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1 Brief description of the PZU

Structure of PZUbs sharehol

31/12/2013
The Powszechny Zakgad Ubez
(PZU, Issuer) is one of the largest insurance institutions -‘?ﬁifsury
of non-life insurance in Poland with market share of Others 35.19%
31.1% and one of the largest insurance institutions of in 64.81%
Central and Eastern Europe.
The PZUis at the forefront of PZU Group, which insured
16 million customers in Poland.
Innovativeness, ethics in operation and adaptation to P z gdirategic investor is the State Treasury, which, at
the increasingly demanding market conditions caused the end of 2013, held a 35. 19¢
by, among other things, the entry of international share capital.

players onto the Polish market, insurance companies, o i i
PZU has been distributing the profit generated to its

technology and laws changes
9y g shareholders since the start of its presence on the WSE.

PZU on the capital market PZU has a clearly defned dividend policy. The main

objective ofthe PZ U G r aawita 8nd dividend policy
The event, which became an additional catalyst for for the years 20137 2015, which was adopted in August

change and PzUos offensive g dffrehulet todtdr cabitarb§ dpfinizhd'te

was its IPO in 2010. The value of the offer was almost balance sheet structure through the conversion of

8.1 billion zlotys and was the largest public offering equity to cheaper external capital, while maintaining a

(IPO) not only in the history of the Polish Stock high level of security and development funding. The

Exchange but also in Central and Eastern Europe since dividends paid out of the profits for 2010 i 2012 gave
PZUb6s sharehol ders high divideé

otEelrJIerlrg?e %oempa%iésqis%e% on2th% Peg7ulated mpaﬁel{o s

the beginning of the economic transformations, as well
as throughout the whole of
shares have ended up in the hands of 250 thousand A shareholder, who acquired P:
individual investors. in May 2012 increased his savings by 78.6%. by the end

of 2013.

PZU have had a Stantdhedddoor 0:
since 2009. This is the one of highest rating awarded

to companies in Poland



PZU 1 strong customer orientation

PZU 1 high operational efficiency

The PZU products provides comprehensive insurance
cover in all major areas of private, public and business

life.

PzZzUb6s customers have acces
service system among Polish insurers. It includes 412
branches, 5.6 thousand agents and electronic

distribution channels (helpline, Internet). The PZU also
has an efficient claims handling system. It is also
implementing a modern IT system, with a view to

building closer relationships with the mult i-million group

of its customers.

PZU is aiming to maintain the highest standards of
service. The extensive satisfaction surveys have shown
that91% of PZU and Pddtomeryareisatisfied
with the claims handling process. The NPS (NVet
Promoter Scae) among customers who experienced the
claims handling process or received a payment of
benefits, was as high as 29%. Moreover, as many as
50% of customers indicated that they are active

promoters of PZU.

S

The financial according to Polish Accounting Standards
results achieved by the PZU in recent years place it
among the most profitable financial institutions in the
couqtr%. Trt]e¥| sémulfageguésl)écsor‘{tribuste a{ol hl(g;h5
performance ratios. In 2013, the rate of return on
capital was 39.7%. In addition, the claims ratio in the
insurance portfolio has been systematically declining in
recent years. In 2013, the combined ratio (COR) for

non-life insurance declined to 87.3%.

PZU complies with all safety standards of business.
Equity amounted to PLN 12,259.8 million as at

31 December

PZU complies with all safety standards of business.
Equity amounted to PLN 12,259.8m as at 31 December
2013. The solvency coverage ratio at PZU significantly

exceeded the average for the insurance sector.

PZU6s insurance portfolio
concentration risk i this arises from the high level of
diversification of the portfolio. It largely consists of a

substantial share of mass market (non-life insurance).

At the end of 2013, the PZU employed approximately

7.92 thousand employees calculated as FTEs.

and

KPI 2013 2012 2011 2010 2009%+*
ROE 39.7% 20.5% 21.8% 31.5% 17.0%
Combined ratio (COR) 87.3% 92.3% 94.9% 103.7% 97.0%
DY dividend yiel

I dividend yield 6.6% 3.1% 8.4% 5.106** nla

* change in the ABC indirect cost allocation model from 2010

** excluding the dividend paid on 26 November 2009 as an advance towards the dividend expected at the end of the 2009 financi al year of PLN 12,749,917k (PLN 147.69 per share)

S
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In 2013 PZu collected PLN 8.3 billiongross
written (1/3 of market share) .

PZU socially responsible

ROE at39.7% confirms that the PZU is The PZUhas a safety indicator which is higher
one of the most profitable financial than average for the insurance sector.

institutions in Poland.

Social responsibilityi of the whole firm and every
employeeii s the foundation of aEnviropenesimpad espacaly in teressof

and a prerequisite for sustainable development. The

CSR activities undertaken in support of the business

objectives apply to the following areas:

Customer relations i ethics in cooperation as the

basis of customer relations, high standards of

Service;

Activities for the community and hence concern for

financial awareness and comprehensive safety;

Employee relationsi development of a results-

oriented organizational structure;

educating employees in this area.

The confirmation of the highest standards at the PZU
regarding CSR i s PREBREET prese
Index of socially responsible companies on the WSE

in Warsaw, as well as in the CEERIUS CEE

Responsible Investment Universg sustainable

development index on the stock exchange in Vienna.



PzU6s share price |istings on the Warsaw Stock Exchange
536,54 PLN
190,0
170’0 48,7% of the total shareholders
return comes from dividends,
cumulatively PLN 109.04 per
1500 share
0 \' %
y : ‘ 51,3% of the total shareholders
110,0 N return comes from the increase in
[ the price PLN115.00 per share
90,0
70,0
12-05-2010 31-12-2010 31-12-2011 31-12-2012 31-12-2013
e pP7U TSR PzU WIG
Main financial data of the PZU for 2013 1 2009
Data from income statement 2013 2012 2011 2010 2009 *
Gross written insurance premiums (in PLN million) 8 274 8 453 8 247 7 781 7791
Eatned net premiums fees (in PLN million) 8 108 8 277 7 906 7 490 7 939
Net insurance claims and benefits (in PLN million) 5047 5473 5387 5632 5480
Acquisition costs (in PLN million), including reinsurance fees 1367 1495 1485 1 466 1241
Administrative expenses (in PLN million) 663 676 634 664 979
Technical result 1062 640 332 (245) 166
Net investment profit (in PLN million) 4 633 2473 2844 4234 2837
Grossprofit (in PLN million) 5391 2924 2742 3671 2734
Net profit (in PLN million) 5106 2581 2582 3517 2510
Total assets (in PLN million) 30 137 29913 27 398 26 350 28 937
Financial assets (in PLN milion) 27 609 27591 24 883 23832 26 766
Equity (in PLN million) 12 260 13 453 11 745 11 902 10412
Technical provisions (in PLN million) 15913 14 933 13 895 13 102 11 956

* change in the ABC indirect cost allocation model from 2010




The most important events in 2013

Non-life insurance

Gross written premium of PLN 8,273,9 million, namely 2.1% less than in 2012, mainly as a result of a
decline in written premium of motor third party liability insurance .

Market leader with a share of 31.1% and 38.1% on the motor third party liability insurance market (after 3

quarters of 2013).

Extension of strategic cooperation with companies which have large customer databases.

Infrastructure

Pilot launch of a new Everest IT system for non-life insurance policies.
Furtherreconstruction of the Companyds branches.

Further improvements in the claims handling process.

Human resource management

Employment restructuring and a decline in the number of employees i 5.0% decline in employment in
2013.

Completion of the process of writing up and valuing work posts.

Development of a results-oriented organizational structure.

Financial results and safety of
operations

Net profit of PLN 5,106.3 million, namely 97.9% higher than in 2012.

Return on capital 39.7% i an increase of 19.2 p.p. compared with 2012.

Acceptance of a new dividend policy for 2013-2015 and payment of an interim dividend from the profit for

2013. Overall, PLN 4.3bn was paid to shareholdersin 2013.

Maintenance of solvency ratios which are higher than the average for the sector.




2 The external environment in 2013

Gross Domestic Product

Real GDP in Poland increased by 1.6 % in 2013
compared with 1.9% in the previous year. In the first
half year, the growth rate was just 0.7% yly, but then it

started to increase and, in the last quarter, it was 2.7%
yly.

2013 was the second successive yar of a decline in
domestic demand, which was concentrated in the first
half year. A real decline in income from 2012, with a
higher rate of unemployment and a low rate of savings,
resulted in two successive years of the lowest individual
consumption growth since the mid-nineties. Individual
consumption in 2013 increased by just 0.8%, which is

even weaker than in the previous year. Once again,

investments in fixed assets also declined (annual decline

of 0.4%), while the change in inventories still had a

negative impact on GDP growth.

Composition of GDP growth from 2008 to
2013

HHHHH

4Q 2013F

mmmmm Gross accumulation

= Consumption

Balance of trade GDP growth

However, starting from the third quarter, domestic
demand gradually started to recover. In the light of the
real growth in income and symptoms of the
improvement on the labour market, the stagnation of
individual consumption was finally interrupted, the rate
of which amounted to 2.1% yly in the last quarter of
2013. Investments in fixed assets also started to
increase in the third quarter. The turnaround in the

declining trend of investments can be evidence of a

noticeable improvement in the outlook for demand and

the financial situation in companies.

In the light of the declining domestic demand, economic
growth was once again possible in 2013 as a result of
the achievement of a positive balance of foreign trade.
The situation improved gradually in 2013 on the main
markets for Polish exports, which remained competitive.
A gentle recovery in domestic demand in the second
half of the year has not resulted in a sufficiently major
increase in imports, to significantly reduce the scale of

the positive impact of net exports on GDP growth.

The labour market and consumption

The rate of unemployment recorded in 2013 was higher
on average than in 2012 (13.5% compared with
12.8%). However, symptoms of improvement in the
situation on the labour market have been noticeable
since the middle of the year. The rate of growth of
employment in companies started to increase from May
and, at the end of 2013, employment in this sector was
slightly higher than a year earlier (by 0.3% y/y in
December). The seasonal increase in the rate of
unemployment recorded in the last months of last year
was the lowest in six years. As a result, its level in
December was the same as in the previous year, i.e. it
was 13.4%.

In the light of the increased rate of unemployment and
low inflation, employers did not feel any pressure on
salary increases in 2013. The average rate of increase
in monthly salaries in the national economy weakened
to 3.4% compared with 3.7% in the previous year.
However, salariesincreased in real terms by 2.5%,
compared with 0.1% in 2012, because of the low level
of inflation. It can be assessed that real gross
disposable income of households also increased, after

they declined slightly in 2012. In view of the low
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interest rates in 2013, current household deposits
increased strongly with a decline in term deposits,

which also favoured consumption.

In the first half of the year, the rate of growth of
individual consumption was still close to zero. However,
the real growth in ho usehold income, with a slightly
better outlook on the labour market and the increase in
consumer credit, has helped overcome this stagnation
and, in the last quarter 2013, the rate of growth of
individual consumption approached 2.1% vyl/y.

However, throughout 2013, it was only 0.8%.

Inflation, monetary policy and interest rates

In 2013, the consumer price index (CPI) increased by
an average of just 0.9% compared with 3.7% in 2012.
At the end of the year, the CPI index declined to 0.7%
yly compared with 2.4% y/y in December 2012.
Inflation would have been even lower, if not for the
jump in the CPI index in July from 0.2% y/y to 1.1%
yly. This was mainly caused by the entry into force of
the amendments to the regulations on the maintenance
of cleanliness in municipalities and, as a result, a
significant increase in household charges for waste

disposal.

The reduction in inflation was encouraged by both
supply as well as demand factors. The regulated prices
of natural gas were reduced at the beginning of the
year, while electricity prices remained stable. Food
prices rose more slowly than in 2012. Given the
relatively weak global economic growth, world prices of
commodities and fuels also encouraged the
maintenance of low inflation. Simultaneously, there
was no demand or pay pressure on price rises. Net
inflation (excluding food and energy prices) declined in
2013 to an annual average of 1.2% compared with

2.2% in 2012.

In these circumstances, the Monetary Policy Council

continued the cycle of reductions in the National bank

of Poland (NBB interest rates, which started in earl y
2013, by 25 basis points per month. In March, the
Council made a surprising decision to increase the scale
of reductions to 50 basis points, simultaneously
suggesting the possible end of the cycle of easing
monetary policy. However, in May, given the f urther
decline in inflation and the lack of clear signals of an
upturn in the economy, it resumed the 25 -point cuts in
rates. Three such decisions were made at successive
meetings of the MPC, after which, in July, with the
reference rate reduced to 2.5%, the end of the cycle of
easing monetary policy was announced. In September,
the Council indicated that interest rates should remain
unchanged at least until the end of 2013, while, at the
November meeting, this period was extended at least
until the middl e of 2014.

In March 2014 the Monetary Policy Councilannounced
the extension of the declaration to maintain interest
rates unchanged until at least the end of the third

quarter of 2014

On the money market, changes in WIBOR 6M rates
were closely related to the changes in the Natonal Bank
of Poland (NBP reference rate. The level of WIBOR
declined together with the cuts in interest rates. It
stabilized in June 2013, even before the last reduction
in rates by the Monetary Policy Council. The extent to
which the WIBOR 6M rate declined in 2013 was

approximately 140 basis points.

Public finance

In 2013, the budget deficit proved to be clearly highe r
than the deficit of PLN 30.4 billion recorded in 2012. It
was initially planned to be PLN 35.6 billion, but w orse
tax revenues than expected in conditions of an
economic downturn forced the government to amend
the Budget Act in September 2013. The planned deficit
was increased to PLN 51.6 billion At the beginning of
2014, the Ministry of Finance initially reported that the



deficit for 2013 amou nted to approximately PLN 42.5

billion.

Poland had no problems whatsoever in obtaining debt
financing i 25% of borrowing needs planned for 2014
had been financed at the end of 2013. After January
2014, it was already 53%.

The situation on the financial markets

The main trends on the global financial markets
developed in conditions of the euro zone coming out of
the recession in the second quarter and the
continuation of the economic recovery in the US, which

was sealedin June by the announcement of the

Treasury bond yields in 2013
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In 2013, the gradient of the Polish treasury bond yield
curve clearly steepened. The difference between the

yields of 10-year and 1-year treasuries increased by

reduction in the
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shock to the global financial markets, especially for the

turnaround i n

was lowering. For 1-year instruments, this decline

debt market, initiating a trend of a growth in yields from amounted to approximately 40 basis points. The yields

the middle of 2013. The flow of capital from the bond of treasury bonds with longer maturities also started to

market and a better outlook for economic growth increase in June 2013, which coincided with both the

promoted the increase in share prices. final phase of the cuts in interest rates by the MPC and

the Fedds turnaround i n monet :

After the banking crisis in Cyprus, which resulted in a

temporary increase in unrest on the global financial this latter factor, in particular, is responsible for the

markets in the initial months of 2013, increases in major change in the market trend of Polish treasury bonds.

world stock exchange indices dominated. Finally, 5-year and 10-year bond yields increased in

2013 by approximately 60 basis points.
2013 was not unambiguously successful for the Pdish

stock exchange. Although the value of the broad Up to the middle of 2013, the zloty was weakening

market index, WIG, rose by 8.1%, the index of the against the euro and the US dollar. However, in the

largest and most liquid companies, WIG20, dropped by second half of the year, the Polish currency

7.0%. Such an unusual situation last took place in strengthened, despite announcements of the reduction

2002. The decline in the WIG20 index could have been ' Nt N e

Afguantitative easingo i

the result of concerns about the outflow of foreign risk of the outflow of capital from emerging markets.

institutional investors in response to the turnaround in The zloty exchange was supported very strongly by the

monetary policy in the US. Likewise the uncertainty as reduction in the current account deficit in the balance of

to the scale of further investment of Open-ended payments, placing Poland among the stable economies.

Pension Fund (OFE) capital on the Rlish stock Finally, over the whole of 2013, the zloty weakened

against the euro, although more strongly compared with
the end of 2012 (1.4%) than in monthly terms (0.3%).

exchange, in the light of the amendments introduced by

the government, could have had an adverse effect on

the stock market. However, the Polish currency strengthened against the
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US dollar (by an annual average of 3.0% and 2.8%
compared with the end of 2012). Additionally, the zloty
strengthened by 0.2% against the Swiss franc

compared with the end of 2012.

Zloty exchange rates in 2013
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The non -life insurance sector compared with

Europe

The average Pole spends more than 4 times less on
insurance than the average European. The value of
insurance per average Pole (density ratio) in Poland was
EUR159.0 (i.e. PLN 682.2) in 2012, while it was EUR
759.5 in Europe at the end 2012.

In analysing the level of the non-life premium compared
with GDP (penetration ratio), Poland is below the
European average, as a result of which it can be
assumed that there is still growth potential. This

indicator for Poland is half the European average.

Central and Eastern European countries, such as
Estonia and Latvia, in which PZU is present, have a ratio
of 1.3% and 0.8% accordingly, which, from the point of
view of market development, opens up huge

opportunities for sales growth.
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Regulations on the insurance market in Poland

The main legal regulations concerning insurance and

other business ctivities, which entered into force, or

were adopted or published in 2013 that may have

PZU Groupbs

influence onachangei n t he

organization, are presented below:

The Act of 14 December 2012 on the amendment to the
Act on the Insurance Activity of 22 May 2003, which
entered into force on 29 January 2013 and implemented
changes in the national legal order, which arise from

the ruling of the Court of Justice of the European Union
of 1 March 2011 regarding the lack of possibility of
differentiating premiums or benefits based on the

gender of the insured.

At the same time, the new wording of the Act still
allows insurance companies to apply the criterion of
gender in the calculation of insurance premiums and
benefits, but only on condition that it does not lead to a
differentiation in insurance premiums and benefits of

individual people.

Regulation of the Minister of Finance of 8 March 2013
amending the Regulation of the Minister of Finance of
24 November 2003 on the level of the percentage
contribution paid by insurance companies to the

Insurance Guarantee Fund and the dates of payment of

|



this contribution, which has been in force since
31 March 2013.

According to the regulation, insurers will pay the
Insurance Guarantee Fund 1.3% (an increase of 0.3
p.p.) of the gross written premiums in a given calendar
year on TPLmotor third party liability insurance and

third party insurance of farmers.

Draft of the Act on i nsurance activity due to the

implementation of Solvency Il

The Ministry of Finance published a further draft of the
assumptions to the new Act on the insurance activity in
May 2012. The objective of this work is, among other
things, to implement the prov isions of the Solvency II
Directive on solvency requirements into Polish law.*
The timing for the implementation of these changes it is

not currently known.

The new act will introduce significant changes in the
business and financial management of insurance and
reinsurance companies, which will result in the need to
make many organizational changes and incur

substantial costs. It is difficult to estimate them at the

present stage. These costs will probably be spread over

time.

Macroeconomi c factors, wh ich can affect the
operations of the Polish insurance sector and the

PZUG& activities in 2014

According to the forecasts prepared by PZU, GDP
growth in Poland should exceed 3% in 2014. After two
years of decline, domestic demand will increase. This
improvement should also be noticeable in the insurance

sector.

A relatively moderate increase in inflation will help
sustain the growth in purchasing power of households,

even with a modest increase in nominal salary growth.

! Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009
on the taking -up and pursuit of the business of Insurance and Reinsurance (Solvency ),

The real increase in household income, with the
improvement of the situation on the labour market,
should contribute to the acceleration of the rate of

consumption in 2014 to over 2.5%.

In the light of the recovering domestic demand and
good export prospects, companies should increase
capital expenditure. It is expected that public
investments using funding from the European Union will

also start in the second half of 2014.

The outlook of moderate, gradually increasing inflation
and the relatively calm increase in the growth rate
probably means that the MPC will start to raise interest
rates no earlier than at the end of this year. The
maintenance of low interest rates and the acceleration
of the growth rate can promote a recovery in loans and

support demand for investment products.

The risk factor for the fiscal policy and, consequently,
for the whole economy is the decision on the matter of
compliance of the changes in the pension system with
the Constitution. As a result of these changes, all
treasury held by Open-ended Pension Funds were
transferred to the Social Insurance Institution on

4 February 2014. This enabled their redemption and,
consequently, the reducti
approximately PLN 130 billion. If the Constitutional
Tribunal rules that these changes are inconsistent with
the Constitution to a significant extent, the reduction in
public debt arising from the redemption of the treasury
bonds transferred by the OFE to ZUS could prove
ineffective. In this situation, the government may be
required to t ake steps to increase the restrictiveness of

fiscal policy.

Simultaneously, the changes in the OFE are a source of
uncertainty for the financial markets in Poland. They

can result in an increase in volatility. The risk for the

2pzZUbs estimate

on



stock market is the question of how many Poles will restrictions which may be imposed by Russia as well as
decide to remain with the OFE. The scale of the implementation of the necessary reforms. The outflow

potential reduction in demand for shares from pension of capital, depreciation of the rouble

funds, which are a major player on this market, and implementation of a stricter monetary policy may
depends on this. also lead to slower economic growth in Russia.
Forecasts for the Polish 2014F* 2013 2012 2011 2010
economy
Real GDP growth in % (yly) 3.4 1.6 1.9 4.5 3.9
_Increase in individual consumption 28 0.8 12 26 3.2
in % (yly)
Increase in gross expenditure on
fixed assets in % (y/y) 5.2 (0.4) 2.7) 8.5 (0.4)
o 0
Price increases in % (y/y, end of the 18 0.7 24 46 31
year)
Inc_rease in nomlna_ll salaries in the 41 3.4 3.7 56 3.9
national economy in % (y/y)
ino
Rate of unemployment in % (end of 12.8 13.4 13.4 125 124
the year)
ino
NBP base rate in % (end of the 250 250 4.95 4.50 3.50
year)
Annual average EUR/PLN exchange 417 4.20 419 412 3.99
rate
gr:gual average USD/PLN exchange 3.10 3.16 3.26 296 3.02

Source: PZU Macroeconomic Analysis Bureau, * Forecast

. S However, the direct effect of the aforesaid factors
The process of standardization of monetary policy in the

US could promote the outfl 8nvvtheoecf0norg"g%rqw%hQIPOIanrSQOr%Idi}\egmr#%dr' ging
N The GDP risqwe forecast for 2014 would have been
marketso in 2014 and, consequently, may cause

disturbances on the financial markets of these slightly higher had it not been for the developments

countries. The most dynamic and financially stable in Ukraine. However, escalation of the conflict

. _ N and imposition of economic sanctions on Russia ma
economiesi which include Polandi will have a chance P y

of avoiding such problems. Even so, it seems inevitable not be ruled out altogether, which may limit Polish

that bond yields will rise over the coming two years, export to Russia or lead to disruption in the supply

while the volatility of prices on the Polish financial of energy materials. Blocking the access of Polish food

. . I products to the Russian market would also be a factor
market can intensify periodically.

reducing inflation in Poland. Escalation of the conflict

The current developments in Ukraine may also have or a potential loss of liquidity by Ukraine could also lead

an effect on the Polish economy, hence to unfavorable price changes in the Polish financial

on the insurance sector. We assume that the conflict
market.

between Ukraine and Russia will not go beyond

the political and diplomatic sphere, although it may be Improvement of the economic conditions in Poland

o . should also be seen in the insurance sector.
long. One may not rule out severe recession in Ukraine
as a consequence of both the social unrest sparked off

recently, weaknesses of the government structures,



PZU stands on the forefront of PZU Group (as at 31 December

2013)
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