with regard to overdue debts and not overdue debts with a significant probability to
become bad debts - at the amount of reliably estimated impairment loss. Mentioned impairment losses are recognized in other
operating costs or in financial costs, depending on the types of business transactions, as a result of which these impairments arose.

Prepayments and accruals

According to the accrual principle, the Company's accounting records include all revenues earned and expenses attributable to that
revenue for a given financial year, irrespective of the date of their payment. Costs related to future reporting periods are recognized in
prepayments, divided into long-term and short-term:

- short-term- up to 12 months from the balance sheet date,
- long-term — more than 12 from the balance sheet date.

This division is variable and respectively to the change of the period of their further accounting as from the balance sheet date,
prepayment will be reclassified. Prepayments classified to the assets are then, according to the passage of time or the amount of
benefits, charged to the respective accounts - until the moment when all the costs previously classified to assets are transferred to the
result. The time and manner of settlement depends on the nature of the accounted costs.

Cash and cash equivalents

Cash and cash equivalents include cash on hand and cash in bank accounts and short-term deposits with an initial maturity not
exceeding three months. Cash is measured at nominal value. In the case of funds held in bank accounts, the nominal value includes
the interest accrued by the bank as at the balance sheet date, which represents financial income. The negative balance of the current
account is recognized as a component of "Credits and loans" item.

Assets held for sale and discontinued operations

Fixed assets and net asset classes are classified as held for sale if their carrying amount is recovered primarily as a result of a sale
transaction rather than as a result of their continued use. This condition is considered to be fulfilled only if the asset (or group of net
assets held for sale) is available in its current condition for immediate sale and the sale transaction is highly probable within one year
from the date of reclassification. Fixed assets classified as held for sale and group of net assets held for sale are measured at the
lower of the two following values: the carrying value or fair value reduced by selling costs.

Share capital

Share capital is recognized in the consolidated balance sheet at the amount specified in the Articles of Association of the Dominant
Entity and entered in the relevant court register. The share capital results from the acquisition of shares in the Dominant Entity by its
shareholders and is recognized at nominal value in the amount equal to the product of the number of shares and nominal value of a
share in accordance with the Articles of Association and entry in the court register.

The accompanying notes are an integral part of this financial statement
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Reserves and provisions

Reserves and provisions are created when Group’s companies have an existing legal or constructive obligation resulting from past
events and it is probable that fulfilment of this obligation will result in the outflow of resources embodying economic benefits and a
reliable estimate of the amount of the obligation can be made but the final amount or the maturity of this obligation are uncertain.
Where the impact of the time value of money is material (employee benefits), the amount of the provision is determined by
discounting the projected future cash flows to the present value, using a discount rate reflecting current market assessments of the
value of money and risks associated with the obligation. Provisions for employee benefits (retirement benefits and jubilee awards) are
charged to operating costs. Other provisions are recognized in operating costs or financial costs, depending on the circumstances
under which the liability arises.

Employee benefits

Employee benefits represent a group of liabilities and provisions that are calculated on the basis of reliable estimates and relate to the
employees of individual companies. Provisions for liabilities arising from employee benefits are created in cases where the above
obligation results from the applicable law, the existing corporate remuneration system, collective labor agreement or other
agreements concluded with employees. Companies create a provision for the costs of accumulated paid absences, which will have to
be incurred as a result of unused employee entitlements which accrued at the balance sheet date. The provision for the costs of
accumulated paid absences is a short-term provision and is not discounted.

Bank borrowings and loans

At the time of initial recognition, all bank borrowings, loans and debt securities are recognized at purchase price corresponding to the
fair value of the cash received, reduced by the costs associated with obtaining a given loan. After initial recognition, interest-bearing
credits and loans are subsequently measured at adjusted purchase price with the use of the effective interest rate method. When
calculating the adjusted purchase price, consideration is given to the costs of obtaining a credit or a loan, as well as to discounts or
premium on the settlement of the liability. Profits and losses are recognized in the profit and loss account once the liability has been
removed from the balance sheet as well as upon the calculation of impairment.

Trade and other liabilities

Trade liabilities include all trade payables, irrespective of the contractual term of their payment, and this part of other which is
indisputable and due at the balance sheet date. Other liabilities are all those commitments that cannot be attributed to trade
liabilities.

Share-based payments

Share-based payments are recognized as cost of employee benefits in the period in which they are actually performed.

External borrowing costs

External borrowing costs are recognized as costs in the period in which they are incurred in accordance with the benchmark approach
set out in IAS 23. Borrowing costs are recognized as an expense when they are incurred, unless they can be directly attributed to the
acquisition, construction or production of an asset. Borrowing costs are then capitalized as part of the acquisition price or
manufacturing cost of the asset.

Dividend payment

Dividends payable are recognized in financial revenues as at the date of adoption by the competent body of the company of the
resolution on profit distribution, unless the resolution specifies a different dividend day. Dividend payments to shareholders are
recognized in the books of account as a liability in the period during which such payments were approved by the General Meeting.
Functional and presentation currency

a) Functional and presentation currency

Items included in the financial statements are measured in the currency of the primary economic environment in which the Company
operates (“functional currency”). The financial statements are presented in Polish zlotys (PLN), which is the functional currency and
presentation currency of the Group.

b) Transactions and balances

Transactions denominated in foreign currencies are translated into the functional currency at the exchange rate prevailing at the date
of the transaction. Exchange gains and losses on the settlement of these transactions and the balance-sheet valuation of the

pecuniary assets and liabilities denominated in foreign currencies are recognized in the profit and loss account unless they are
deferred in equity when they qualify to recognize them as cash flow hedge and hedge of a share in net assets.

V. Material values based on professional judgment and estimates

a) Professional judgment

When applying accounting policy to the issues mentioned below, professional judgment of the management, along with accounting
estimates, have been of key importance.

The accompanying notes are an integral part of this financial statement



LSI SOFTWARE GROUP
CONSOLIDATED FINANCIAL STATEMENT FOR THE PERIOD OF 01.01.— 31.12.2017
(Unless otherwise stated, all figures are expressed in thousand PLN)

Classification of lease agreements

The Group classifies the lease as operating or financial based on an assessment of the extent to which the risks and benefits arising
on ownership of a leased asset lie with the lessor and the lessee. This assessment is based on the economic content of each
transaction. The lease agreements concerning the means of transport were classified as financial lease. Group companies did not
recognize the contracts in which they would act as the lessor.

b) Uncertainty of estimates

Below is a list of the key assumptions concerning the future and other key sources of uncertainty occurring as at the balance sheet
date which entail a significant risk of material correction of the carrying amounts of assets and liabilities within the next financial year

Impairment of Assets
The Group regularly monitors the usefulness of the assets to the business operations. Where there is evidence of impairment of an
asset, an impairment test is performed.

Valuation of provisions

Provisions for employee benefits were estimated using actuarial methods. The assumptions adopted for this purpose are presented
in note 43. The change in the financial ratios underlying the estimate, i.e. the increase in the discount rate by 1% and the decrease in
the payroll ratio by 1% would cause a decrease in the provision by PLN 0.1 thousand.Provisions for unused leaves were estimated
for individual companies on the basis of the available human resources, financial and accounting information. Provisions are
calculated at the end of the financial year on the basis of the actual number of days of unused leaves in the current period and
increased by the number of days of unused leave from previous periods. The number of days for each employee obtained in such
manner is multiplied by the average daily rate based on the average salary applied for determination of the remuneration payable for
the leave. Provisions for unused leaves are calculated at the end of each year, i.e. the adjustment of provisions for costs actually
incurred in connection with unused leaves is made at the end of each year.

Component of deferred tax assets
The Group recognizes a component of deferred tax assets based on the assumption that future taxable profits will enable its use.
Deterioration of generated tax results in future could make this assumption unjustified.

Fair value of financial instruments

The fair value of financial instruments for which there is no active market is measured using appropriate valuation methods. When
selecting the appropriate methods and assumptions, the Group uses the professional judgment. The method of determining the fair
value of individual financial instruments is presented in note 12 and note 46.

Recognition of revenues

The Group applies the percentage of completion method in the settlement of long-term contracts. Using this method requires the
Group to estimate the proportion of works done so far in relation to all services and works which are to be performed. If the ratio was
10% higher than the Group's estimates, the revenue would have been increased by PLN 100 thousand with a simultaneous increase
in costs by PLN 80 thousand.

Amortization/Depreciation rates
Amortization/depreciation rates are based on the expected economic useful lives of tangible fixed assets and intangible assets. The
Group annually reviews the adopted economic useful lives based on current estimates.

In 2017, the change was made with regard to estimates related to the anticipated periods of economic usefulness of fixed tangible
assets and intangible assets in GiP Sp. z o.0.

Extension of the depreciation periods resulted in a reduction of operating costs in 2017 by PLN 152 thouand with a simultaneous
decrease in other operating revenues due to subsidies by the amount of PLN 93 thousand. The above change will have a similar
effect on subsequent reporting periods.

Goodwill and intangible assets with an indefinite useful life - impairment test

In accordance with the Group's policy, the Management Board of a Dominant Entity performs as at 31 December the annual
impairment test of cash-generating units to which goodwill, costs of uncompleted development works and intangible assets with an
indefinite useful life are asssigned. For each interim reporting date, the Management Board of a Dominant Entity reviews conditions
indicating the possibility of permanent impairment of cash generating units to which goodwill and / or intangible assets with indefinite
useful lives are assigned. If such indications are identified, the impairment test is carried out at the interim balance sheet date. Each
time, performing an impairment test requires estimating the value in use of a unit or a group of cash-generating units to which
goodwill and / or intangible assets with an indefinite useful life are assigned. The estimation of value in use consists in determining
future cash flows generated by the unit or units and establishing the discount rate, which is then used to calculate the present value of
these cash flows.

VI. Changes in accounting principles (policy)

In 2017 there were no changes in the applied accounting principles (policy) and the applied principles do not differ significantly from
the valuation and measurement principles indicated for the Group in 2016. Also the principles of valuation of assets and liabilities and
measurement of financial result have not changed.

The accompanying notes are an integral part of this financial statement
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ADDITIONAL NOTES AND EXPLANATIONS TO THE CONSOLIDATED FINANCIAL
STATEMENT

Note 1. SALES REVENUES

In accordance with IAS 18, revenues from the sale of products, goods, materials and services, less value added tax, rebates and
discounts are recognized when the significant risk and benefits of ownership have been transferred to the buyer.

Sales revenues and total revenues of the Group are as follows:

01.01 -31.12.2017 01.01 -31.12.2016

Continuedoperations

Sales of goods and materials 24 992 16 777
Sales of products 5448 3768
Sales of services 17 128 12 539
Sales revenues, TOTAL 47 568 33084
Other operating revenues 1398 2 369
Financial revenues 251 63
Revenues on contined operations, TOTAL 49 217 35516
Revenues on discontinued operations 0 0
TOTAL REVENUES 49 217 35516

Revenues on discontinued operations were not recognized.

Note 2. OPERATING SEGMENTS

The Group has adopted as the primary reporting format — division into geographic segments, that segments which are associated with
performing the business operations in different geographic areas, defined by the location of the markets. Two segments were identified:

- domestic market (Poland),

- other countries.

For the purposes of analyzing operating segments, the Company does not prepare individual accounts of particular departments or
products. Such analysis is not implemented because individual departments carry out their tasks with the use of shared resources, and it is
pointless (artificial) to assign them the costs in line with defined patterns. A similar principle applies to products, which are distributed using
the same channels and resources. The Group operates primarily in Poland. Revenues generated by off-shore segments are less than 5%
of the relevant values.

Sales revenues - detailed geographic structure

01.01 -31.12.2017 01.01 -31.12.2016
in PLN Share % in PLN Share w %
Poland 45 857 96% 32 027 97%
Export, including: 1711 4% 1057 3%
European Union 1517 3% 939 3%
Countries of the former USSR 0% 0 0%
USA 3 0% 0 0%
Asia 79 0% 45 0%
Other 112 0% 73 0%
Total 47 568 100% 33084 100%
Revenues by market segments
01.01 -31.12.2017 01.01 -31.12.2016
in PLN Share % in PLN Share w %
Retail, including: 10 487 22% 9 647 29%
Goods 5973 57% 4865 50%
Licenses 832 8% 835 9%
Services, including 3682 35% 3947 41%
Fixed fees 2 647 - 2434 -

The accompanying notes are an integral part of this financial statement
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T ————————————————————————————————————————————————————————————————————————————————————

Hospitality, including: 34 051 2% 20 494 62%
Goods 17 390 51% 9 898 48%
Licenses 4616 14% 2933 14%
Services, including 12 045 35% 7 662 37%
Fixed fees 5198 - 3610 -
Other, including: 3031 6% 2944 9%
Goods 1629 54% 2013 68%
Outsourcing 1150 38% 620 21%
Rent/Tenancy 252 8% 310 11%
Total, including: 47 568 100% 33084 100%
Goods 24992 53% 16 777 51%
Licenses 5448 11% 3768 11%
Services 15726 33% 11 609 35%
Outsourcing 1150 2% 620 2%
Rent/Tenancy 252 1% 310 1% H
Gross margin according to market segments
01.01 -31.12.2017 01.01 -31.12.2016
in PLN Share % TR in PLN Share % Gy
Retail, including: 2936 22% 28% 2492 27% 26%
Goods 1884 64% 32% 1845 74% 38%
Licenses 260 9% 31% 164 7% 20%
Services 792 27% 21% 483 19% 12%
Hospitality, including: 9563 2% 28% 5669 61% 28%
Goods 6 047 63% 35% 4286 76% 43%
Licenses 1424 15% 31% 675 12% 23%
Services 2093 22% 17% 709 13% 9%
Other, including: 818 6% 27% 1083 12% 37%
Goods 492 60% 30% 836 7% 42%
Outsourcing 249 30% 22% 163 15% 26%
Rent/Tenancy 7 9% 31% 84 8% 27%
Total, including: 13 317 100% 28% 9244 100% 28%
Goods 8 423 63% 34% 6 967 75% 42%
Licenses 1684 13% 31% 839 9% 22%
Services 2884 22% 18% 1191 13% 10%
Outsourcing 249 2% 22% 163 2% 26%
Rent/Tenancy 77 1% 31% 84 1% 27%
Note 3. OPERATING COSTS
COSTS BY TYPE 01.01 -31.12.2017 01.01 -31.12.2016

Amortisation/depreciation 3370 2978

Consumption of materials and energy 1830 1702

Outsourced services 9038 6 694

Taxes and charges 595 474

Remunerations 11 198 8135

Social insurance and other benefits 2140 1529

Other costs 1820 1590
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Guarantee provisions 0 0
Total costs by type, including: 29 991 23102
Change in products -3819 -3 592
Cost of manu_facturing of a product for the entity’s own 0 0
needs (negative value)
Selling costs (negative value) -4 659 -2131
General and administrative costs (negative value) -3831 -3 349
Manufacturing costs of products and services sold 17 682 14 030
PRESENTED IN THE PROFIT AND LOSS ACCCOUNT 01,01 -31.122017 01.01-31.122016
Items included in cost of sales: 2176 1765
Depreciation of fixed assets 432 302
Depreciation of intangible assets 1744 1463
Items included in selling costs: 291 270
Depreciation of fixed assets 82 61
Depreciation of intangible assets 209 209
Iltems included in general and administrative costs 903 943
Depreciation of fixed assets 181 225
Depreciation of intangible assets 722 718
EMPLOYMENT COSTS 01.01 -31.12.2017 01.01 -31.12.2016
Remunerations 11 198 8135
Social insurance and other benefits 2140 1529
Employee benefits, TOTAL, including: 13 338 9 664
Items included in cost of sales 11902 8 540
Items included in selling costs 817 627
Items included in general and administrative costs 619 497
Note 4. OTHER OPERATING REVENUES AND COSTS
OTHER OPERATING REVENUES 01.01 -31.12.2017 01.01 -31.12.2016
Profit from disposal of fixed assets 51 0
Release of provisions* 100 568
Reversal of impairment loss on fixed assets** 110 584
Profit from revaluation of investment property to fair value 0 293
Fines and damages received 168 89
Government grants 726 584
Rent/Tenancy 199 160
Other 44 161
TOTAL 1398 2 369
OTHER OPERATING COSTS 01.01 -31.12.2017 01.01 -31.12.2016
Loss on disposal of fixed assets 0 54
Creation of provisions* 1 190
Recognition of impairment loss 305 113
Other 192 179
TOTAL 498 536
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RECOGNITION OF IMPAIRMENT LOSSES 01.01 -31.12.2017
Receivables ** 199
Inventory ** -4
TOTAL 195

Note 5. FINANCIAL REVENUES AND COSTS

FINANCIAL REVENUES 01.01 -31.12.2017
Interest revenues 66
Surplus of foreign exchange gains 185
Other 0
TOTAL 251
FINANCIAL COSTS 01.01 -31.12.2017
Interest costs 113
Other 12
TOTAL 125

01.01 -31.12.2016

01.01 -31.12.2016
60

63

01.01 -31.12.2016
62
86
148
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Disclosure of revenues, costs, profits or losses by categories of financial instruments

Financial Financial assets Financial Financial
assets measured at fair assets held to Financial Loans liabilities Other
measured at value through - assets granted and measured at F—, Valuation of
01.01.- 31.12.2017 fair value profit or loss y available for receivables fair value etafies financial
through (determined at sale through instruments,
profit or loss | initial recognition) profit or loss total
Revenues/costs arising on
measurement at fair value 0 0 0 0 0 0 0 0
Revenues/costs arising on measurement
at fair value transferred to equity 0 0 0 0 0 0 0 0
Interests revenues/costs 0 0 0 0 66 0 -113 -47
Interest revenues related to impaired
assets 0 0 0 0 0 0 0 0
Recognition of impairment losses 0 0
Reversal of impairment losses 0 0 0 0 0 0 0 0
Foreign exchange gains/losses 185 0 0 0 0 0 0 185
Gains/losses on disposal of 0 0 0 0 0 0 0 0

financial assets

Amount transferred from equity to profit
and loss account being the result of 0 0 0 0 0 0 0 0
hedge accounting application

Costs related to derivative
instruments

“ Profit/loss - TOTAL 173 0 0 0 66 0 -113 126 “

12 0 0 0 0 0 0 12
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01.01-31.12.2016

Revenues/costs arising on

Financial
assets
measured at
fair value
through
profit or loss

Financial assets
measured at fair
value through
profit or loss
(determined at
initial recognition)

Financial
assets held to
maturity

Financial
assets
available for
sale

Loans
granted and
receivables

Financial
liabilities
measured at
fair value
through
profit or loss

Other
financial
liabilities

Valuation of
financial
instruments,
total

measurement at fair value 0 0 0 0 0
Revenues/costs arising on measurement
at fair value transferred to equity 0 0 0 0 0
Interests revenues/costs 0 0 0 33 33
Interest revenues related to impaired 0 0 0 0 0
assets
Recognition of impairment losses 0 0 0
Reversal of impairment losses 0 0 0 0
Foreign exchange gains/losses 0 0 0 0 0
Gains/losses on disposal of
financial assets 0 0 0 0 0
Amount transferred from equity to profit
and loss account being the result of 0 0 0 0 0
hedge accounting application
Costs related to derivative
instruments 0 0 0 0 0
| Profitfloss - TOTAL 0 0 0 33 33
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Note 6. INCOME TAX AND DEFERRED INCOME TAX

The main components of the tax burdens for the years ended 31 December 2017 and 2016 are as follows:

INCOME TAX DISCLOSED IN THE PROFIT AND LOSS ACCOUNT 01.01 -31.12.2017

Current income tax
Relating to the financial year
Deferred income tax

Related to the occurrence and reversal of temporary differences

Tax burden disclosed in the consolidated income
statement

785
785
29
29

814

01.01 -31.12.2016

776
776
224
224

1000

The deferred tax recognized in the income statement is the difference between deferred tax liabilities and deferred tax assets at the end

and the beginning of the reporting periods

CURRENT INCOME TAX 01.01 -31.12.2017 01.01 -31.12.2016

Profit before tax 5853 5512
Previous years’ revenues increasing the tax base 19 23
Non-taxable revenue 1566 1890
Previous years’ costs decreasing the tax base 797 1148
Non-deductible costs 2147 1639
Taxable income 5 656 4136
Deductions from income - donation, loss 2133 52
Tax base 3523 4084
Income tax at the rate of 19% 669 776
Effective tax rate (share of income tax in pre-tax profit) 13,9% 18,1%
The current part of income tax was set at a rate of 19% as the income tax base. Tax related to foreign tax jurisdictions was not

identified.

DEDUCTIBLE TEMPORARY

DIFFERENCES THAT ARE THE 31.12.2016 increases decreases 31.12.2017

BASIS FOR CREATION OF

DEFERRED INCOME TAX

ASSET

Provision for unused leaves 132 63 0 195
Other provisions 132 0 0 132
Lease liabilities 1168 58 284 942
Outsatnding costs of delegations 0 16 0 16
Foreign exchange losses 158 0 37 121
e o e 2 :
mepi)teil(lar;nent loss on shares in other 2305 0 0 2305
Impairment loss on inventory 447 16 0 463
Impairment loss on receivables 126 216 0 342
Other -147 0 0 -147
Deductible temporary differences, total 4 537 395 321 4611
Tax rate 19% 19% 19% 19%
Deferred tax assets 862 75 61 876 H
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TAXABLE TEMPORARY

DIFFERENCES THAT ARE THE 31.12.2016
BASIS FOR CREATION OF

DEFERRED INCOME TAX

PROVISION

Foeign exchange gains and accrued interests 311
Valuation of fixed assets under lease 1600
Fair value adjustments arising on acquisition of 242
entities

Taxable temporary differences, total 2153
Tax rate 19%

Deferred tax provision at the end of

. ) 409
reporting period

Net deferred income tax assets / provisions

Deferred income tax asset

Deferred income tax provision — continuing operations

Net deferred income tax assets / provisions

Note 7. DISCONTINUED OPERATIONS

There were no discontinued operations in the reporting period.

Note 8. PROFIT PER SHARE

increases

144
150
223

517
19%

98

31.12.2017

decreases

876

431

445

163
242

405
19%

77

31.12.2017

455
1587
223

2 265
19%

431

31.12.2016
862

409

453

Profit per share is calculated by dividing the net profit for the period attributable to ordinary shareholders of the Group by the weighted
average number of ordinary shares issued during the period. Diluted profit per share is calculated by dividing net profit for the period
attributable to ordinary shareholders (net of interest on redeemable preference shares convertible into ordinary shares) by the weighted
average number of ordinary shares issued during the period (adjusted for dilutive options and dilutive redeemable preferred shares

convertible into ordinary shares).

Continued and discontinued operations

The calculation of profit per share was based on the following information:

Net profit from contined operations

Profit recognized for the purposes of calculating the
basic profit per share

Effect of dilution:

- interest on redeemable preference shares convertible into
ordinary shares

- interest on bonds convertible into shares

- profit-dilutive instrument

Profit recognized for the purposes of calculating the
diluted profit per share

01.01 -31.12.2017

5039

5039

0

5039

01.01 -31.12.2016

4512

4512

4512
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Number of shares issued

01.01 -31.12.2017 01.01 -31.12.2016

Weighted average number of shares recognized for the

purposes of calculating the basic profit per share per share 3260 762 3260 762
(in pcs.)

Effect of dilution of the number of ordinary shares 0 0
- share options 0 0
- bonds convertible into shares 0 0
- profit-dilutive instrument 0 0
Weighted average number of shares recognized for the

purposes of calculating the diluted profit per share per 3260 762 3260 762
share (in pcs.)

During the period between the balance sheet date and the date of preparation of this financial statement, there were no other transactions
concerning ordinary shares or potential ordinary shares.

Note 9. DIVIDENDS PROPOSED OR ADOPTED UNTIL THE DAY OF FINANCIAL

STATEMENT APPROVAL
Dividend on ordinary shares Interim dividend payment
Financial year ended: Payment date Amount Amount per Payment date Amount Amount per
share share
31.12.2017 - 978 228,60 PLN 0,30 PLN 0 0
31.12.2016 - 0 0 0 0

The accompanying notes are an integral part of this financial statement
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Note 10. DISCLOSURE OF OTHER COMPONENTS OF COMPREHENSIVE INCOME

01.01 -31.12.2017 01.01 -31.12.2016

Changes in surplus arising on revaluation: 0

- Increase resulting from the revaluation of assets during the year

- Decrease resulting from the revaluation of assets during
the year

Profit (loss) on revaluation of available-for-sale financial
assets:

- Profit on the revaluation of assets during the year

- Loss on the revaluation of assets during the year

- Adjustment arising on reclassification to the profit and loss
account

The effective portion of profit and loss related to cash flow
hedging instruments:

- Profit generated during the year

- Loss incurred during the year

- Adjustment arising on reclassification to the profit and loss
account

- Adjustment of amounts transferred to the initial carrying
amount of hedged items

Actuarial profit (loss) on defined retirement benefit plans:

Actuarial profit on defined retirement benefit plans

Actuarial loss on defined retirement benefit plans

Exchange rate differences from valuation of entities operating 0
abroad

- Adjustment arising on reclassification to the profit and loss
account

Share in comprehensive income of affiliated undertakings

Income tax related to components of other
comprehensive income

Comprehensive income, total 0
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Note 11. TAX EFFECT OF OTHER COMPREHENSIVE INCOME

01.01 -31.12.2017 01.01 -31.12.2016
Amount before Amount after Amount before Amount after
tax Tax tax tax Tax tax

Revaluation of tangible fixed assets 0 0 0 0 0
Net change in fair value of available-for-sale financial
assets 0 0 0 0 0
Effective portion of changes in the fair value of cash flow 0 0 0 0 0
hedging instruments
Actuarial profits (losses) on defined benefit plans

0 0 0 0 0
Other items 0 0 0 0 0
Comprehensive income, total 0 0 0 0 0

The accompanying notes are an integral part of this financial statement
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Note 12. FAIR VALUE

Fair value measurements of the Group’s land and buildings as at 31 December 2017 and 31 December 2016 were carried out based on
appraisal report of 19 August 2016 prepared by an independent appraiser who is a member of the Polish Chamber of Property Appraisal
and has adequate qualifications and experience in terms of fair value measurement of the property. The Management Board of the
entity verified the value of the appraisal report as at 31 December 2017 and in his opinion the market conditions have not changed since

the above valuation.

Fair value determined on the basis of:

L Prices Significa
Class of assets / liabilities Date of Total quoted in an Significant nt non-
valuation active observable observabl
market data e data
Level 1 Level 2 Level 3
Assets measured at fair value
Investment property
- office space 19.08.2016 223,0 223,0
- retail space 31.12.2017 0,0 0,0
Derivatives
- Currency forward contract - EUR 31.12.2017 0,0 0,0
- Currency forward contract - USD 31.12.2017 0,0 0,0
Financial assets available for sale
- shares listed on the stock exchange
e  Telecommunications sector 31.12.2017 0,0 0,0
. Energy sector 31.12.2017 0,0 0,0
- unlisted shares 31.12.2017 0,0 0,0
- listed debt securities
e  Treasury bonds 31.12.2017 0,0 0,0
. Corporate bonds - new technology 31.12.2017 0.0 00
sector
e  Corporate bonds - transport sector 31.12.2017 0,0 0,0
Revalued tangible fixed assets
- office immovable property 19.08.2016 277,0 277,0
Discontinued operations 31.12.2017 0,0 0,0
Assets which fair value is subject to
disclosure
Loans granted and receivables
- loans granted to subsidiaries 31.12.2017 0,0 0,0
- loans granted to Management/Supervisory 31.12.2017 0,0 0,0
Board
Liabilities measured at fair value
Derivatives
- Currency forward contract - USD 31.12.2017 -9,0 -9,0
- interest rate swap 31.12.2017 0,0 0,0
Conditional payment (IFRS 3.58) 31.12.2017 0,0 0,0
Liabilities which fair value is subject to
disclosure
Interest-bearing credits and loans
- Floating-rate-loan in EUR 31.12.2017 0,0 0,0
- Floating-rate-loan in PLN 31.12.2017 0,0 0,0
- Fixed-rate-loan in GBP 31.12.2017 0,0 0,0
In the period ended 31 December 2017, there were no transfers between level 1 and 2 of the fair value hierarchy.
Note 13. FIXED TANGIBLE ASSETS
Ownership structure
OWNERSHIP STRUCTURE - net value 31.12.2017 31.12.2016
Own 4078 4010
Used on the basis of a rental, lease or other contract, including 1728 1600
lease agreements
Total 5 806 5610

The accompanying notes are an integral part of this financial statement
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Fixed tangible assets in relation to which the legal title is subject to restrictions and which serve as a security for

liabilities
Title of liability / restrictions on transferability 31.12.2017

- security for own credits and loans
- security for third-party credits and loans
- security for other liabilities

- used under finance lease

The carrying value of tangible fixed assets
subject to restrictions on transferability or being
a security for liabilities

3533

1728

5261

31.12.2016

3327

1006

4333

The Group’s companies have the option of buying out the leased assets after expiration of lease contracts. The amount of liabilities in

this respect can therefore be estimated as 1% of the value of the leased asset.

The accompanying notes are an integral part of this financial statement
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Changes in fixed assets (by category) — for the period of 01.01.2017-31.12.2017

Lol Buildings Machines and Means of Other fixed Fixed assets —_—
and devices transport assets under
structures construction

Gross balance sheet value as at 01.01.2017 520 3447 1381 3741 306 3 9 398
Increases, due to: 0 284 189 978 33 202 1686
- acquisition of fixed assets 284 74 448 17 202 1025
- Own-account production of fixed assets 0
- business combinations 115 530 16 661
- lease agreements 0
- revaluation 0
- received contribution 0
- other 0
Decreases, due to: 0 0 16 549 3 143 711
- disposal 549 3 143 695
- liquidation 16 16
- sale of a subsidiary undertaking 0
- revaluation 0
- contribution made 0
- other 0
Gross balance sheet value as at 31.12.2017 520 3731 1554 4170 336 62 10373
Redemption as at 01.01.2016 0 640 1194 1718 236 0 3788
Increases, due to: 0 78 194 1000 48 0 1320
- amortisation and depreciation 78 79 525 32 714
- revaluation 0
- other 115 475 16 606
Decreases, due to: 0 0 16 523 2 0 541
- liquidation 16 16
- disposal 2 2
- revaluation 0
- other 523 523
Redemption as at 31.12.2016 0 718 1372 2195 282 0 4 567
Impairments as at 01.01.2016 0 0 0 0 0 0 0
Increases, due to: 0 0 0 0 0 0 0
- impairment loss 0
- other 0
Decreases, due to: 0 0 0 0 0 0 0
- reversal of impairments 0
- liquidation or disposal 0
- other 0
Impairments as at 31.12.2016 0 0 0 0 0 0 0
- Net exchange differences on translation of the financial 0
statement to the presentation currency

Net balance sheet value as at 31.12.2016 520 3013 182 1975 54 62 5 806

The accompanying notes are an integral part of this financial statement
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Changes in fixed assets (by category) — for the period of 01.01.2016-31.12.2016

. Buildings Machines Means of Other fixed Fixed assets Total
and and devices transport assets under
structures construction

Gross balance sheet value as at 01.01.2016 520 3170 1291 2 868 302 0 8 151
Increases, due to: 0 277 90 1262 15 3 1647
- acquisition of fixed assets 90 1262 15 3 1370
- Own-account production of fixed assets 0
- business combinations 0
- lease agreements 0
- revaluation 277 277
- received contribution 0
- other 0
Decreases, due to: 0 0 0 389 11 0 400
- disposal 389 11 400
- liguidation 0
- sale of a subsidiary undertaking 0
- revaluation 0
- contribution made 0
- other 0
Gross balance sheet value as at 31.12.2016

520 3 447 1381 3741 306 3 9398
Redemption as at 01.01.2016 0 562 1128 1508 228 0 3426
Increases, due to: 0 78 66 426 19 0 589
- amortisation and depreciation 78 66 426 19 589
- revaluation 0
- other 0
Decreases, due to: 0 0 0 216 11 0 227
- liquidation 0
- disposal 216 11 227
- revaluation 0
- other 0
Redemption as at 31.12.2016 0 640 1194 1718 236 0 3788
Impairments as at 01.01.2016 0 0 0 0 0 0 0
Increases, due to: 0 0 0 0 0 0 0
- impairment loss 0
- other 0
Decreases, due to: 0 0 0 0 0 0 0
- reversal of impairments 0
- liguidation or disposal 0
- other 0
Impairments as at 31.12.2016 0 0 0 0 0 0 0
- Net exchange differences on translation of the financial 0
statement to the presentation currency
Net balance sheet value as at 31.12.2016 520 2 807 187 2023 70 3 5610

The accompanying notes are an integral part of this financial statement
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Fair value measurements of the Group’s immovable property as at 31 December 2017 were carried based on valuation report of 19 August 2016 prepared by an independent appraiser. The Management
Board of the entity verified the value of the appraisal report as at 31 December 2017 and in his opinion the market conditions have not changed since the above valuation. In 2016 the revaluation was made
in the amount of PLN 277 thousand which was charged to financial result of preceeding period.

Fixed assets under construction

Settlement of expenditures

Expenditures Buildings, ) ) Impairments As at
55 R (DO 200 incurred in the premises and civil jiechinicalldevices Neansior Other fixed assets 31.12.2017
. . ) - and machines transport
financial year engineering
facilities ——
3 202 143 0 0 0 0 62
Settlement of expenditures
Expenditures Buildings, ) ) Impairments As at
A5 i OO, 20 incurred in the premises and civil Technical devices e ¢ Other fixed assets 31.12.2016
. X A B and machines transport
financial year engineering
facilities
0 3 0 0 0 0 0 3

Value and area of land under perpetual usufruct (not applicable to foreign companies)

Number of Land register Area of a parcel [m?] Area of a parcel [m?]
Address Parcel as at 31.12.2017 Value as at 31.12.2017 as at 31.12.2017 Value as at 31.12.2017
number
93-120 Lédz, Przybyszewskiego 231/12, 231/58,
176/178 St. : 231/32 4975 520 4975 520
OGOLEM 4975 520 4975 520

Lands and buildings are a security for the benefit of mBank S.A. with regard to loans granted. In the presented period there was no capitalization of borrowing costs and no impairments on fixed assets were
recognized.

Fixed assets under lease

31.12.2017 31.12.2016
Fixed assets - -
Gross value Redemption Net value Gross value Redemption Net value
Immovable property 0 0 0 0 0 0
Machines and devices 37 3 34 0 0 0
Means of transport 2153 473 1680 1743 162 1581
Other fixed assets 25 11 14 25 6 19
Total 2215 487 1728 1768 168 1600
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The carrying amount of machines and devices being in use as at 31 December 2017 under financial lease agreements and lease agreements with a repurchase option is PLN 1,768 thousand (as at 31

December 2016: PLN 1 600 thousand).

Note 14. INTANGIBLE ASSETS

Changes in intangible assets (by category) — for the period of 01.01.2017-31.12.2017

2 Intangible
Devcecl)zri'):;ent Trademarks? Patents ar;d SR Other? assets under Total
licenses construction

Gross balance sheet value as at 01.01.2017 14 979 0 0 0 7 745 0 22724
Increases, due to: 3321 0 0 0 2891 0 6212
- acquisition 427 427
- revaluation 2 464 2 464
- other 3321 3321
Decreases, due to: 0 0 0 0 0 0 0
- disposal 0
- liquidation 0
- revaluation 0
- other 0
Gross balance sheet value as at 31.12.2017 18 300 0 0 0 10 636 0 28 936
Redemption as at 01.01.2017 10471 0 0 0 3844 0 14 315
Increases, due to: 1041 0 0 0 3181 0 4222
- amortisation and depreciation 1041 1615 2 656
- revaluation 0
- other 1566 1566
Decreases, due to: 488 0 0 0 152 0 640
- liguidation 0
- disposal 0
- revaluation 0
- other 488 152 640
Redemption as at 31.12.2017 11 024 0 0 0 6873 0 17 897
Impairments as at 01.01.2017 0 0 0 0 0 0 0
Increases, due to: 0 0 0 0 0 0 0
- impairment loss 0
- other 0
Decreases, due to: 0 0 0 0 0 0 0
- reversal of impairments 0
- liquidation or disposal 0
- other 0
Impairments as at 31.12.2017 0 0 0 0 0 0 0
- Net exchange differences on translation of the financial statement 0
to the presentation currency

Net balance sheet value as at 31.12.2017 7276 0 0 0 3763 0 11 039

! Own-account production, 2 Acquired/established as a result of business combinations

The accompanying notes are an integral part of this financial statement
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Changes in intangible assets (by category) — for the period of 01.01.2016-31.12.2016

2 Intangible
Developn11ent Trademarks? Patents and Softivare Other? a.ssetsgunder Total
B licenses? construction

Gross balance sheet value as at 01.01.2016 11138 0 0 0 7713 0 18 851
Increases, due to: 3841 0 0 0 33 0 3874
- acquisition 2277 33 2 310
- revaluation 0
- other 1564 1564
Decreases, due to: 0 0 0 0 1 0 1
- disposal 0
- liquidation 1 1
- revaluation 0
- other 0
Gross balance sheet value as at 31.12.2016 14 979 0 0 0 7 745 22724
Redemption as at 01.01.2016 9403 0 0 0 2521 0 11 924
Increases, due to: 1068 0 0 0 1323 0 2 391
- amortisation and depreciation 1068 1323 2391
- revaluation 0
- other 0
Decreases, due to: 0 0 0 0 0 0 0
- liquidation 0
- disposal 0
- revaluation 0
- other 0
Redemption as at 31.12.2016 10471 0 0 0 3844 0 14 315
Impairments as at 01.01.2016 0 0 0 0 0 0 0
Increases, due to: 0 0 0 0 0 0 0
- impairment loss 0
- other 0
Decreases, due to: 0 0 0 0 0 0 0
- reversal of impairments 0
- liquidation or disposal 0
- other 0
Impairments as at 31.12.2016 0 0 0 0 0 0 0
- Net exchange differences on translation of the financial statement 0
to the presentation currency

Net balance sheet value as at 31.12.2016 4508 0 0 0 3901 0 8 409

' Own-account production, ? Acquired/established as a result of business combinations

In the reporting period no impairment losses on intangible assets were recognized.
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Ownership structure

31.12.2017 31.12.2016
Own 11 039 8 409
Used under a rental, lease or other contract, including lease 0 0
agreements
Total 11 039 8 409
Note 15. GOODWILL

31.12.2017 31.12.2016
Softech Sp. z 0.0. 4 427 4 427
LS| Software s.r.o. 8 8
GiP Sp. z o0.0. 2514 0

Net goodwill 6 949 4 435

Changes in goodwill on consolidation

31.12.2017 31.12.2016
Gross balance sheet value at the beginning of the period 4 435 3427
Increases, due to: 2514 1008
Acquisition of an entity 2514 8
Adjustments resulting from subsequent recognition 0 1000
Decreases, due to: 0 0
Net exchange differences on translation of the financial 0 0
statement to the presentation currency
Gross balance sheet value at the end of the period 6 949 4 435
Impairment losses at the beginning of the period 0 0
Impairment losses recognized during the period 0 0
Other changes 0 0
Impairment losses at the end of the period 0 0
Net goodwill 6 949 4 435

Business combinations for the period of 01.01.2017 - 31.12.2017

Fair value of the Excess of the

Goodwill AN
Percentage of net assets of the ; acquirer's share
] A ; acquired as f 9

acquired Cost of a acquired entity ——— in the fair value of

Date of capital business attributable to t‘)J . net assets over

L . L ) usiness
acquisition instruments combination the acquirer L the cost of the
; f combination s
with voting combination*
rights

GiP Sp. z 0.0. 01.02.2017 100% 4 653 1950 2514 -
TOTAL X X 4 653 1950 2514 0

* Indication of the item of the profit and loss account in which such surplus was recognized

Goodwill being the result of business combination and copyrights with an indefinite useful life have been allocated to the following cash
generating units:

. unit A — goodwill on acquisition of Softech Sp. z 0.0.

. unit B - goodwill on acquisition of GiP Sp. z 0.0.

Unit A

The recoverable value of unit A was determined based on the value in use calculated on the basis of cash flow projection based on
financial budgets covering a five-year period approved by senior management. A discount rate of 19% was applied to cash flow
forecasts (before the tax effect; in 2016: 19%). Cash flows beyond the five-year period are estimated using the growth rate at the
same level as the current growth rate of the Group.
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Unit B
The recoverable value of unit B was also determined based on the value in use calculated on the basis of cash flow projection based
on financial budgets covering a five-year period approved by senior management. A discount rate of 19% was applied to cash flow
forecasts (before the tax effect; 2016: unit operates within the Group since 1 February 2017). The growth rate used to extrapolate
cash flows of an entity in this segment beyond the five-year period is estimated using the growth rate at the same level as the current
growth rate of the Group.

Key assumptions adopted for calculation of the value in use
The calculation of the value in use of A unit and the B unit is the most sensitive to the following variables:
. EBITDA margin;
discount rates;
increase of the remuneration level,
market share during the budget period; and
the growth rate used to estimate cash flows beyond the budget period.

EBITDA margin - EBITDA margin is based on average values achieved in the three years preceding the budget period. During the
budget period, the EBITDA margin increases by the forecasted improvement in efficiency. The Group applied the growth rate of 4%
per annum for A unit and 30% per annum - for B unit.

Discount rate - the discount rate reflects the management's estimate of the risk typical for each unit. It is an indicator used by the
management to assess operational effectiveness (results) and future investment proposals. In determining the discount rates for each
cash-generating unit, the profit on 10-year Treasury bonds at the beginning of the budget year was taken into account.

Increase in the level of remuneration - Estimates regarding changes in the remuneration level are made on the basis of planned rate
of salary increase in the economy. Forecasted data is used when it is available, otherwise - data on changes in past remuneration are
used as an indicator of future changes.

Market share assumptions - These assumptions are important because in addition to using industry data for the growth rate (as
described below), the management assesses how the financial situation of the Group may change over the budget period in
comparison to the competition. The management expects that the Group's share in the IT market will be stable during the budget
period. Estimated growth rate - Growth rates are based on published industry research results.

Sensitivity to changes in assumptions
In the case of estimating the value in use of A unit, the management believes that no reasonably possible change to any key
assumption specified above will result in the fact that carrying amount of this unit significantly exceeds its recoverable amount.

As far as B unit is concerned, there is a possibility of reasonably justified changes to the adopted assumptions and these changes
may result in the fact that carrying value of the unit exceeds its recoverable amount. The current recoverable vlue of B unit exceeds

its carrying value by PLN 5,913 thousand (2016: unit operates within the Group since 1 February 2017). The impact of key
assumptions on the recoverable valur is discussed below.

Note 16. INVESTMENT PROPERTY

Investment property measured at fair value

31.12.2017 31.12.2016
Gross balance sheet value at the beginning of the period 2479 2 256
Increases, due to: 0 223
- revaluation 0 223
Decreases, due to: 0 0
- other decreases 0 0
Gross balance sheet value at the end of the period 2479 2479

Fair value measurements of the Group’s investment property as at 31 December 2017 and 31 December 2016 were carried out based
on appraisal report of 19 August 2016 prepared by an independent appraiser who is a member of the Polish Chamber of Property
Appraisal and has adequate qualifications and experience in terms of fair value measurement of the property. The Management Board
of the entity verified the value of the appraisal report as at 31 December 2017 and in his opinion the market conditions have not
changed since the above valuation.

Note 17. INVESTMENTS IN ASSOCIATES ACCOUNTED FOR USING THE EQUITY METHOD

Due to resignation on 10 March 2015 of former president of the Management Board of BluePocket S.A. and failure to appoint a new
Management Board of this company, by the day of preparation of the report hereof, the Issuer did not receive financial statements of
BluePocket S.A. for the years 2014 - 2017. At the same time, due to the fact that the meetings of the Supervisory Board are not
attended by members appointed by Bastion Venture Fund sp. z 0.0. S.K.A. as a Shareholder, LS| Software S.A. is not able to
independently appoint the Management Board of BluePocket S.A. which results in the actual lack of the Issuer's ability to govern
financial and operating policy of this entity.
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Note 18. SHARES/PARTICIPATING INTERESTS IN NON-CONSOLIDATED

SUBORDINATED UNDERTAKINGS

31.12.2017 31.12.2016
Shares/Participating interests in companies not listed on the 2307 2307
stock exchange (non-consolidated)
Shares of companies listed on the stock exchange (non- 0 0
consolidated)
Total 2 307 2 307
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Inwestycje w jednostkach podporzadkowanych nie objetych konsolidacja na dzien 31.12.2017r.

Value of shares Revaluation Balance sheet Percentage of Percentage of
Company business name, legal form, location of the according to adjustments value of shares held votes held Reasons for non-
head office acquisition price shares consolidation
BluePocket S.A. — Rzeszow 2 307 2 307 0 50% 50% Utrata kontroli
TOTAL 2 307 2 307 0
Equity Share capital Other capital Net profit/loss Assets’ amount Fixed assets Current assets Lizilifes REVETIES
no available 220 |no available data no available data no available data no available data no available data no available data no available data

data

Investments in non-consolidated subordinated entities as at 31 December 2016

Value of shares Revaluation Balance sheet Percentage of Percentage of
Company business name, legal form, location of the according to adjustments value of shares held votes held Reasons for non-
head office acquisition price shares consolidation
BluePocket S.A. — Rzeszéow 2 307 2 307 0 50% 50% Utrata kontroli
RAZEM 2307 2307 0
Equity Share capital Other capital Net profit/loss Assets’ amount Fixed assets Current assets Lililizs REHEILES
no available 220 |no available data no available data no available data no available data no available data no available data no available data

data
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Note 19. OTHER FIXED ASSETS

In the years 2016-2017 the item was not recognized.

Note 20. FINANCIAL ASSETS AVAILABLE FOR SALE

In the years 2016 - 2017 the Group’s companies had no financial assets classified as held for sale.

Note 21. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

In the years 2016-2017 the item was not recognized.

Note 22. OTHER FINANCIAL ASSETS

Long-term investments 31.12.2017 31.12.2016
Loans granted, including: 0 246
- to Management and Supervisory Board 0 246
TOTAL 0 246
Short-term investments 31.12.2017 31.12.2016
Loans granted, including: 253 1
- to Management and Supervisory Board 253 0
Cash flow hedges 0 4
TOTAL 253 5
Loans granted
31.12.2017 31.12.2016
Loans granted, including: 253 247
- to Management and Supervisory Board 253 246
Impairment losses 0 0
Net amount of loans granted 253 247
- long-term 0 246
- short-term 253 1
Loans granted, including to Management Board
Loan Interest
H Borrower amount Ba;llance - - Repayment Security H
according sheet nominal effective date
value
to
agreement
As at 31.12.2017
Grzegorz Siewiera 240 253 3,00% 3,00% 28-02-2018 |promissory
note
Chochotowskie Termy Spétka z
0.0.
As at 31.12.2016 240 246 3,00% 3,00% 28-02-2018 |promissory
note
Chochotowskie Termy Spoétka z 150 1 3.00% 3,00% 29-02-2016 )

0.0.
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Change in financial instruments

Financial Financial
assets at fair Financial Financial liabilities at
01.01.- 31.12.2017 value st e e assets gralFl?ggsand fair value . Other I
through maturity available for . through profit inancia
profit or loss sale MEREEES or loss liabilities
Opening balance 0 0 0 247 0 0
Increases 0 0 0 7 0 0
Loans granted 6
Interest accrued at
the effective interest 0 0 0 7 0 0
rate
Decreases 0 0 0 1 0 0
Repayment of
loans granted 0 0 0 1 0 0
Closing balance 0 0 0 253 0 0
Financial Financial
assets at fair Financial Financial Loans liabilities at
01.01.— 31.12.2016 value assets held to assets cantod and fair value _Other
through maturity available for ?eceivables through profit financial
profit or loss sale or loss liabilities
Opening balance 0 0 0 158 0 0
Increases 0 0 0 246 0 0
Loans granted 0 0 0 240 0 0
Interest accrued at
the effective interest 0 0 0 6 0 0
rate
Decreases 0 0 0 157 0 0
Repayment of 0 0 0 150 0 0
loans granted
Other- 0 0 0 7 0 0
reclassification
Closing balance 0 0 0 247 0 0
Cash flow hedges
Financial assets
31.12.2017 31.12.2016
Fair value at the beginning of the period 4 0
Acquisition, creation, commitment 0 4
Fair value at the end of the period 4 0
- long-term 0 4
- short-term 0 0
Fair value at the beginning of the period 0 4
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Type of Date of Duration of Basic amount Fair value
transaction transaction transaction

As at 31.12.2017 -9
Forward valuation in USD 16.11.2017 16.01.2018 76 -9

As at 31.12.2016 4
Forward valuation in USD 27-12-2016 24-01-2017 551 6
Forward valuation in USD 03-11-2016 26-01-2017 253 16
Forward valuation in USD 30-12-2016 23-03-2017 724 -6
Result on cash flow hedges recognized directly in comprehensive income

31.12.2017 31.12.2016

Accumulated result on cash flow hedges at the beginning of the 4 0
period

The amount recognized in comprehensive income during the reporting 0 0
period on account of effective hedging transactions
Valuation recognized in the profit and loss account -4 4
Amount transferred from comprehensive income to the profit and loss 0 0
account during the financial period

Result on cash flow hedges accumulated in the comprehensive 0 4
income at the end of the period

Note 23. INVENTORY

Inventory is measured at the purchase price or manufacturing costs not higher than its net selling price realizable at the balance sheet
date. Net realizable value is the estimated selling price in the ordinary course of business less the estimated costs of completion and the

costs necessary to perform the sale transaction.

31.12.2017 31.12.2016
Goods 3097 2 660
Gross inventory 3097 2 660
Impairment loss 239 224
Net inventory, including: 2 858 2436
- the carrying amount of inventories recognized in the fair 0 0
value less selling costs
- the carrying amount of inventories pledged as collateral 0 0
Inventory in the period of 01.01. — 31.12.2017
Materials Semi-finished [Finished Goods Total
products and products
production in
progress
Value of inventory recognized as an expense in the 0 0 0 378 378
period
Impairment loss on inventory recognized as an 0 0 0 0 0
expense in the period
Impairment loss on inventory reversed during the 0 0 0 4 4
period
Inventory aging analyses in the period of 01.01. — 31.12.2017
overdue payments in days
Total
0-90 91-180 181-360 >360
Goods (gross) 1383 584 398 732 3097
Goods (impairment) 0 0 0 239 239
Goods (net) 1383 584 398 493 2858
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Change in impairment losses on inventory

Semi- -
Materials finished 5:25332
products Goods Impairment
and losses -Total
production
in progress

As at 01.01.2017 0 0 0 224 224

Increases, including: 0 0 0 19 19

- other 0 0 0 19 19
H Decreases, including: 0 0 0 4 4

- release of impairment losses with

consideration of other operating costs 0 0 0 4 4

As at 31.12.2017 0 0 0 239 239

As at 01.01.2016 0 0 0 325 325

Zwiekszenia, w tym: 0 0 0 0 0

- inne 0 0 0 0 0

Decreases, including: 0 0 0 101 101

- release of impairment losses with

consideration of other operating costs 0 0 0 101 101

As at 31.12.2016 0 0 0 224 224

The reason for the recognition of impairment losses on inventory is their accumulation over a long period and the associated
impairment loss. Borrowing costs were not capitalized in the amount of inventory.

Note 24. CONTRACT FOR CONSTRUCTION SERVICES

Item was not recognized.

Note 25. TRADE RECEIVABLES

31.12.2017 31.12.2016
Trade receivables 8284 7 483
- from associates 0 0
- from other undertakings 8 284 7483
Impairment 1941 1717
Gross trade receivables 10 225 9200

Trade and other receivables are not interest-bearing and usually have a 14-day payment period. The Group pursues a policy of selling
only to verified customers. As a result, in the opinion of the Management Board, there is no additional credit risk, above the level
determined by impairment losses on bad debts.

The accompanying notes are an integral part of this financial statement
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Changes in impairment loss on trade receivables

31.12.2017 31.12.2016
Associates
Imp_airr_nent loss on t_rade receivables at the 0 0
beginning of the period
Increases, including: 0 0
- on past due and disputable receivables
Decreases, including: 0 0
- use
Other undertakings
Ln;sm;rrnegngiotise (:)l;rtiroadde receivables at the 1717 2001
Increases, including: 398 130
- on past due and disputable receivables 312 130
- acquisition of a subsidiary 86 0
Decreases, including: 174 414
- use 98 414
- reversla of impairment to in connection with the 76 0
repayment of receivables
Impairmer_1t loss on trade receivables at the end 1941 1717
of the period
Trade receivables claimed at court
31.12.2017 31.12.2016
Trade receivables claimed at court 1941 1717
Impairment loss on disputable receivables 1941 1717
Net amount of trade receivables claimed at court 0 0
Note 26. OTHER RECEIVABLES
31.12.2017 31.12.2016
Other receivables, including: 1208 480
- taxes, with the exception of corporate income tax 1208 125
- other 0 355
Impairment losses on other receivables 0 0
Other receivables - gross 1208 480
31.12.2017 31.12.2016
Other receivables, including: 1208 480
From associates 0 0
From other undertakings 1208 480
Impairment 0 0
Other receivables - gross 1208 480

The accompanying notes are an integral part of this financial statement
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Note 27. PREPAYMENTS

31.12.2017 31.12.2016
- Property (non-life) insurance and Subscription of newspapers 159 103
- advance invoices 149 102
- other prepayments 34 0
Prepayments 342 205
Note 28. CASH AND CASH EQUIVALENTS

31.12.2017 31.12.2016
Cash on hand and in bank accounts: 2834 383
on hand 273 266
in bank accounts 2561 117
Cash equivalents 761 4958
Cash in transit 1 0
Overnight deposits 760 4958
Other cash assets: 0 0
Cash on hand and in bank accounts attributed to 0 0
discontinued operations
Total 3595 5341

Cash in bank accounts is subject to variable interest rates, which depend on the interest rate on one-day bank deposits. Short-term
deposits are made for different periods, from one day to one month, depending on the Group's current cash requirements and bear the
relevant interest. The fair value of cash and cash equivalents as at 31 December 2017 amounts to PLN 3,595 thousand (31 December
2016: PLN 5,341 thousand).

Cash with limited disposability | 31.12.2017 | 31.12.2016
Performance bond | 100 | 0
Total | 100 | 0

As at 31 December 2017, the Group had unused credit facilities in the amount of PLN 1,675 thousand (31 December 2016: PLN 1
thousand), in relation to which all the conditions precedent have been met.

Cash at the disposal of the entity, not disclosed in the

31.12.2017 31.12.2016
balance sheet

Social benefits fund 28 25
Available, unused cash under revolving credit

1675 1

TOTAL 1703 26

The accompanying notes are an integral part of this financial statement
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Note 29. SHARE CAPITAL

Share capital - structure

Series/issue T Type of Uik vl i Series / issue TE 6l

re)flsrence limitation of Number of PLI\T value at con%/r'?bution Registration
p rights to shares nominal date
shares value
A-series, bearer

and registered ) - 600 1 600 cash 09-1998
B-series, registered 5 votes - 400 1 400 In-kind 09-1999
. . - - 46 1 46 09-1999

C-series, registered cash
. . - - 29 1 29 09-1999

C-series, registered cash
. . - - 268 1 268 09-1999

D-series, registered cash
. . - - 236 1 236 08-2000

E-series, registered cash
. . - - 59 1 59 08-2000

F-series, registered cash
. . - - 428 1 428 07-2006

G-series, registered cash
. . - - 1000 1 1 000 03-2007

|-series, registered cash
. . - - 195 1 195 06-2008

J-series, registered cash

As at 27 April 2018, 400 000 B-series registered shares are multiple-vote securities which means that each share entitles to five (5)
votes at the General Meeting of the Company, giving a total of 2 000 000 votes held by Grzegorz Siewiera. The shares of all series are
equally preferred as to dividends and return on equity.

Share capital - structure

Shareholder Number of shares % share capital Number of votes % votes
SG Invest Sp. z 0.0./
Grzegorz Siewiera 1 000 000 30,67% 2 600 000 53,49%
Yavin Limited / Piotr 443 488 13,60% 443 488 9,12%
Kraska
Other 1 805 306 55,36% 1 805 306 37,14%
LS! Software S.A. (own 11 968 0,37% 11 968 0,25%
shares)
Total 3260 762 100,00% 4 860 762 100,00%
Change in share capital
31.12.2017 31.12.2016
Share capital at the beginning of the period 3261 3261
Increases, due to: 0 0
Decreases, due to: 0 0
- hyperinflation
Share capital at the end of the period 3261 3261

All shares issued have a nominal value of PLN 1 and have been fully paid up.

Note 30. SHARE PREMIUM

Not recognized.

Note 31. OTHER RESERVES

On 23 October 2017, the Management Board of LS| Software S.A. under the Resolution No. 7/2017 of the Ordinary General Meeting of
Shareholders held on 30 June 2017, commenced another Share Buy-back Program. As at 31 December 2017, LS| Software SA held
11,968 own shares, which accounted for 0.37% of the share capital and entitled to 11,968 votes at the General Meeting of the
Company. The average unit purchase price per share from the beginning of the repurchase process until 31 December 2017 amounted
to PLN 12.50. In order to implement the Share Buyback Program, the Annual General Meeting resolved to establish a capital reserve in
the amount of PLN 2 060 thousand.

The accompanying notes are an integral part of this financial statement
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Other capital and reserves

31.12.2017 31.12.2016
Statutory capital reserve 12 924 13 096
Revaluation reserve 0 0
Other reserves 2 060 0
Own shares -150 -11
TOTAL 14 834 13 085
Change in other reserves
Statutory .
capital Revaluation rezg:\?:as Own shares
reserve reserve TOTAL
As at 01.01.2017 13 096 0 0 -11 13 085
Increases in the period: 0 0 2 060 11 2071
Valuation of financial assets available for sale 0 0 0 0 0
Deferred tax on the above adjustments 0 0 0 0 0
Net cash flow hedges 0 0 0 0 0
Deferred tax on the above adjustments 0 0 0 0 0
Distribution/coverage of net profit/loss 0 0 2 060 0 2 060
Equity component of an incentive program for 0 0 0 1 1
employees
Decreases in the period: 172 0 0 150 322
Valuation of financial assets available for sale 0 0 0 0 0
Deferred tax on the above adjustments 0 0 0 0 0
Net cash flow hedges 0 0 0 0 0
Deferred tax on the above adjustments 0 0 0 0 0
Distribution/coverage of net profit/loss 172 0 0 0 172
. . . 0 0 0 150 150
Equity component of an incentive program for
employees
As at 31.12.2017 12 924 0 2 060 -150 14 834
As at 01.01.2016 11 212 0 1884 -14 13 082
Increases in the period: 1884 0 0 3 1887
Valuation of financial assets available for sale 0 0 0 0 0
Deferred tax on the above adjustments 0 0 0 0 0
Net cash flow hedges 0 0 0 0 0
Deferred tax on the above adjustments 0 0 0 0 0
Distribution/coverage of net profit/loss 1884 0 0 0 1884
Equity component of an incentive program for 0 0 0 3 3
employees
Decreases in the period: 0 0 1884 0 1884
Valuation of financial assets available for sale
0 0 0 0 0
Deferred tax on the above adjustments 0 0 0 0 0
Net cash flow hedges
0 0 0 0 0
Deferred tax on the above adjustments 0 0 0 0 0
Distribution/coverage of net profit/loss 0 0 1884 0 1884
Equity component of an incentive program for 0 0 0 0 0
employees
As at 31.12.2016 13 096 0 0 -11 13085

Note 32. RETAINED EARNINGS

Retained earnings include amounts that are not subject to distribution i.e. cannot be paid in the form of dividends:

The accompanying notes are an integral part of this financial statement
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31.12.2017 31.12.2016
Amounts included in retained earnings not
subject to payment in the form of a dividend: 8967 7112
retained earnings 8 967 7112
TOTAL 8 967 7112
Note 33. EQUITY ATTRIBUTABLE TO NON-CONTROLLING SHAREHOLDERS
Item was not recognized.
Note 34. BORROWINGS AND LOANS
31.12.2017 31.12.2016
Overdrafts 825 1931
Bank loans 1429 477
Borrowings and loans, including: 2254 2408
- long-term 1079 0
- short-term 1175 2408
Maturity structure of borrowings and credits
31.12.2017 31.12.2016
Long-term credits and loans 1175 2408
Short-term credits and loans 1079 0
- payable within 1 year — 3 years 1050 0
- payable within 3 years — 5 years 29 0
- payable within more than 5 years 0
Borrowings and loans, total 2254 2408
Borrowings and loans — as at 31.12.2017
Amount of a EemEiin Effecti
Name of bank / Iender_ and credit/loan amount ofga inter(:s:il\r;e Repayment
type of loan / credit acc. to credit/loan % date Collateral
agreement
- Wibor + bank .
mBank S.A. 2500 825 margin 27.09.2018 | Contractual joint mortgage
overdraft on immovable property
mBank S.A. - 1750 1429 Wibor + bank 31.01.2022 | Contractual joint mortgage
investment facility margin on immovable property
TOTAL 4 250 2254
Borrowings and loans — as at 31.12.2016
Amount of a Remaining frecti
Name of bank / Iender_ and credit/loan amount of inItEer(égil\rI:te Repayment
type of loan / credit acc. to a % date Collateral
agreement credit/loan
2269 268 Wibor + bank Contractual joint mortgage on
mBank S.A. — investment margin 31-08-2017 [immovable property
facility
mBank S.A. — investment 553 g [Libor + bank Contractual joint mortgage on
facility margin 31-07-2017 |immovable property
mBank S.A. — investment 300 a1 Wibqr + bank _Contractual joint mortgage on
facility margin 31-08-2017 (immovable property
mBank S.A. - overdraft 2000 2000 Wibor + bank Contractual joint mortgage on
margin 28-09-2017 |[immovable property
mBank S.A. — investment 222 18 Wibor + bank Registered p|edge on Hyundai
facility margin 31-03-2017 | cars
| TOTAL 5344 2408

The accompanying notes are an integral part of this financial statement
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Currency structure of borrowings and loans

31.12.2017 31.12.2016
Valuein Value in Value in Value in ”
currency PLN currency PLN
PLN 2 254 2 254 2327 2327
EUR 0 0 0 0
uUsSD 0 0 0 0
GBP 0 0 0 0
CHF 0 0 20 81
Borrowings and loans - TOTAL X 2254 X 2408
Note 35. OTHER FINANCIAL LIABILITIES
31.12.2017 31.12.2016
Lease liabilities 729 1168
Liabilities arising from the acquisition of shares 1150 0
Cash flow hedges 9 0
Other 0 0
| Total financial liabilities 1888 1168
" - long-term 522 715
| - short-term 1366 453
Lease liabilities
31.12.2017 31.12.2016
Short-term lease liabilities 207 453
Long-term lease liabilities, including: 522 715
- 1 year—5 years 522 715
- over 5 years 0 0
Lease liabilities, total 729 1168
Cash flow hedges
31.12.2017 31.12.2016
Fair value — opening balance 0 0
Acquisition, recognition, commitment 9 0
Fair value — clising balance 9 0
- long-term 0 0
- sgort-term 9 0
Type o_f Date o_f Duration_ of Basic amount Fair value
transaction transaction transaction
As at 31.12.2017 9
Forward valuation in USD 16.11.2017 16.01.2018 76 9
As at 31.12.2016 -4
Forward valuation in USD 27-12-2016 24-01-2017 551 6
Forward valuation in USD 03-11-2016 26-01-2017 253 -16
Forward valuation in USD 30-12-2016 23-03-2017 724 6

The accompanying notes are an integral part of this financial statement
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Result on cash flow hedges recognized directly in comprehensive income

31.12.2017 31.12.2016
Accumulated result on cash flow hedges at the beginning of the 0 0
period
The amount recognized in comprehensive income during the reporting 0 0
period on account of effective hedging transactions
Valuation recognized in the profit and loss account -9 0
Amount transferred from comprehensive income to the profit and loss 0 0
account during the financial period
Result on cash flow hedges accumulated in the comprehensive
. : -9 0
income at the end of the period
Note 36. OTHER LONG-TERM LIABILITIES
Item was not recognized.
Note 37. TRADE LIABILITIES
Trade Liabilities
31.12.2017 31.12.2016
Trade liabilities 5995 5013
To associates 0 0
To other undertakings 5995 5013
Trade liabilities - overdue structure
Overdue, but recoverable
Not
U OB <90 days 91-180days 181 — 360 days >360 days
31.12.2017 5995 3461 1326 26 24 1158
To associates 0 0 0 0 0 0
To other
undertakings 5995 3461 1326 26 24 1158
31.12.2016 5013 2 346 1484 81 0 1102
To associates 0 0 0 0 0 0
To other
undertakings 5013 2 346 1484 81 0 1102
Note 38. OTHER LIABILITIES
Other short-term liabilities
31.12.2017 31.12.2016
Liabilities due to other taxes, duties, social insurance and other,
except corporate income tax 0 0
Other liabilities 142 43
Other liabilities 142 43
Accruals 0 0
Other liabilities, total 142 43

The accompanying notes are an integral part of this financial statement
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Other short-term liabilities —overdue structure

Not Overdue, but recoverable
1AL OVETEE 61-90days = 91-180days 181 — 360 days >360 days

31.12.2017 142 142 0 0 0 0
To associates 0 0 0 0 0 0
To other
undertakings 142 142 0 0 0 0

31.12.2016 43 43 0 0 0 0
To associates 0 0 0 0 0 0
To other
undertakings 43 43 0 0 0 0

Note 39. SOCIAL PROPERTY AND LIABILITIES ASSOCIATED WITH SOCIAL BENEFITS FUND

The Act of 4 March 1994 on the Company's Social Benefits Fund, as amended, states that the Social Benefits Fund is created by
employers employing more than 20 full-time employees. The Group has such a fund and makes periodic write-offs in the amount of
basic deductions / amounts agreed with the trade unions. Furthermore, the Fund holds the fixed assets. The purpose of the Fund is to
subsidize the Group's social activities, loans granted to its employees and other social costs. The Group has offset the Fund's assets
with its liabilities to the Fund as these assets are not the Group's separate assets.

The tables below present the analysis of the Fund’s assets, liabilities, costs and net balance.

31.12.2017 31.12.2016
H Fixed assets contributed to the Fund
H Loans granted to employees
| cash 28 25
| Liabilities to the Fund 0 0
H Balance after offsetting 28 25
Write-offs for the Fund during the accounting period 51 30

Investment liabilities

As at 31 December 2017, the Group is obliged to pay the amount of PLN 1 150 thousand to former shareholders of GiP Sp. z 0.0. due
to the purchase of shares in this company.

Note 40. CONTINGENT LIABILITIES

31.12.2017 31.12.2016
Loan repayment guarantee 1500 750
Liabilities due to bank guarantees granted mainly as
security for the performance of business contracts or 2716 1288
investment agreements
Contingent liabilities, total 4216 2038

The Issuer has granted a surety up to the amount of PLN 750 thousand, for a loan agreement contracted on 25 October 2011 by a
subsidiary undertaking — Softech Sp. z 0.0. with mBank S.A. On 9 August LSI Software S.A. granted a surety up to the amount of PLN
750 thousand for an overdraft facility contracted by GiP Sp. z 0.0. with mBank S.A.

Furthermore, LSI Software S.A. granted performance guarantees to the following entities which are not members of the Group:

1. Leszek Guzowski — in the amount of PLN 383 thousand with expiry date of 1 February 2018,
2. Maciej Guzowski - in the amount of PLN 383 thousand with expiry date of 1 February 2018,
3. Marek Pawlak - in the amount of PLN 383 thousand with expiry date of 1 February 2018,

4. CaixaBank S.A. — in the amount of EUR 57 thousand with unlimited expiration time.

In turn, Softech Sp. z o0.0. granted a guarantee of timely payment to POSIFLEX TECHNOLOGY INC in the amount of PLN 350 thousand
USD with maturity date until 31 December 2018 and the guarantee of payment of obligations under the lease contract for the benefit of
AmRest Sp. z 0.0. in the amount of PLN 111 thousand PLN. The total value of guarantees and sureties granted by the Group as at 31
December 2017 amounts to PLN 4,216 thousand.

The accompanying notes are an integral part of this financial statement
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Contingent liabilities arising on guarantees and sureties granted

g‘:'ara”t%/ surety Title Currency | 31.12.2017 = 31.12.2016
Surety on overdraft facility Softech Sp. z 0.0. Bank loan PLN 750 750
Surety on overdraft facility GiP Sp. z o.0. Bank loan PLN 750 0
POSIFLEX Guarantee
Performance bond TECHNOLOGY INC uUsD 350 300
Guarantee of payment of obligations under the AmRest Sp. z 0.0. Guarantee PLN 111 0
lease contract
Guarantee of timely payment Leszek Guzowski Guarantee PLN 383 0
Guarantee of timely payment Maciej Guzowski Guarantee PLN 383 0
Guarantee of timely payment Marek Pawlak Guarantee PLN 383 0
Bank guarantee CaixaBank S.A. Guarantee EUR 57 0
Performance bond SNEF Polska Sp. z 0.0. (Guarantee PLN 0 34
TOTAL 3167 1084

Note 41. SHORT-TERM AND LONG-TERM FINANCIAL LEASE RECEIVABLES AND LIABILITIES

As at 31 December 2017 and 31 December 2016, future minimum lease payments under these agreements and the current value of

the minimum lease payments are as follows:

Liabilities under finance lease agreements and lease agreements with purchase option

31.12.2017 31.12.2016
Minimum Current value Minimum Current value
payments of the payments of the
payments payments

In the period of 1 year 207 207 453 453
In the period of 1 year to 5 years 522 522 715 715
Over 5 years
Total minimum lease payments 729 729 1168 1168
Future interest expense X X
Current value of minimum lease payments, including: 729 729 1168 1168
- short-term 207 207 453 453

- long-term 522 522 715 715
Leased assets as at 31.12.2017

By groups of assets
Wyszczegélnienie buil(lj_iér‘\r;ds' and  Machines and Means of Other fixed TOTAL
structures devices transport assets

Means of transport 0 1680 0 1680
Other fixed assets 0 0 14 14
Machines and devices 34 0 0 34

Net carrying amount of 34 1680 14 1728

leased assets

The accompanying notes are an integral part of this financial statement
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Note 42. DEFERRED INCOME (PREPAYMENTS)

31.12.2017 31.12.2016
Subsidies 0 0
Deferred income 798 376
Advance invoices 798 208
Other 0 168
Deferred income (prepayments), including: 798 376
- long-term 0 0
-short-term 798 376

Note 43. PROVISION FOR RETIREMENT AND SIMILAR BENEFITS

31.12.2017 31.12.2016

Provisions for retirement and disability benefits
Total, including:

- long-term

[ S E RN
olr|r |k

- short-term

The Group pays out retirement benefits to retired employees in the amount set forth in the Labor Code. As a result, the Group, on the
basis of its own valuation, creates a provision for the current value of the retirement severance pay liability. The amount of this
provision and the reconciliation of changes during the period are presented in the table below:

Change in provisions

Provisions for

retirement and Provisions for Provisions for
disability jubilee awards annual leave
benefits

Provisions for
other employee
benefits

As at 01.01.2017

Creation of a provision

Costs of benefits paid

Release of provision

As at 31.12.2017, including:

- long-term

- short-term

As at 01.01.2016

Creation of a provision

Costs of benefits paid

Release of provision

As at 31.12.2016, including:

- long-term

O|O|Rr| O|0O|O|R|IFPIFP|INO|O|R|kF
O|0O|l0O/0O|0O/ 0|0/ O|O|O|O|O|O
O|0O|l0O/O|0O0O|O/OO|O|O|O|O|O

- short-term

Note 44. OTHER PROVISIONS

31.12.2017 31.12.2016
Provision for annual leaves 78 0
Restructuring provision 0 20
Provision for costs of court proceedings 100 0
Total, including: 178 20
- long-term 0 0

- short-term 178 20

The accompanying notes are an integral part of this financial statement
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Change in provisions

Wyszczegodlnienie w:rrroa\gts)llorz;girrs Restrupt_uring Oth isi
P provision er provisions Total
As at 01.01.2017 0 20 0 20
Created during the financial year 0 178 0 178
Used 0 0 0 0
Released 0 20 0 20
As at 31.12.2017, including: 0 178 0 178
- long-term 0 0 0 0
- short-term 0 178 0 178
As at 01.01.2016 0 267 0 267
Created during the financial year 0 0 0 0
Used 0 0 0 0
Released 0 247 0 247
As at 31.12.2016, including: 0 20 0 20
- long-term 0 0 0 0
- short-term 0 20 0 20

Restructuring provision
In 2015 the Group created a restructuring provision in connection with the planned changes in the structure of the Issuer. In 2017, a provision
for anticipated costs of internal restructuring in the amount of PLN 20 thousand was been released.

Note 45. OBJECTIVES AND PRINCIPLES OF FINANCIAL RISK MANAGEMENT

Apart from derivative instruments, the main financial instruments used by the Company are bank loans, finance lease and lease
contracts with purchase option, cash and short-term deposits. The main purpose of these financial instruments is to ensure funding for
the Company's operations. The Company also holds other financial instruments, such as trade receivables and payables arising directly
in connection with business operations. The Company also concludes derivative transactions, mainly forward foreign exchange
contracts. The purpose of these transactions is to manage the currency risk arising from the Company's operations and from its sources
of financing. The policy applied by the Company at present and throughout the period covered by the audit is not trading in financial
instruments except for investing the cash surplus in bonds with a short maturity date and higher interest rates than standard bank
deposits. The main risks arising from the Company's financial instruments include interest rate risk, liquidity risk, currency risk and credit
risk. The Management Board reviews and agrees principles for managing each of these risks - these principles are briefly discussed
below. The Group also monitors the market price risk arising from all financial instruments held.

Exposure to market risk

Exposure to market risk
Financial assets and liabilities Currency
31.12.2017 Interest rate
EUR UsD

Loans and receivables 0 0 240
Fmgnmal liabilities at fair value through 0 0 2992
profit or loss
Hedging instruments - liabilities 0 76 0

The accompanying notes are an integral part of this financial statement
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Exposure to market risk
Financial assets and liabilities Currency
31.12.2016 Interest rate
CHF UsD

Financial assets at fair value through profit or loss 0 0 0
Financial assets held for sale 0 0 0
Financial assets held to maturity 0 0 0
Loans and receivables 0 1 240
Fmanmal liabilities at fair value through 20 0 1 495
profit or loss
Other financial liabilities measured at amortized 0 0 0
cost
Hedging instruments - assets 0 0
Hedging instruments - liabilities 0 367 0

Interest rate risk

The exposure of the Company to the interest rate risk relates primarily to long-term financial liabilities arising from bank loans and lease
agreements. The Company manages interest costs by using both fixed and floating interest rate liabilities and by granting floating
interest rate loans to other entities in order to balance the risk. Accordingly, the sensitivity of the statement to interest rate changes is
insignificant, as interests on lease and loans do not exceed PLN 95 thousand per year. Any 10%-change in interest rate would result in
a change in the financial result and equity at the level of PLN 10 thousand.

The table below presents the sensitivity of gross financial result to reasonably possible changes in interest rates, assuming that other
factors remain unchanged (in connection with interest bearing assets and liabilities).

Impact on gross Impact on equity Impact on gross Impact on equity
financial result financial result

31.12.2017 31.12.2016

+ X%/- X% + 10%;/- 10%

- loans granted -1 0 -1 0
Assets measured at amortized cost, 8 0 0 0
including: )

- loans contarcted -8 0 -4 0

- other 0 0 0 0

Foreign exchange risk

The Company is exposed to foreign exchange risk arising from concluded transactions. This risk arises as a result of the operating entity
making sales or purchases in currencies other than its functional currency. About 8% of sales transactions concluded by the Company is
denominated in currencies other than the reporting currency of the operating unit making the sale, while more than 80 % of the cost of
acquisition of goods is denominated in the reporting currency. The company is seeking to negotiate the terms of hedging derivatives in
such a way as that they match the terms of the hedged item and thus ensure maximum hedging efficiency. As at 31 December 2017,
the Company hedged 100% of purchase transactions in foreign currencies (as at 31 December 2016 - 90%), in respect of which, as at
the balance sheet date, there were firm commitments reaching the end of the first quarter of 2018. The table below presents the
sensitivity of the gross financial result (due to the change in fair value of assets and liabilities) and the Company's equity due to the
change in the fair value of forward contracts on reasonable fluctuations in exchange rates with the assumption that other factors remain
unchanged:

Impact on gross
financial result

Impact on gross

financial result UnfEEIE ) CaUisy

Impact on equity
Year ended on 31.12.2017

EUR + X% /- X%* USD + X%/- X%

Hedging instruments - liabilities 0 0 -8 0

The accompanying notes are an integral part of this financial statement
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Impact on gross
financial result

Impact on gross

IIEELE @) CaLsy financial result

Impact on equity
Year ended on 31.12.2016

CHF + 10% USD - 10%
Financial liabilities at fair value
through profit or loss -8 0 0 0
Hedging instruments - liabilities 0 0 -153 0

Commodity price risk

Because of the significant share of purchases of commercial goods outside the territory of Poland, the Group is exposed to changes in
commodity prices, which may, however, result primarily from the foreign exchange risk described above. The purpose of commodity
price risk management is also to limit possible losses from changes in commodity prices to an acceptable level by shaping the structure
of balance sheet commodity items. Commodity price risk management is carried out by imposing limits on the instruments generating
commodity price risk, monitoring of their use and reporting the risk level.

Credit risk

The Group strives to enter into transactions exclusively with reputable companies with good creditworthiness. All clients wishing to use
merchant loans are subject to pre-verification procedures. In addition, due to ongoing monitoring of receivables, the exposure of the
Company to the risk of bad debts is limited. With regard to other financial assets of the Company, such as cash and cash equivalents,
available-for-sale financial assets and certain derivatives, the Company's credit risk arises as a result of the inability of the other party to
repay the amounts due while the maximum exposure to that risk is disclosed in Note 45. There are no significant concentrations of credit
risk in the Company.

Overdue trade receivables

Total Not overdue Overdue in days
<90days |91-180days 181 - 360 days >360 days
31.12.2017
Trade and other receivables 10 225 2082 4829 256 342 2716
Impairment loss 1941 0 0 0 0 1941
Other receivables 1208 1208 0 0 0 0
Impairment loss 0 0 0 0 0 0
Loans granted 253 253 0 0 0 0
Impairment loss 0 0 0 0 0 0
Cash and cash equivalents 3595 3595 0 0 0 0
Impairment loss 0 0 0 0 0 0
Derivatives 0 0 0 0 0 0
Impairment loss 0 0 0 0 0 0
Other financial assets 0 0 0 0 0 0
31.12.2016
Trade and other receivables 7 483 3615 790 237 229 2612
Impairment loss 1717 0 0 0 0 1717
Other receivables 480 480 0 0 0 0
Impairment loss 0 0 0 0 0 0
Loans granted 247 246 0 0 0 1
Impairment loss 0 0 0 0 0 0
Cash and cash equivalents 5341 5341 0 0 0 0
Impairment loss 0 0 0 0 0 0
Derivatives 1528 1528 0 0 0 0
Impairment loss 0 0 0 0 0 0
Other financial assets 0 0 0 0 0 0 H

The accompanying notes are an integral part of this financial statement
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Risk associated with liquidity

Group’s companies monitor the risk of a shortage of funds using a recurring liquidity planning tool. This tool takes into account the
maturities of both investments and financial assets (eg. accounts receivables, other financial assets) and projected cash flows from
operating activities. The Group's objective is to maintain a balance between continuity and flexibility of financing through the use of
various sources of financing, such as overdrafts, bank loans, financial lease agreements and lease agreements with purchase option.
The table below shows the Company's financial liabilities as at 31 December 2016 and as at 31 December 2015 by maturity based on
contractual undiscounted payments. The following table also presents the carrying value of the Company's financial instruments
exposed to the interest rate risk, broken down by age categories. Interest rates on floating-rate financial instruments are updated in
periods of less than one year. Interest on fixed-rate financial instruments is fixed throughout the period until the maturity date of these
instruments. Other financial instruments of the Company that are not included in the above tables do not bear interest and therefore are
not subject to interest rate risk.

At request >3 months fronToﬁttr?slz Fromyle);esar %) overs years
31.12.2017 0 6 276 1243 1601 0
Interest-bearing loans 0 87 1088 1079 0
Lease agreements 0 52 155 522 0
Trade and other liabilities 0 6137 0 0 0
- from associates 0 0 0 0 0
Derivatives 0 0 0 0 0
31.12.2016 0 5926 574 715 0
Interest-bearing loans 0 136 272 0
Lease agreements 0 151 302 715 0
Trade and other liabilities 0 5639 0
- from associates 0 0 0 0 0
H Derivatives 0 0 0 0 0 H

Note 46. INFORMATION ON FINANCIAL INSTRUMENTS
The fair value of certain classes of financial instruments

The table below compares the balance sheet values and fair values of all of the Company's financial instruments, broken down by class and
category of assets and liabilities.

The accompanying notes are an integral part of this financial statement
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Balance sheet value Fair value Maximum exposure Category of
FINANCIAL ASSETS to credit risk * financial
31.12.2017 31.12.2016 31.12.2017 31.12.2016 instrument
Financial assets available for sale (long-
term), including: 0 0 0 0 0
- bonds 0 0 0 0 0
Other financial assets (long-term), including: 0 246 0 246 0
- loans granted 0 246 0 246 0| Loans
Trade and other receivables 9895 7483 9895 7483 990 | Receivables
Financial assets available for sale (short-
term), including: 0 0 0 0 0
Financial assets at fair value through profit or
loss, including: 0 0 0 0 0
- Derivative financial instruments 0 0 0 0 0
Derivatives used in hedge accounting: 0 0 0 0 0
Other financial assets (short-term), including: 253 5 253 5 13
- loans granted 253 5 253 5 13| Loans
Cash and cash equivalents, including: 3595 5341 3595 5341
- cash 3595 5341 3595 5341 0| Cash

* without consideration of any collateral held or other features resulting in credit enhancements (e.g. arrangements regarding the settlements a net basis not eligible for compensation in accordance with IAS 32).

The accompanying notes are an integral part of this financial statement
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Balance sheet value Fair value : ;
FINANCIAL LIABILITIES CRIEON) @ HrEmeEE!
31.12.2017 31.12.2016 31.12.2017 31.12.2016 IS
Interest-bearing credits and loans, including: 2254 2408 2254 2 408
i ) L N
long-term, at floating interest rate 1079 0 1079 0 Kredyty
- long-term, at fixed interest rate 0 0
- overdraft facility 825 2000 825 2 000 Kredyty
- other — short-term 350 408 350 408 Kredyty
Other liabilities (long-term), including: 729 715 729 715
- arising on f|nanC|_aI lease agreements and lease agreements 729 715 729 715 Leasing
with a purchase option
Trade and other liabilities 6 440 5639 6 440 5 639 | Pozostale zobowigzania
Financial liabilities, including: 0 0 0 0
- Financial derivative instruments used in hedge 0 0 0 0

accounting

Group’s companies have no liability items that would be recognized at fair value and therefore it is not necessary to disclose the assumptions for its determination. In the period ended 31.12.2017 there were no
transfers between Levels 1 and 2 of the fair value hierarchy and their detailed description is included in note 12.

Hedges

The Group does not apply hedge accounting except for foreign exchange forward for USD. Detailed parameters of contracts concluded as at 31 December 2017 are presented in note 22.

The accompanying notes are an integral part of this financial statement
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Cash flow hedges
As at 31 December 2017, the Company had the following hedging contracts:

Maturity
H Sale
H Purchase
Hforeign exchange forward USD 16-01-2018
As at 31 December 2016, the Company had the following hedging contracts:
Maturity
H Sale
H Purchase
Hforeign exchange forward USD 24-01-2017
foreign exchange forward USD 26-01-2017
foreign exchange forward USD 23-03-2017
The fair value of the above contracts was as follows:
31 December 2017
Assets Liabilities
Foreign exchange forward 266 275
Fair value 9

Note 47. CAPITAL MANAGEMENT

Assets

Exchange rate

3,6098

Exchange rate

4,2140
3,9205
4,2113

31 December 2016

Liabilities

1528

The main objective of the Group's capital management is to maintain a strong credit rating and healthy capital ratios in order to support
the Group's operations and increase its value for shareholders. The Group manages the capital structure and introduces the relevant
changes as a result of changes in economic conditions. In order to maintain or adjust the capital structure, the Group may change the
dividend payment to shareholders, return capital to shareholders or issue new shares. In the year ended 31 December 2017 and 31
December 2016, no changes were introduced to the objectives, principles and processes in force in this area. The Group monitors the
balance of capital using the leverage ratio, which is calculated as the ratio of net debt to total equity plus net debt. In accordance with
the Group's policies, this ratio shall be between 20% and 35%. Net debt includes interest-bearing loans and borrowings, trade and other
liabilities, less cash and cash equivalents. Equity includes convertible preference shares and equity attributable to shareholders of the

Dominant Entity less reserve capital from unrealized net gains.

31.12.2017

Interest-bearing loans

Trade and other liabilities excluding income tax liabilities

Less cash and cash equivalents
Net debt

Convertible preference shares

Equity

Reserve capital from unrealized net gains
Total equity

Net equity and net debt

Leverage ratio

Note 48. EMPLOYEE BENEFIT PLANS

The Group does not have an employee share scheme.

2254

6 137

3595
4796

32101

32101
36 897
13%

31.12.2016

2408

5 056

5341
2123

27 970

27 970
30093
7%

The accompanying notes are an integral part of this financial statement
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Note 49. INFORMATION ON ASSOCIATES

The following table shows the total amounts of transactions with associates for the current and previous financial year.

Podmiot powiazany Sales (o associaies Purcgsassgzi;rtzgl ReCﬁig;bles ancé:léili:g Leilggic:i(:iigtsetso ig\slel:’gilrg
associates
Dominant Entity 31.12.2017 | 31.12.2016 | 31.12.2017 | 31.12.2016 | 31.12.2017 | 31.12.2016 | 31.12.2017 | 31.12.2016 | 30.09.2017 | 31.12.2016 | 31.12.2017 | 31.12.2016
LSI Software S.A. 3274 2110 9426 4224 211 201 168 1842 35 368
Subsidiary undertakings
Softech Sp. z 0.0. 4549 3781 3489 2088 478 42 433 178 276 145
LS| Software s.r.o. 292 82 52 141 52 87
GiP Sp. z o.0. 16 210 63
Positive Software USA LLC 348
Joir_]t ventures in which the Dominant
Entity is a partner:
The Man_agement Board of Group’s
companies
Barttomiej Grduszak 156 218 4 4 16 16 1
Michat Czwojdzinski 280 268 0 23 19 1 1 1
Henryk Nester 4 4 2
Grzegorz Stragk 5 1
Maciej Guzowski 1550 383
Leszek Guzowski 1550 383
Marek Pawlak 1550 383
Transactions involving other members of
key management personnel

Dominant Entity
LSI Software S.A.

Entity with significant influence over the Group
As at 31 December 2017 - SG Invest Sp. z 0.0./ Grzegorz Siewiera holds 30,67% ordinary shares of LS| Software S.A. (31 December 2016: 30,67%).

Affiliated undertaking

As at 31 December 2017, the Group has no affiliated undertakings.

The accompanying notes are an integral part of this financial statement
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Joint ventures in which the Dominant Entity is a partner:
As at 31 December 2017 there were no joint ventures in the Group.

Terms of transactions with associates
The Issuer concludes buy/sell transactions with all associates. Transactions are executed on market terms as applicable to
transaction with other undertakings.

Loan granted to a Member of the Management Board

In 2017, no loan agreements were contracted with members of the Management Board.
On 26 February 2016, LS| Software S.A. granted a loan at the amount of PLN 240 thousand to Mr. Grzegorz Siewiera — Chairman of the
Supervisory Board of the Company. The repayment date falls on 28 February 2018. This loan is a short-term financial asset.

Transactions involving Members of the Management Board
During the financial year ended on 31 December 2017, the purchase transactions between the Group and members of the Management
Board of the Group were concluded in the total amount of PLN 436 thousand (in the financial year ended 31 December 2016 the value

of these transactions amounted to PLN 486 thousand). The subject transactions concerned the provision of managerial services.

Note 50. REMUNERATION OF KEY MANAGEMENT PERSONNEL AND SUPERVISORY BOARD

Remuneration of key management personnel of the Group

Remuneration paid or payable to members of the Management Board and members of the Supervisory Board of the Group
Benefits paid to members of the Management Board

01.01 -31.12.2017

01.01 -31.12.2016

Short-term employee benefits (remunerations and 642 352
surcharges)
Other long-term benefits 0 0
TOTAL 642 352
Position 01.01 -31.12.2017 01.01 -31.12.2016
Remuneration of the Management Board Members
Barttomiej Grduszak President of the 0 0
Management Board
Michat Czwojdzinski Member of the 0 0
Management Board
Henryk Nester Member of the 143 144
Management Board
Grzegorz Strak Member of the 167 131
Management Board
Michat Czwojdzinski President of the 28 26
Management Board
Barttomiej Grduszak Vice-President of the 0 0
Management Board
Maciej Guzowski President of the 59 0
Management Board
Leszek Guzowski Member of the 113 0
Management Board
Marek Pawlak Member of the 84 0
Management Board
TOTAL 594 301
Remuneration of the Supervisory Board Members
Piotr Kardach Member of the 5 5
Supervisory Board
Andrzej Kurkowski Member of the 6 5
Supervisory Board
Grzegorz Kwiatkowski Member of the 5 5
Supervisory Board
Krzysztof Wolski Vice-Chairman of the 9 10
Supervisory Board
Grzegorz Siewiera Vice-Chairman of the 14 12
Supervisory Board
TOTAL 39 37

The accompanying notes are an integral part of this financial statement
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Note 51. EMPLOYMENT

Average employment

01.01 -31.12.2017

01.01 -31.12.2016

Management Board 5 3
Administration 12 11
Sales Department 50 37
Production Division 45 34
Other 66 56
TOTAL 178 141
Employment turnover
01.01 -31.12.2017 01.01 -31.12.2016
The number of recruits 52 58
Number of redundant employees 63 36
TOTAL -11 22

Note 52. OPERATING LEASE AGREEMENTS

The Group’s companies conclude operating lease agreements with mLeasing Sp.z o0.0. to finance the purchase of means of transport.
The agreements are concluded usually for a period of 35 months and include the initial fee of 20% of the value of the leased asset and
the residual value of repurchase - 1%. Contracts are based on the WIBOR1M base rate.

Note 53. CAPITALIZED BORROWING COSTS

In the period covered by the financial statement, the Company did not capitalize any interest related to external debt

Note 54. REVENUES RECEIVED SEASONALLY, CYCLICALLY OR OCCASSIONALLY
The operations of the Group are not characterized by seasonality or cyclicality.

Note 55. COURT PROCEEDINGS

No proceedings are pending, the value of which amounts to at least 10% of the Issuer's equity.

Note 56. TAX SETTLEMENTS

Tax settlements and other regulated areas (e.g. customs and exchange issues) may be subject to scrutiny by the administrative
authorities who are entitled to impose high penalties and sanctions. The lack of reference to established legal regulations in Poland
results in a lack of clarity and inconsistency. Frequent differences in opinions as to the legal interpretation of tax laws, both within
government bodies and between state authorities and businesses, create uncertainties and conflicts. Such situation result in the fact
that tax risk in Poland is significantly higher than this typically found in countries with more developed tax systems. Tax settlements may
be subject to inspection for a period of five years as from the end of the year in which the tax was paid. As a result of control performed,
the Group's tax settlements may be increased by additional tax liabilities. According to the Group, as at 31 December 2017, adequate
provisions were created for recognized and quantifiable tax risks.

Note 57. WASTE ELECTRICAL AND ELECTRONIC EQUIPMENT

On 21 October 2005, most of the provisions of the Act on Waste Electrical and Electronic Equipment ("WEEE") came into force. It
imposes on entities placing electronic and electrical equipment (manufacturers and importers) on the market, among others the
obligation to organize and finance the collection of spent equipment, processing, recovery, recycling and disposal of waste equipment
from operators. Entities placing the household appliances are required to ensure the collection of waste equipment from households. In
order to estimate the provision, the following data shall be available for the Group: the number of kilograms of historical WEEE to be
collected by the Group and the remaining number of kilograms of new WEEE to be collected by the Company. In the reports required by
the Ministry of Environmental Protection there is no distinction between new and historical WEEE. Taking into account organization of
the collection and WEEE collection reporting system, the Company is unable to estimate the amount of WEEE to be collected by the
Company in order to comply with the obligations under the Act on Waste Electrical and Electronic Equipment. Consequently, the
Company did not establish any provisions for liabilities relating to historical WEEE, nor the new WEEE. The Company does not exclude
the possibility of verifying its position in these terms, in the case of issuance of other binding interpretations of the Act, or when the
practice of applying the Act will indicate a different accounting approach to the obligation associated with WEEE.

The accompanying notes are an integral part of this financial statement
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Note 58. EVENTS AFTER BALANCE SHEET DATE

Pursuant to the decision of the District Court for £odz - Srodmiescie in £odz, 20" Commercial Division of the National Court Register
issued on 13 April 2018, the merger of LS| Software S.A. (the Acquiring Company) with Softech sp. 0.0. (the Company Being Acquired)
was registered. The above date is the day of merger within the meaning of Art. 493.2 of the Commercial Companies Code (hereinafter
"CCC"). In view of the above, pursuant to Art. 494.1 of the CCC on the day of merger LS| Software S.A. became a legal successor and
entered into all the rights and obligations of Softech Sp. z 0.0. The Participating Companies merged in order to optimize and simplify the
ownership structure and with the aim of of reducing operating costs of separate structures in the Participating Companies and achieving
additional revenues from synergy effects in the future. The merger had been prepared on the basis of Art. 499 of the Commercial
Companies Code (hereinafter referred to as the CCC) while its full content is available at: www.softech.eu. The merger was effected in a
manner stipulated in Art. 492.1.1 of the CCC with consideration of simplification of the procedure as referred to in Art. 516 of the CCC
and restrictions stemming from the fact that the Acquiring Company is a public company which results in the following:

i.  the Company being acquired was dissolved without liquidation process; and

ii. all the assets and liabilities of the Company being acquired were transferred to Acquiring company under general succession; and

iii. the Acquiring company entered into all the rights and obligations of the Company being acquired.

Note 59. PARTICIPATION OF SUBSIDIARIES NOT COVERED BY THE CONSOLIDATED FINANCIAL

STATEMENT

As at 31 December 2017 and 31 December 2016, the Group has not consolidated BluePocket S.A. due to resignation on 10 March
2015 of former president of the Management Board of BluePocket S.A. and failure to appoint a new Management Board of this
company. Until the day of preparation of the report hereof, the Issuer did not receive financial statements of BluePocket S.A. for the

years 2016 and 2017.

Note 60. INFORMATION ON TRANSACTIONS WITH AN ENTITY PERFORMING AN AUDIT OF

THE FINANCIAL STATEMENT

Remuneration paid or due for the financial year 01.01 -31.12.2017
- the audit of the annual financial statements and 37
consolidated financial statements
- other assurance services, including the review of the financial 10
statements and consolidated financial statements
- tax advisory services
- other services 12
TOTAL 59

01.01 -31.12.2016

The accompanying notes are an integral part of this financial statement
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Note 61. EXPLANATIONS TO THE CASH FLOW STATEMENT

01.01 -31.12.2017

01.01 -31.12.2016

Cash recognized in the balance sheet 3595 5341

Exchange rate differences from balance sheet valuation -75 21

Cash assets classified as cash equivalents for purposes of the 0 0

cash flow statement

;ng;lsigfehmaenn(i cash equivalents recognized in the cash 3670 5320
01.01 -31.12.2017 01.01 -31.12.2016

Interest and share in profits (dividends) consist of: 96 56

Interest paid on loans granted

Interest paid on bank loans and lease agreememts 96 56

Interest received

Interest on debt securities

Interest paid on long-term receivables

Dividends received

Interest accrued on loans granted

Interest accrued on bank loans

Profit (loss) on investing activities results from: -38 -449

Revenues from the sale of intangible assets

Net value of intangible assets sold

Revenues from the sale of tangible fixed assets -82 44

Net value of tangible fixed assets sold 18 -98

net value of liquidated fixed assets 26 105

Revaluation of fixed assets -500

Revaluation of short-term financial assets

The change in provisions results from the following items: -40 -146

Balance sheet change in provisions for liabilities -41 -146

Balance sheet change in provisions for employee benefits 1

Value of reserves acquired as a result of acquisition of control

(reserves of a subsidiary at the date of acquisition of control with "-"

mark)

Value of reserves excluded as a result of loss of control (reserves

of a subsidiary at the date of acquisition of control with "+" mark)

Change in inventory results from the following items: -51 -500

Balance sheet change in inventory -296 -500

\_/alue of inventory a_cquired as a result of acqu_i_sition of control_ 245

(inventory of a subsidiary at the date of acquisition of control with "-

" mark)

Value of inventory excluded as a result of loss of control (inventory

of a subsidiary at the date of acquisition of control with "+" mark)

Change in receivables results from the following items: -319 -83

Change in short-term receivables arising from the balance sheet -667 -732

Change in long-term receivables arising from the balance sheet

Correction for additional allocations to equity capital 348

Correction for a change in the balance of receivables from the 649

disposal of fixed tangible assets

The accompanying notes are an integral part of this financial statement
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31.12.2017

Correction for a change in the balance of receivables due to
disposal of non-financial investment

Correction for a change in the balance of receivables due to
disposal of financial investment

Receivables acquired as a result of acquisition of control
(receivables of a subsidiary at the date of acquisition of control with
"-" mark)

Receivables excluded as a result of loss of control (receivables of a
subsidiary at the date of acquisition of control with "+" mark)

Change in short-term liabilities, except financial liabilities,
results from the following items:

H Change in short-term liabilities resulting from balance sheet
H Correction for credit repaid

Correction for offsetting subsidies and liabilities

Correction for a change in the liability from unpaid dividend

correction for a change in liabilities due to acquisition of fixed
tangible assets

correction for a change in liabilities due to acquisition of financial
assets

Operating liabilities acquired as a result of acquisition of control
(operating liabilities of a subsidiary at the date of acquisition of
control with "-" mark)

Operating liabilities excluded as a result of loss of control
(operating liabilities of a subsidiary at the date of acquisition of
control with "+" mark)

The value of the item "Other corrections" include:

Cash and cash equivalents acquired as a result of acquisition of
control

Loans waived

Impairment loss on fixed assets recognized in financial result

todz, 27 April 2018

Signatures of Members of the Management

Board Michat Czwojdziriski

Barttomiej Grduszak

President of the Management Board Member of the Management Board

Signature of a person preparing the financial statement:
Barttomiej Grduszak Dariusz Gorski

CFO Chief Accountant

-1432

1930
-1 259

-1 305

-798

1278

Grzegorz Strgk

Member of the
Management Board

-992

917
-1 149

-760

The accompanying notes are an integral part of this financial statement
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IV.  Statement of the Management Board on business activities of the Group

I BASIC INFORMATION

LS| SOFTWARE GROUP
with its registered office in £6dz
176/178 Przybyszewskiego St.

LS| Software S.A. with its registered office in £6dz at 176/178 St. was registered with the National Court Register kept by the District Court
for the City of £6dz (20th Commercial Department of the National Court Register) under the following number: KRS 0000059150.

The main scope of the Company’s business includes:
» Computer programming activities 62.01 Z

LSISOFT / LSI / PLLSSFT00016
IT
Main Market 5 MINUS

The Group has a perpetual existence.

The financial statement of LS| Software Group has been prepared for the period of 1 January 2017 — 31 December 2017.
The comparable period: 1 January 2016 — 31 December 2016.

. Discussion of the key economic and financial amounts, and in particular description of all factors and events, including non-
recurring ones, and discussion of development prospects in a period covering at least the next financial year

Discussion of the key economic and financial amounts

In 2017, the Group, as a result of the continued development of its operations, reached more than 44% growth in sales revenues, which
amounted to PLN 47,568 thousand as compared to PLN 33,084 thousand in 2016. The implementation of the adopted strategy has
also resulted in the fact that the net profit rose to a record level of over PLN 5,039 thousand i.e., which represents an increase of 12%
as compared to 2016.

A slight deterioration in the profitability of operations at the EBIT level was recognized due to the occurrence in 2016 of incidental factors
related to the revaluation of investment property, which caused an increase in other operating income by PLN 500 thousan and
acquisition of GiP Sp. z 0.0. on 1 February 2018.

Acquisition of GiP Sp. z 0.0. by LSI Software S.A. resulted in the Group's increased revenues comapred to 2016 and positively
influenced the increase of the gross profit margin on sales. The negative effect of the acquisition of GiP Sp. z 0.0. is the reduction of the
margins of other profit levels due to the lower profitability of this company in relation to other entities of the Group. It should be noted
that until 30 August 2017, the company was managed by former shareholders who introduced changes related to the operation of this
entity to a very limited extent. On 30 August 2017, the current Management Board of GiP Sp. z 0.0. was dismissed and replaced by a
new Management Board composed of two current members of the Management Board of LS| Software S.A. and one current member of
the Board of GiP Sp. z 0.0. The newly appointed Management Board first focused on launching change processes aimed at increasing
the efficiency of the subsidiary's operation and implementation of the planned synergy effects. The positive contribution of the above
activities to the results of the Group is noticeable from the middle of the fourth quarter of 2017, and its further effects will also be
noticeable in 2018.

The above financial data, as well as the strong non-financial foundations of the operations of the Group being a market leader in its
industry, form a stable foundation for further organic development of both LS| Software S.A. as well as its subsidiaries.

Additional information relevant for the assessment of the financial situation:

- a noticeable 44%-increase in gross profit on sales is related to a significant sales revenues growth rate and the expansion of
the Group by a new company - GiP Sp. z o.0.

- the observed decline in the operating profit margin is associated with a significant increase in selling costs, which value in
relation to 2016 has doubled; the direct reason for the increases is the expansion of the Group by two new entities, i.e. GiP
Sp. z 0.0. and LS| Software s.r.o., as well as a significant increase in expenditures incurred by Group’s companies for
activities related to the promotion of offered solutions, including primarily participation in trade fairs around the world,

- decrease in cash and cash equivalents results from the transaction of acquisition of shares in GiP Sp. z o0.0.,

- profit on operating activities in 2016 includes revenues from the periodical property valuation and its revaluation in the amount
of PLN 500 thousand (incidental operation with no impact on the liquidity of the Group).
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Selected data 12 months to 31.12.2016 12 months to 31.12.2017 Change
Revenues 33084 47 568 144%
Gross profit / loss on sales 9 244 13 317 144%
EBIT 5597 5727 102%
EBITDA (EBIT + Amortisation) 8575 9 097 106%
Net profit / loss 4512 5039 112%
Cash 5341 3595 67%
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Profitability ratios 12 months ended on 31.12.2016 12 months ended on 31.12.2017 Change
Gross profit margin on sales 27,9% 28,0% 0,1p.p
EBITDA margin 25,9% 19,1% -6,8 p.p
Operating profit margin 16,9% 12,0% -4,9 p.p
Net profit margin 13,6% 10,6% -3,0p.p
Gross profit margin = gross profit on sales / sales revenues
EBITDA margin = EBITDA / sales revenues
Operating profit margin = operating profit / sales revenues
Net profit margin = net profit / sales revenues ze sprzedazy
Liquidity ratios 7 054 6 986 Change
Working capital 1,8 1,7 99%
Current ratio 15 14 -0,1p.

Quick ratio 0,6 0,4 -0,1 p.
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Cash ratio 7 054 6 986 -0,2 p.

Working capital = Current assets (current liabilities) - Current liabilities Current ratio = Current assets (short-term) / Short-
term liabilities

Quick Ratio = (Current Assets - Inventories - Accruals) / Short-term liabilities

Cash ratio = Cash and short-term deposits / short-term liabilities

Debt ratio 31.12.2016 31.12.2017 Change
Debt ratio 26,4% 27,2% 0,8 p.p
Debt / Equity 12,8% 12,9% 0,1p.p
Debt / (Debt + Equity) 11,3% 11,4% 0,1p.p

Debt ratio = (Long-term liabilities + Short-term liabilities) / Assets

Debt / Equity = (interest bearing bank loans, debt securities + finance lease liabilities) / Equity

Debt / (Debt + Equity) = (Interest bearing bank loans, debt securities + Financial lease liabilities) / (Interest bearing bank loans, Debt securities + Financial
lease liabilities + Equity)

Non-recurring factors and events

In the opinion of the Management Board, in the presented period there were no events of unusual nature having a material impact on
the generated financial results.

Development prospects
The key element of LSI Software Group's strategy is to provide its own software and IT services to business clients operating in the

following sectors/industries:
1. Retail sector — covering:

. retail sales network,
. manufacturing, trading and service companies,
. public and local administration authorities

2. Hospitality sector covering:

catering market,

accommodation and spa market,

cinema market,

sports, recreational and fair facilities market.

Building of the Group's value is based on two pillars. The first is organic development, based on proprietary software and services, while
the second is increasing the scale of operations through acquisitions and incorporating new entities operating on selected markets
outside of Poland.

The Group's development strategy aimed at strengthening the position of a stable and recognized software producer assumes the
continuation of dynamic development of the company on several levels of its operation. The Issuer expects 2018 to be a period of
significant acceleration of growth both on the domestic and foreign markets. The key element of the implementation of the above
strategy is the development of the POSitive® Cinema distribution network. As a result, at the beginning of 2017 the Group acquired a
new Cinestar distributor dedicated to South America’s countries, and on 28 June 2017 incorporated a new subsidiary - Positive Software
USA LLC, which aim is to launch this product on North American markets and ultimately also introduce other Group’s solutions intended
for the catering and hotel industry. In turn, on 28 August 2017, LS| Software S.A. also signed a distribution agreement with Cinema
Next - a partner in the cinema industry who supports the Company in acquiring clients from Western and Eastern Europe.

The implementation of activities related to the promotion of the new product line, as well as the extension of the Group by two more
entities, is associated with an almost two-fold increase in selling costs in relation to 2016. In the opinion of the Management Board,
however, these activities are indispensable for the introduction of POSitive® Cinema into foreign markets. A notable effect of such wide
promotional activities of POSitive® Cinema is the conclusion on 17 August 2017 of a contract for the supply and implementation of the
system with the Belgian-Dutch Euroscoop cinema network. The value of the contract executed in 2017 amounted to PLN 520 thousand.
Another of the projects currently being implemented is the implementation of the POSitive® Cinema system in one of the Argentinian
cinema networks. This project is implemented through the distributor of LS| Software S.A. for the South American countries - Cinestar.

POSitive® Cinema, despite its relatively short life span, is currently enjoying a great deal of interest in the cinema industry, which,
according to the Management Board, will have a positive impact on the financial results of LS| Software S.A. in 2018. At the same time it
should be pointed out that upon the conclusion of the agreement with Cinema 3D S.A., the Issuer has reached the 75%-share in the
market of the largest cinema networks in Poland.

The agreement concluded on 1 February 2017 as regards the acquisition of 100% shares in Przedsigbiorstw Projektowo —
Wdrozeniowe ,GiP” Sp. z o0.0. with it registered office in Warsaw, is considered by LS| Software S.A. to be the basis for faster
development. ,GiP” Sp. z o.0. is one of the longest-established Polish IT companies, founded in 1989. At present, the company has a
significant share in the hotel market (estimated at about 11%) and the catering market. Acquisition of 100% of shares of a company so
far competing on the market with LS| Software S.A., will allow consolidation of many areas of activity and widening of existing portfolio of
Group’s products by further innovative solutions with high growth potential especially in Building automation - BMS. The hotel
automation solutions of this subsidiary achieved the highest growth rates in 2017 compared to 2016.

Pursuant to the decision of the District Court for £6dz - Srédmiescie in £.6dz, 20th Commercial Division of the National Court Register
issued on 13 April 2018, the merger of LSI Software S.A. (the Acquiring Company) with Softech sp. 0.0. (the Company Being Acquired)
was registered. The above date is the day of merger within the meaning of Art. 493.2 of the Commercial Companies Code (hereinafter
"CCC"). In view of the above, pursuant to Art. 494.1 of the CCC on the day of merger LSI Software S.A. became a legal successor and
entered into all the rights and obligations of Softech Sp. z o.0.
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The Participating Companies merged in order to optimize and simplify the ownership structure and with the aim of of reducing operating
costs of separate structures in the Participating Companies and achieving additional revenues from synergy effects in the future, which
in th opinion of the Management Board will contribute to the improvement of Group’s financial results in 2018 and in subsequent years.

In addition, the Company's Management Board undertakes actions aimed at increasing the Group's market share in particular industries
through direct acquisitions or investments in new products. As a result, the Ordinary General Meeting of Shareholders held on 27 June
2015 adopted a resolution concerning the amendment of the Company's Articles of Association to authorize the Management Board to
increase the shares capital as part of the procedure of increasing the authorized capital. However, considering the significant cash
resources and low level of the Group’s debt, the Management Board assumes financing of this transaction with own funds and bank
loan in order to avoid the dilution of existing shareholders’ share capital.

Development prospects of the Issuer will be also enhanced by acquiring the EU funds for the years 2014 — 2020, for which the Issuer is
currently applying or is already implementing. At present, the Group’s companies implement EU projects with a total value of funding
close to PLN 3 million. Furthermore, in the opinion of the Management Board, EU funds should also boost sales of the Company in
connection with an increase in investments executed by entities operating in industries operated by the Group.

Implementation of the above development strategy, as well as a strong financial foundations of the Company which is a market leader in
its industry, form a stable basis for further, organic growth of both LSI Software S.A. and its subsidiaries in 2018.

Ill.  Risk factors and threats to which the Group is exposed
. Risk associated with the introduction of new products of the Company and the development of existing ones

The dynamic development of information technology and methods of data transmission and processing enforces the need to keep up
with new technologies. IT companies are forced to constantly renew offered products and services and to develop new technology
solutions. There is a risk associated with the difficulties in keeping up with the market development in this area, as well as it is uncertain
whether the introduction of a new product that is currently being developed or will be developed by the Group, would be positively
welcomed by potential customers. In order to minimize mentioned risk, the Group continuously analyzes the trends in the IT services
market, effectively responds to market's demand for new solutions as well as effectively adjusts the catalogue of offered products and
methods for their use to customers' expectations. The Group systematically establishes and maintains business relationships with
suppliers and customers and ensures a high technological level of its own products and associated services.

e Risk associated with the changes of the growth-rate of ERP software market

Recently, the ERP software market in Poland as compared to the growth rate of gross domestic product, maintained an upward trend. In
accordance with publications and industry analysis presenting growth forecasts for this area of services, further intensification of this
market should be assumed. However, for the assessment of aforementioned assumptions, the potential economic fluctuations (which,
as a consequence, may be significant for the potential clients of the Group while making investment decisions regarding the use of IT
solutions offered by the Company) shall also be of considerable importance. In order to reduce this risk, the Group develops its
operations by diversifying its own clients. The Group addresses its offer to companies operating in various business sectors. The
distribution of the offer among several market areas effectively reduces the dependence on clients thereby reducing this risk.

. Risk associated with the change in criteria in terms of the technology provided by technology partners

The development of the Group's activities depends to a large extent on access to modern Information Technology solutions. Currently,
the main partner in this regard is Microsoft - the largest software producer in the world. Microsoft, under the partnership agreement,
cooperates with the Group in the field of implementation of the system environment and databases. It cannot be excluded that in future
the status of the partnership may change, particularly with regard to a possible increase of cost associated with an access to
technology, which in turn could result in the need to change the pricing policy for customers. All these facts would for sure partially
reduce the competitiveness in the IT services market.

e Risk associated with the loss of key employees

The Group's operations and its development prospects depend largely on the knowledge and experience of highly qualified personnel. It
is typical for the companies operating in IT sector. The dynamic development of IT companies in Poland and in the European Union may
contribute to the growth in the demand for highly qualified and experienced staff. The main method for obtaining employees is to offer
them competitive salary and working conditions. There is a risk that the loss of key employees could result in delays in the
implementation of works. Any increase in costs of employment may have a negative impact on the Group’s financial results and
development opportunities. The Company establishes optimal incentive schemes which build positive relationships with employees
reduce the staff turnover and enable maintaining a stable base of qualified and highly experienced IT employees.

Factors associated with the environment in which the Group operates
. Risk associated with the instability of legal system

The Polish legislation and its interpretation are subject to frequent changes. Many of the existing legal provisions, particularly tax
provisions, have not been formulated in a sufficiently precise manner so they lack a clear interpretation. Any changes in the law may
have a negative impact on the Group’s business activities and the environment in which the Group operates. Entry into force of new
regulations which are significant for the economic relations may result in different problems associated with interpretation, inconsistent
judicial decisions, disadvantageous interpretations adopted by public authorities, etc., which in turn can, directly or indirectly, translate
into worse operating conditions for the Group.




LSI SOFTWARE GROUP
Annual report for 2016.
(Unless otherwise stated, all figures are expressed in thousand

. Risk related to the macroeconomic and geopolitical situation of Poland and the world

The activities of the Group and the pace of the development of its product offer are closely associated with the overall economic
situation of the country. The financial result of the Company is undoubtedly affected by such factors as the level of GDP, the level of
business investments, the level of inflation, the level of foreign exchange rates against zloty (PLN) and geopolitical situation in the
region. Any slowdown in economic growth, the decline of investments, in particular in the field of modern technology as well as the
inflation growth could have a negative impact on operations and financial position of the Company and its financial results. Due to the
import, the low value of zloty (PLN) is also recognized by the Group as a threat. The macroeconomic situation and the results of the
Group may also be affected by the geopolitical conditions prevailing in the region and in Poland. In order to reduce the potential
negative effects of aforementioned factors, the Company diversifies its operating areas also throughout addressing its offer to foreign
clients.

. Risk of competition

The rising competition from both Polish and foreign IT companies shall significantly affect the business operations of the Group. The
consolidation of companies in the market shall also constitute a serious threat. Furthermore, the growing number of institutions
benefiting from its own experts in the field of IT solutions may affect the Group’s competitiveness to other entities which in turn may
have a negative impact on the business activities and financial result. Therefore, it cannot be excluded that the growing competitive
pressure will not affect the level of profitability of the Group’s business.

e  Risk of industry consolidation

Consolidation processes in the IT industry lead to strengthening the largest entities in the market which enables them an access to new
customers. The strongest companies seek to take over weaker companies operating in niche segments of the IT market. The Group,
aiming to strengthen its position in the market, also plans the acquisition of companies in certain market segments.

. Financial risk

The purpose of the Group’s financial risk management is to reduce to an acceptable level the volatility of cash flows and financial
performance generated on the core business of the Group. The main financial instruments used by the Issuer are:

cash,

short-term deposits,

foreign exchange and forward transactions,
loans granted,

overdrafts and long-term credits,

lease agreements.

The main purpose of these instruments is to ensure the financial security and stability of current business operations of the Issuer
through stabilizing and minimizing the liquidity risks, foreign currency and interest rates risks, as well as the efficient allocation of
available financial resources.

Currency risk management strategy applied by the Issuer assumes the maximum use of natural hedging. The Company strives to
maximize structural matching of revenues and expenses in the same currency as the executed contracts. Net exposure to currency risk
which is not hedged in a natural manner, shall be hedged at the time of the transaction up to a maximum of 100% of the estimated value
of net exposure, exclusively with the use of approved types of derivatives, i.e. forward transactions.

IV. Statement on compliance with corporate governance rules
Indication of a set of corporate governance principles applied by the issuer

On 13 October 2015 the Warsaw Stock Exchange Supervisory Board adopted a Resolution No 26/1413/2015 on the adoption of a new
set of corporate governance principles “Best Practice for GPW Listed Companies 2016” (hereinafter “Best Practice 2016”) which came
into force as of 1 January 2016. The subject document is available on the following website: www.corp-gov.gpw.pl.

On 27 January 2016, the Company disclosed the relevant report on compliance with new Best Practice and, in accordance with rule
1.2.1.13, published on its website a statement on the Company’s compliance with the corporate governance recommendations and
principles contained in Best Practice 2016.

The Management Board of LS| Software S.A. discloses the following information in accordance with Par. 91 Section 5 item 4 of the
Regulation of the Minister of Finance of 19 February 2009 on current and periodic information and with consideration of Par. 29 Section
5 of the Warsaw Stock Exchange Rules determining the scope and structure of the report on compliance by listed companies with
corporate governance rules.

Indication of the extent to which the Issuer derogates from the application of corporate governance rules and explanation of
the reasons for this derogation

According to the current state of compliance with Best Practice, the Company does not apply 4 recommendations: Ill.R.1.,
IV.R.2., IV.R.3,, V.LR.3.

According to the current state of compliance with Best Practice, the Company does not apply 14 detailed principles: 1.2.1.10.,
1.2.1.16.,1.2.1.20.,1.2.2.,1l.2.2., lll.Z.1., I.Z2.2., 1.2.3., Il.Z.4., I.Z.5.,IV.Z.2., IV.Z.9.,V.Z.6., VI.Z.2.
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1.2.1.10. financial projections, if the company has decided to publish them, published at least in the last 5 years, including
information about the degree of their implementation

The Company does not publish and did not publish the financial projections in the last 5 years.

1.Z2.1.16. information about the planned transmission of a general meeting, not later than 7 days before the date of the general
meeting

The Company does not apply the principle regarding the transmission of the general meeting due to a low degree of shareholding
dispersion and significant costs associated with applying this rule.

1.2.1.20. an audio or video recording of a general meeting

The Company does not apply the principle regarding an audio or video recording of a general meeting due to a low degree of
shareholding dispersion and significant costs associated with applying this rule.

I.Z.2. A company whose shares participate in the exchange index WIG20 or mWIG40 should ensure that its website is also
available in English, at least to the extent described in principle 1.Z.1. This principle should also be followed by companies not
participating in these indices if so required by the structure of their shareholders or the nature and scope of their activity.

The shareholding structure and the nature and scope of business activities do not support the application of this principle. However, the
Company ensures the availability of its website is available in English to the extent required under the Liquidity Support Program.

11.Z.2. A company’s management board members may sit on the management board or supervisory board of companies other
than members of its group subject to the approval of the supervisory board.

This derogation is temporary. The Company will make every effort to ensure that at the forthcoming meeting of the Supervisory Board of
the Company, the issue regarding performing by Member of LSI Software S.A. Management Board of functions in a company from
outside the group, is reviewed.

lI.LR.1. The company’s structure should include separate units responsible for the performance of tasks in individual systems
or functions, unless the separation of such units is not justified by the size or type of the company’s activity.

Company’s structure will not include separate units responsible for the performance of tasks in individual systems or functions, due to
the fact that it is not justified by the size or type of the Company’s activity.

11l.Z.1 The company’s management board is responsible for the implementation and maintenance of efficient internal control,
risk management and compliance systems and internal audit functions

The Company has not separated the internal audit functions due to the fact that it is not justified by the size or type of the Company’s
activity.

111.Z.2 Subject to principle 1Il.Z.3, persons responsible for risk management, internal audit and compliance should report
directly to the president or other member of the management board and should be allowed to report directly to the
supervisory board or the audit committee.

The Company has not separated the internal audit functions due to the fact that it is not justified by the size or type of the Company’s
activity.

I11.Z.3 The independence rules defined in generally accepted international standards of the professional internal audit practice
apply to the person heading the internal audit function and other persons responsible for such tasks.

The Company has not separated the internal audit functions due to the fact that it is not justified by the size or type of the Company’s
activity.

IIl.Z.4 The person responsible for internal audit (if the function is separated in the company) and the management board
should report to the supervisory board at least once per year with their assessment of the efficiency of the systems and
functions referred to in principle 11l.Z.1 and table a relevant report.

The Company has not separated the internal audit functions due to the fact that it is not justified by the size or type of the Company’s
activity.

111.Z.5 The supervisory board should monitor the efficiency of the systems and functions referred to in principle 1ll.Z.1 among
others on the basis of reports provided periodically by the persons responsible for the functions and the company’s
management board, and make an annual assessment of the efficiency of such systems and functions according to principle
11.2.10.1. Where the company has an audit committee, it should monitor the efficiency of the systems and functions referred to
in principle Ill.Z.1, which however does not release the supervisory board from the annual assessment of the efficiency of
such systems and functions.

The principle is not applied by the Company in terms of the internal audit functions due to the size and type of the Company’s activity.

IV.R.2. The principle is not applied by the Company in respect of the internal audit functions due to the size and type of the
Company’s activity. If justified by the structure of shareholders or expectations of shareholders notified to the company, and if
the company is in a position to provide the technical infrastructure necessary for a general meeting to proceed efficiently
using electronic communication means, the company should enable its shareholders to participate in a general meeting using
such means, in particular through: 1) real-life broadcast of the general meeting; 2) real-time bilateral communication where
shareholders may take the floor during a general meeting from a location other than the general meeting; 3) exercise of the
right to vote during a general meeting either in person or through a plenipotentiary.
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The Company does not provide for the possibility of conducting the General Meeting by means of electronic communication due to a low
degree of shareholding dispersion and significant costs associated with applying this rule.

IV.R.3. Where securities issued by a company are traded in different countries (or in different markets) and in different legal
systems, the company should strive to ensure that corporate events related to the acquisition of rights by shareholders take
place on the same dates in all the countries where such securities are traded.

The shares of the Company are listed in Poland only.

IV.Z.2. If justified by the structure of shareholders, companies should ensure publicly available real-time broadcasts of general
meetings.

The Company does not apply the principle regarding the transmission of the general meeting due to a low degree of shareholding
dispersion and significant costs associated with applying this rule.

IV.Z.9. Companies should strive to ensure that draft resolutions of the general meeting contain a justification, if it helps
shareholders to pass a resolution with adequate understanding. If a matter is put on the agenda of the general meeting
at the request of a shareholder or shareholders, the management board or the chair of the general meeting should request
presentation of the justification of the proposed resolution. In important matters and matters which may give rise to any doubt
of shareholders, the company should provide a justification, unless it otherwise provides the shareholders with
information necessary to pass a resolution with adequate understanding.

This principle will be applied unless its application will not be detrimental to the Company.

V.Z.6. In its internal regulations, the company should define the criteria and circumstances under which a conflict of interest
may arise in the company, as well as the rules of conduct where a conflict of interest has arisen or may arise. The company’s
internal regulations should among others provide for ways to prevent, identify and resolve conflicts of interest, as well as
rules of excluding members of the management board or the supervisory board from participation in reviewing matters
subject to a conflict of interest which has arisen or may arise.

The Company does not apply this principle. The Company, however, does not prejudice the possibility of preparation of internal
regulations providing among others for ways to prevent, identify and resolve conflicts of interest, as well as rules of excluding members
of the management board or the supervisory board from participation in reviewing matters subject to a conflict of interest.

VI.R.3. If the supervisory board has a remuneration committee, principle I1.Z.7 applies to its operations.
The Company has not appointed a remuneration committee within its Supervisory Board.

VI.Z.2. To tie the remuneration of members of the management board and key managers to the company’s long-term business
and financial goals, the period between the allocation of options or other instruments linked to the company’s shares under
the incentive scheme and their exercisability should be no less than two years.

Before the entry into force of the “Best Practice for GPW Listed Companies 2016”, as part of the incentive programs, the instruments
were used, which were characterized by the fact that the period between their allocation and execution was less than 2 years.

Description of the main features of the Issuer's internal control and risk management systems in relation to the process of
preparing financial statements and consolidated financial statements

Internal control and risk management in relation to the process of preparing financial statements are executed by the Audit Committee
appointed in 2017, Supervisory and Management Boards, and employees at all levels. Developed and implemented system of internal
control in the field of accounting records ensures the reliability, completeness and timeliness of the information contained in the financial
statements, as well as compliance with applicable laws and regulations. The Company monitors significant legal risk factors on an
ongoing basis. Quarterly, semi-annual and annual financial statements are submitted periodically by the Management Board to the
Supervisory Board and the Audit Committee.

Indication of shareholders holding, directly or indirectly significant blocks of shares with an indication of the number of

shares held by these entities, their share in the capital, the number of votes attached to such shares and their share in the
total number of votes at the General Meeting

As at 16-03-2018

Person Number of shares Number of votes % of votes at GM
Grzegorz Siewiera/SG Invest Sp. z 0.0. 1 000 000 2 600 000 53,49%
Piotr Kraska/Yavin Limited 443 488 443 488 9,12%

Identification of holders of any securities conferring special control powers with respect to the Issuer, including a
description of such powers

As at 27 April 2018, 400 000 B-series registered shares are multiple-vote securities which means that each share entitles to five (5)
votes at the General Meeting of the Company, giving a total of 2 000 000 votes held by Grzegorz Siewiera.

Restrictions on voting rights
There are no such restrictions.
Restrictions on the transfer of ownership rights to the Issuer securities

There are no such restrictions.
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Description of the rules regarding the appointment and dismissal of managing persons; description of managing persons’
powers

The rules regarding the appointment and dismissal of managing persons of the Issuer are strictly defined in the Management Board
Rules and in the Articles of Association of LS| Software S.A.

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

Introduction of changes to the Articles of Association are among competences of the General Meeting. Each time, after the registration
of changes to the Articles of Association, the consolidated text is determined by the Supervisory Board. The text of the Company’s
Articles of Association is available on the website of the Issuer and on the website of the Warsaw Stock Exchange.

Last changes to the Company’s Articles of Association were introduced under Resolution No 12/2018 of the Extraordinary General
Meeting of LS| Software S.A. held on 16 March 2018.

Manner of operation of the General Meeting and its basic powers

The General Meeting of LSI Software S.A. operates pursuant to the Rules of the General Meeting and the Company’s Atrticles of
Association.

Composition and changes to the composition of issuer’s managing and supervisory bodies
As at 1 January 2017, the composition of LS| Software S.A. Management Board was as follows:

. Barttomiej Grduszak — President of the Management Board
. Michat Czwojdzinski — Member of the Management Board
. Henryk Nester — Member of the Management Board

*  Grzegorz Strgk — Member of the Management Board

On 30 June 2017, the General Meeting appointed Mr. Michat Czwojdzinski as Vice-President of the Management Board.
As at 31 December 2017, the composition of LS| Software S.A. Management Board was as follows:

. Barttomiej Grduszak — President of the Management Board

. Michat Czwojdzinski — Vice-President of the Management Board
. Henryk Nester — Member of the Management Board

*  Grzegorz Strgk — Member of the Management Board

Supervisory Board of LSI Software S.A.
As at 1 January and 31 December 2017, the composition of LS| Software S.A. Supervisory Board was as follows:

*  Grzegorz Siewiera — Chairman of the Supervisory Board

. Krzysztof Wolski — Vice-Chairman of the Supervisory Board
. Andrzej Kurkowski — Member of the Supervisory Board

. Piotr Kardach — Member of the Supervisory Board

. Grzegorz Kwiatkowski - Member of the Supervisory Board

The composition and manner of appointing the members of the Supervisory Board, the rights and obligations of Members of the
Supervisory Board, the competences of the Supervisory Board, managing the works of the Supervisory Board, convening the meetings
of the Supervisory Board, the manner of adopting the resolutions are described in detail in the Rules of the Supervisory Board available
on the Company’s corporate website.

V. Significant proceedings pending before a court, before a relevant body for conducting arbitration
proceedings or before government bodies

As at 31 December 2017 as well as at the day of the financial statement hereof disclosure, any proceedings concerning issuer’s or its
subsidiary undertakings’ liabilities or claims whose aggregate value represents at least 10% of the issuer’s equity, were not pending.

VI. Information on basic products, services and the markets

The main scope of the Group’s business activities has not changed and is focused on the production, sale and implementation of
proprietary software and the sale of complementary devices supporting the sales.

TARGET INDUSTRIES:

. Retail - solutions in this group of clients include all the processes occurring in the traditional commercial enterprise. Starting
from ordering goods, through warehouse management at the headquarters level, logistics services for stocking own stores,
complaints, sales registration in points of sale ending with data analysis in the headquarters. The system provides support for
such company functions as: accounting, finance, human resources, payroll, marketing, loyalty programs, automation of
business processes (including marketing) and Omni-Channel support.

. Hospitality — products in this group are intended for the hospitality market. Mentioned products support not only the catering
activities but also the restaurant (restaurants chain) or hotel management as well as the organization of conferences. The
offer also includes complete systems for managing SPA and fitness centers as well as applications for the staff of such
facilities.
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. Recreation and sport facilities - solutions in this group are intended for different-size recreation and sport facilities i.e.
swimming pools, water parks, sport and entertainment centers, stadiums, exhibition halls. The system integrates software and
technical infrastructure ensuring a comprehensive customer service.

Cinemas - products for cinema networks management and operation of off-line and on-line sale in network’s individual facilities.
Small and medium-sized companies of any business line — ERP and project management products.

Beauty — solutions for beauty salons, hairdressers and SPA centres.

Healthcare - communication supporting devices.

Logistics — communication supporting devices.

PRODUCT LINES IN GROUP’S OFFER:

LS| Software S.A.:

e POSitive® Cinema — system for sales and customer service in cinemas and for cinema networks management

e POSitive® Hospitality - system for sales and customer service in restaurants and for restaurant networks management
(POSitive Restaurant brand) and integrated booking, sales and guest management systems in hotel facilities, and systems for the
management of the network of such facilities (InteliHotel brand)

e POSitive® ESOK - electronic customer service, integrates innovative IT software and technical infrastructure, provides
managers with full control of key areas of the facility’s operations; integrated with POSitive Hospitality

POSitive® Retail — sales systems and customer service systems for retail industry,
Bastion® ERP — ERP- class systems for accounting, stock management, distribution and HR and payroll intended for SMEs
Jirasolutions — platform for project management and information flow in the enterprise

Qiki —application for restaurant’s clients for online ordering before the scheduled visit - for client’s and restaurant service’s time
saving

e Szeryf24 — an application for supervising the sales processes and thus allowing detection of abuse by the staff, e.g. by linking the
recordings from the cameras to the operations performed in the sales system

e Roomio — an easy-to-use mobile application for hotel facilities, designed for interactive and comprehensive service of hotel
guests

e Staff Helper - mobile application for registration of personnel activities, work control and communication between hotel
employees, designed to improve the operation of hotel administration and speed up the preparation of rooms for hotel guests

e  Staff Scheduler - a mobile application for creating and managing staff time graphics

Softech Sp. z 0.0.:

e GASTRO - system addressed to catering facilities intended for supporting the sales, customer service, warehouse management
and cost analyses and control,

e mojeGASTRO - digital cloud system addressed to catering facilities, intended for supporting online order picking from customers
and remote ongoing control of the premises,

. CHART - system for small and medium-sized hotel facilities intended for supporting the sales, customer service, and overall
facility management,

e LMS (Loyalty Management System) - system for managing loyalty programs and non-cash payments,

. POSIFLEX — high quality devices for points of sale (POS touch-screen terminals, touch monitors, peripheral devices). Softech is
the exclusive Posiflex distributor in Poland,

e LRS (Long Range Systems) — LRS paging devices used in many industries - including in catering, hospitality, healthcare,
logistics and trade. Softech is a general distributor of LRS in Poland.

. Bixolon - high quality printers (stationary and portable) that are a perfect complement to the offered systems.

e  Sunmi - modern PDA devices designed for demanding usage conditions.

LSI Software s.r.o.:

e GASTRO - linguistically and fiscally adapted to the requirements of the Czech market system addressed to catering facilities
intended for supporting the sales, customer service, warehouse management and cost analyses and control,

e POSIFLEX — high quality devices for points of sale (POS touch-screen terminals, touch monitors, peripheral devices). Softech is
the exclusive Posiflex distributor in Poland,

e LRS (Long Range Systems) — LRS paging devices used in many industries - including in catering, hospitality, healthcare,
logistics and trade. Softech is a general distributor of LRS in Poland.

GIP Sp. zo.0.:
. Hotel Automation - a system for intelligent hotel facility management. It increases the comfort and security of hotel guests while
reducing the cost of the facility,
. RH2 — reception, reservation, management and marketing system for large hotel facilities and their networks.

Positive Software USA LLC
. POSitive® Cinema — system for sales and customer service in cinemas and for cinema networks management

BluePocket S.A.:
. BLUE POCKET - platform with a mobile smartphone application that allows running and managing many types of loyalty,
marketing and promotional programs.

OTHER ELEMENTS OF GROUP’S OFFER
The Group is also involved in the production of dedicated software which is developed on special request of customers on the basis of
the analysis of needs and technological capabilities and financial resources of the recipient. The realization of products developed

under ‘the special request’ may be carried out within three areas:

« Modifications to the existing software developed by the Company,
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* Adjusting the software of other developers,
« Production of completely new dedicated software developed on the basis of profound analysis of processes being the subject of
this newly created software.

Apart from the software development, the Group provides the services associated with:

« implementation, sales and maintenance of own software;
e consultancy in the field of the flow of information and optimization of business processes in the pre-analysis phase;
« maintenance of network infrastructure.

VII. Information on main outlets

In 2017 the majority of the Group's revenue was associated with the sales on a domestic market while the revenues from abroad were
primarily generated thanks to deliveries performed by Softech Sp. z 0.0. and by Czech subsidiary - LSI Software s.r.o. incorporated on
13 September 2016. The Issuer and its subsidiaries undertake actions in order to introduce the Group's products on foreign markets
based on local distributors. In addition, since 2016 Softech Sp. z 0.0. began steady supplies of goods for customers from other countries
of Central and Eastern Europe. In connection with the development of the POSitive® Cinema distribution network, at the beginning of
2017 the Group acquired a new distributor in South America, and on 28 June 2017 incorporated a new subsidiary undertaking - Positive
Software USA LLC in order to launch this product on the North American markets. The sales of the Group are of dispersed nature. In
the structure of sales, in relation to the turnover value, there are no significant recipients of services and solutions of the Group.
Diversified portfolio of customers allows retaining the independence from individual buyers. Small and medium-sized companies are the
largest group among the Group’s clients.

VIII. Information on significant agreements

On 17 August 2017 an agreement was concluded between the Issuer and Euroscoop Rotterdam OpCo B.V. Mentioned agreement
provided for the supply and implementation of POSitive® Cinema system in Euroscoop - the Belgian-Dutch cinema network. Estimated
value of the agreement amounts to EUR 588 thousand, which translated into PLN at the National Bank of Poland exchange rate of 16
August 2017, gives an amount of over PLN 2.5 million. The estimated value of the agreement considering future orders placed by the
Ordering Party along with the potential supply of equipment is EUR 1.2 million, i.e. nearly PLN 5.0 million.

On 1 February 2017, as a result of negotiations with Mr. Maciej and Leszek Guzowski and Mr. Marek Pawlak, LS| Software S.A.
acquired 204 participating interests in Przedsiebiorstwo Projektowo — Wdrozeniowe ,GiP” Sp. z o.0. (Limited Liability Company) with its
registered office in Warsaw, of nominal value amounting to PLN 500 each, for the total amount of PLN 4.65 million increased by
additional benefit in the amount equal to the dividend value paid by ,GiP” Sp. z 0.0. to LS| Software S.A. as a distribution of profit for the
year 2016. The acquired participating interests constitute 100% of the share capital of “GiP” Sp. z 0.0. and the corresponding
percentage of votes at the general meeting of shareholders. The transaction was financed with own funds of the Issuer and investment
credit in the amount of PLN 1.75 million, secured by a mortgage established on the immovable property.

In the reporting period, except for the agreements indicated above, other agreements of lower value or with smaller contractors were not
concluded.

IX. Organizational or capital relations between the Issuer and other entities with the indication of
Issuer’s major domestic and foreign investments

LSI Software Group:

. LSI Software S.A. as a dominant entity,

e  Softech Sp. z 0.0. in which LSI Software S.A. holds 100% of the participating interests — subsidiary undertaking incorporated on 13
September 2016,

. GiP Sp. z 0.0. in which LSI Software S.A. holds 100% of the participating interests — subsidiary undertaking acquired on 1 February
2017,

e  LSI Software s.r.o. in which LSI Software S.A. holds 100% of the participating interests - subsidiary undertaking incorporated on 13
September 2016,

. Positive Software USA LLC in which LSI Software S.A. holds 100% of the participating interests - subsidiary undertaking
incorporated on 28 June 2017,

. BluePocket S.A. in which LSI Software S.A. holds 50% of shares — jointly controlled subsidiary undertaking.

Due to resignation on 10 March 2015 of former president of the Management Board of BluePocket S.A. and failure to appoint a new
Management Board of this company, by the day of preparation of the report hereof, the Issuer did not receive financial statements of
BluePocket S.A. for the years 2015-2017. At the same time, due to the fact that the meetings of the Supervisory Board are not attended by
members appointed by Bastion Venture Fund sp. z 0.0. S.K.A. as a Shareholder, LS| Software S.A. is not able to independently appoint the
Management Board of BluePocket S.A. which results in the actual lack of the Issuer's ability to govern financial and operating policies of this
entity. Due to the above, the Management Board of LS| Software S.A. adopted for consolidation under the equity method, the last financial
result approved by the Management Board of BluePocket S.A., that is financial result for the period of 1 January — 30 September 2014. In
2017, BluePocket S.A. was not consolidated and will not be consolidated until regaining by LS| Software S.A. of the ability to govern the
financial and operating policy of this entity.
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X. Information on significant transactions concluded by the issuer or its subsidiary undertakings with associates on
other than arm’s lengths basis

The Issuer concludes buy/sell transactions with all associates. Transactions are executed on arm’s lengths basis as applicable to
transactions with other undertakings.

Xl. Information on loans and borrowings contracted and terminated in a given financial year

In 2017 the Company extended the agreement concluded with a bank on overdraft facility in the amount of PLN 1,500 thousand. In
addition, in January 2017, the Issuer incurred an investment loan in the amount of PLN 1,750 thousand for the purpose of financing the
purchase of shares in GiP Sp. z 0.0. - WIBOR interest rate + bank's margin. The loan repayment period is 5 years. A subsidiary -
Softech Sp. z 0.0. extended, for a further year, an overdraft facility in the amount of PLN 500 thousand granted by mBANK S.A. (WIBOR
interest + bank margin). At the same time, GiP Sp. z 0.0. concluded with mBank S.A. a credit facility agreement in the amount of PLN
500 thousand (WIBOR interest + bank margin).

XlIl. Information on loans granted in a given financial year, including loans granted to associates

In 2017, the Company did not grant loans to both associates and other entities.

XIIl. Information on sureties and guarantees granted and received in a given financial year, including to and from associates

The Issuer has granted a surety up to the amount of PLN 750 thousand, for a loan agreement contracted on 25 October 2011 by a
subsidiary undertaking — Softech Sp. z 0.0. with mBank S.A. On 9 August LSI Software S.A. granted a surety up to the amount of PLN
750 thousand for an overdraft facility contracted by GiP Sp. z 0.0. with mBank S.A.

Furthermore, LS| Software S.A. granted performance guarantees to the following entities which are not members of the Group:
1. Leszek Guzowski — in the amount of PLN 383 thousand with expiry date of 1 February 2018,

2. Maciej Guzowski - in the amount of PLN 383 thousand with expiry date of 1 February 2018,

3. Marek Pawlak - in the amount of PLN 383 thousand with expiry date of 1 February 2018,

4. CaixaBank S.A. —in the amount of EUR 57 thousand with unlimited expiration time.

In turn, Softech Sp. z o0.0. granted a guarantee of timely payment to POSIFLEX TECHNOLOGY INC in the amount of PLN 350
thousand USD with maturity date until 31 December 2018 and the guarantee of payment of obligations under the lease contract for
the benefit of AmRest Sp. z 0.0. in the amount of PLN 111 thousand PLN. The total value of guarantees and sureties granted by the
Group as at 31 December 2017 amounts to PLN 4,216 thousand.

XIV. Use of proceeds from the issue of shares

Such information was disclosed in the financial statements for previous years.

XV. Differences between financial results presented in the annual financial statement and previously published
projections

The Issuer did not publish financial projections for 2017.

XVI. Structure of assets and liabilities of consolidated balance sheet with consideration of the liquidity of the Issuer’s
capital group

The analysis of the structure of short-term liabilities in connection with short-term reserves, and on the other hand, with short-term
receivables together with the balance of cash, reflects the balance of values as at 31 December 2017. Both the cash held and the
support in the form of working-capital credits are important tools securing the Group’s financial liquidity and further stable development.
The Issuer's liquidity and debt ratios described above indicate clearly its ability to settle its current liabilities.

XVII. Assessment of factors and events of unusual nature which may affect the operational results for the financial year

On 1 February 2017, as a result of negotiations with Mr. Maciej and Leszek Guzowski and Mr. Marek Pawlak, LS| Software S.A.
acquired 204 participating interests in Przedsigbiorstwo Projektowo — Wdrozeniowe ,GiP” Sp. z 0.0. (Limited Liability Company) with its
registered office in Warsaw, of nominal value amounting to PLN 500 each, for the total amount of PLN 4.65 million increased by
additional benefit in the amount equal to the dividend value paid by ,GiP” Sp. z 0.0. to LSI Software S.A. as a distribution of profit for the
year 2016. The acquired participating interests constitute 100% of the share capital of “GiP” Sp. z o0.0. and the corresponding
percentage of votes at the general meeting of shareholders. GiP” Sp. z 0.0. is one of the longest-established Polish IT companies,
founded in 1989. At present, the company has a significant share in the hotel market (estimated at about 11%) and the catering market.
Acquisition of 100% of shares of a company so far competing on the market with LS| Software S.A., will allow consolidation of many
areas of activity and widening of existing portfolio of Group’s products by further innovative solutions with high growth potential
especially in Building automation - BMS.

The acquisition of new products from ,GiP” Sp. z o0.0. will also allow reducing planned expenditures on software development in the
amount not less than PLN 2.0 million, while the annual synergy effect is estimated at a minimum of PLN 1.0 million. EBITDA of the
acquired company for the last closed reporting period amounted to PLN 0.85 million.

In the opinion of the Management Board, the conclusion of the above transaction gives a strong basis for increasing the revenue growth
and profitability of the Group in subsequent periods. The product offer of a new subsidiary will also be an additional incentive to intensify
the activities related to the internationalization of the Issuer's activities through expansion to other European markets.
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XVIII. Description of the structure of main capital investments carried out within the Issuer’s capital group in a given
financial year

Such information has been presented in section 9 of hereof.

XIX. Description of the Issuer’s group with the indication of entities subject to consolidation and description of changes to
the Issuer’s group together with the explanation of these changes

The composition of the Group was presented in section 9 of the statement hereof.
The undertakings were consolidated under the full method except for BluePocket S.A., which in 2014 was subject to consolidation by
the equity method, and in 2015 was excluded from consolidation. There are no associates excluded from consolidation.

XX. Description of the policy in terms of the Issuer’s Group’s development

The strategic development directions of the LSI Software Group are:

o development of foreign sales, with particular emphasis on the markets of both Americas and Europe
diversifying the offer by selling products and services to clients from different sectors and industries,
constant development of own, technologically advanced IT solutions,
development of IT products and services for the cinema industry,
development of sales of products and IT services in the service model (SaaS / cloud computing),
high expenditure on R&D,
permanent investment in human capital,
development of a modern, own production base in Poland.

XXI. Assessment of financial resources management

Described in section 2 of the statement hereof.
XXII. Evaluation of the feasibility of investment plans, including capital investments

Investments planned for 2018 will be financed with the Group’s own funds and the funds obtained from the European Union. The Issuer
also plans to raise capital from venture capital funds.

In addition, the Company's Management Board undertakes actions aimed at increasing the Group's market share in particular industries
through direct acquisitions or investments in new products. As a result, the Ordinary General Meeting of Shareholders held on 27 June
2015 adopted a resolution concerning the amendment of the Company's Articles of Association to authorize the Management Board to
increase the shares capital as part of the procedure of increasing the authorized capital. However, considering the significant cash
resources and low level of the Group’s debt, the Management Board assumes financing of this transaction with own funds and bank
credit in order to avoid the dilution of current shareholders’ share capital, as it was in the case of acquisition of shares in GiP Sp. z 0.0.

The Group’s companies comply with their contractual obligations, pay obligatory charges to the state and meet their investment

commitments on a timely basis. The companies settle their liabilities with funds obtained from operating proceeds supported by the
overdraft facilities, which allows securing the necessary external financing.

XXIII. Assessment of factors and events of unusual nature which may affect the operational results for the financial year

The Management Board did not recognize any unusual events affecting the financial situation and position of the Group in 2017.

XXIV. External and internal factors significant to the issuer’s development; description of business activities development
prospects in the subsequent financial year

External factors
Economic and political situation:

Poland's economic situation is still recognized as one of the most interesting in the region and promising in terms of positive GDP
growth and continued favorable growth prospects.

Competition:

The company is one of the leaders in its industry, which thanks to consistent development policy and diversification will certainly

allow competing successfully with other players in the market.

EU funds

The access of Polish companies to the resources from structural funds is one of the elements creating demand for solutions offered by
the Group.

Labour market
Growing pressure to increase wages in the IT industry and growing competition in the local labor market.

Internal factors
Organization of the Group.

The composition of LSI Group allows continuing business activities through the intensified internal development of owned entities.
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Sales growth
A steady growth in sales for several years, confirming a properly implemented development strategy.

Working conditions
Attractive training policy and working conditions offered to employees of Group’s companies.

Investment expenditures
High level of investment expenditures allocated for R&D as well as development of new IT products and services.

Development prospects of the Group

The Group's development strategy aimed at strengthening the position of a stable and recognized software producer assumes the
continuation of dynamic development of the company on several levels of its operation. The Issuer expects 2018 to be a period of
significant acceleration of growth both on the domestic and foreign markets. The key element of the implementation of the above
strategy is the development of the POSitive® Cinema distribution network. As a result, at the beginning of 2017 the Group acquired a
new Cinestar distributor dedicated to South America’s countries, and on 28 June 2017 incorporated a new subsidiary - Positive Software
USA LLC, which aim is to launch this product on North American markets and ultimately also introduce other Group’s solutions intended
for the catering and hotel industry. In turn, on 28 August 2017, LS| Software S.A. also signed a distribution agreement with Cinema
Next - a partner in the cinema industry who supports the Company in acquiring clients from Western and Eastern Europe.

The implementation of activities related to the promotion of the new product line, as well as the extension of the Group by two more
entities, is associated with an almost two-fold increase in selling costs in relation to 2016. In the opinion of the Management Board,
however, these activities are indispensable for the introduction of POSitive® Cinema into foreign markets. A notable effect of such wide
promotional activities of POSitive® Cinema is the conclusion on 17 August 2017 of a contract for the supply and implementation of the
system with the Belgian-Dutch Euroscoop cinema network. The value of the contract executed in 2017 amounted to PLN 520 thousand.
Another of the projects currently being implemented is the implementation of the POSitive® Cinema system in one of the Argentinian
cinema networks. This project is implemented through the distributor of LS| Software S.A. for the South American countries - Cinestar.
POSitive® Cinema, despite its relatively short life span, is currently enjoying a great deal of interest in the cinema industry, which,
according to the Management Board, will have a positive impact on the financial results of LS| Software S.A. in 2018. At the same time it
should be pointed out that upon the conclusion of the agreement with Cinema 3D S.A., the Issuer has reached the 75%-share in the
market of the largest cinema networks in Poland.

The agreement concluded on 1 February 2017 as regards the acquisition of 100% shares in Przedsiebiorstw Projektowo —
Wdrozeniowe ,GiP” Sp. z o.0. with it registered office in Warsaw, is considered by LS| Software S.A. to be the basis for faster
development. ,GiP” Sp. z o.0. is one of the longest-established Polish IT companies, founded in 1989. At present, the company has a
significant share in the hotel market (estimated at about 11%) and the catering market. Acquisition of 100% of shares of a company so
far competing on the market with LS| Software S.A., will allow consolidation of many areas of activity and widening of existing portfolio of
Group’s products by further innovative solutions with high growth potential especially in Building automation - BMS. The hotel
automation solutions of this subsidiary achieved the highest growth rates in 2017 compared to 2016.

Pursuant to the decision of the District Court for £6dz - Srédmiescie in £6dz, 20th Commercial Division of the National Court Register
issued on 13 April 2018, the merger of LSI Software S.A. (the Acquiring Company) with Softech sp. 0.0. (the Company Being Acquired)
was registered. The above date is the day of merger within the meaning of Art. 493.2 of the Commercial Companies Code (hereinafter
"CCC"). In view of the above, pursuant to Art. 494.1 of the CCC on the day of merger LS| Software S.A. became a legal successor and
entered into all the rights and obligations of Softech Sp. z o.0.

The Participating Companies merged in order to optimize and simplify the ownership structure and with the aim of of reducing operating
costs of separate structures in the Participating Companies and achieving additional revenues from synergy effects in the future, which
in th opinion of the Management Board will contribute to the improvement of Group’s financial results in 2018 and in subsequent years.
In addition, the Company's Management Board undertakes actions aimed at increasing the Group's market share in particular industries
through direct acquisitions or investments in new products. As a result, the Ordinary General Meeting of Shareholders held on 27 June
2015 adopted a resolution concerning the amendment of the Company's Articles of Association to authorize the Management Board to
increase the shares capital as part of the procedure of increasing the authorized capital. However, considering the significant cash
resources and low level of the Group’s debt, the Management Board assumes financing of this transaction with own funds and bank
loan in order to avoid the dilution of existing shareholders’ share capital.

Development prospects of the Issuer will be also enhanced by acquiring the EU funds for the years 2014 — 2020, for which the Issuer is
currently applying or is already implementing. At present, the Group’s companies implement EU projects with a total value of funding
close to PLN 3 million. Furthermore, in the opinion of the Management Board, EU funds should also boost sales of the Company in
connection with an increase in investments executed by entities operating in industries operated by the Group.

Implementation of the above development strategy, as well as a strong financial foundations of the Company which is a market leader in
its industry, form a stable basis for further, organic growth of both LS| Software S.A. and its subsidiaries in 2018.

XXV. Changes to the basic principles of the Issuer’s business and Capital Group management
The Management of LS| Software S.A. consistently pursues the management policy focusing on quality and efficiency. The procedures

are being continuously improved in order to optimize the management process, guarantee the effective flow of information in the
Company and in the Group and ensure the exchange of information with the business environment.

XXVI. Agreements concluded between the Issuer and managing persons providing for the compensation in case of
managing persons’ resignation or dismissal from position held

Such agreements were not concluded.
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XXVII.  Value of remuneration, awards or benefits paid to each managing or supervising person in issuer’s enterprise

Information about the remuneration of members of the Management Board and the Supervisory Board is included in the Additional
Explanatory Notes no 49 and 50 attached to this annual report.

XXVIIIl.  Total number and value of shares held by managing and supervising persons

Members of the Management/Supervisory Board Number of shares held Nominal value of shares (in PLN)
Michat Czwojdzinski (Vice-President of the Management 19 000 19 000

Board)

Grzegorz Siewiera 1 000 000 1 000 000

(Chairman of the Supervisory Board)

Krzysztof Wolski 1 000 1 000

(Vice-Chairman of the Supervisory Board)

XXIX. Information on agreements which in future, may result in changes in proportion of shares held by shareholders

According to the best knowledge of the Management Board, as at the date of publication of the financial statement hereof, there are no
agreements which in future, may result in changes in proportion of shares held by shareholders.

XXX. Information on the supervision of employee stock option plans (incentive schemes)

Not applicable.

XXXI. Information on the entity authorised to audit the financial statements

The Supervisory Board of LS| Software S.A. appointed:

- PKF Consult Sp. z 0.0. Sp. k. with its registered office in Warsaw as entity authorized to audit the financial statement for the year 2017 —
agreement of 1 August 2017.

- PKF Consult Sp. z 0.0. Sp. k. with its registered office in Warsaw as entity authorized to audit the financial statement for the year 2016 —
agreement of 18 July 2016.

The total remuneration arising from the agreement with the entity authorized to audit the financial statements due or paid is as follows:

2017 2016
Review and audit of the financial statements (separate and 37 30
consolidated)
Tax consultancy 0 20
Other services 12 0
TOTAL 59 50
XXXIIl.  Description of off-balance sheet items by counterparty, subject and value

Description of significant off-balance sheet items is presented in Note 40 to the consolidated financial statement of LS| Software Group
for the year ended 31 December 2017.

XXXIIl.  Information on the diversity policy applied by the issuer with respect to the Company's boards

The Group does not have a formal diversity policy adopted by the Group’s Management in the form of a single regulation. The principles
of diversity policy are regulated in internal documents such as Staff Rules and Regulations. These documents relate to the area of
diversity and are addressed to all employees, including the management. The standards of conduct in interpersonal relations defined
therein are based on common values of the Group, which form the foundation of conduct and serve to build mutual trust, integrity and
respect. The Group applies the principle of equal treatment regardless of sex, age, nationality, sexual orientation, political and religious
beliefs, property status, family situation, physical fitness level, i.e. all those factors that may cause direct or indirect discrimination. The
company applies a diversity policy by employing employees diversified in terms of gender, age, professional experience, education, and
cultural background. Ensuring equal treatment in the workplace for all employees, taking into account their diverse needs and the use of
differences between them, is one of the key elements necessary to achieve the objectives set by the Group.

Prepared by: Management Board:

Barttomiej Grduszak Barttomiej Grduszak

Dariusz Gorski Michat Czwojdzinski
Grzegorz Strgk

todz, 27.04.2018




