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Summary

Uncertainty about global economic outlook has been growing. The OECD recently trimmed its world GDP forecasts and the IMF has
signalled it may do the same in its April edition of the World Economic Outlook. The most recent indicators of business climate in the
Euro zone have declined, signaling that the economic recovery may be stalling, even in Germany. Weak Euro zone data boosted
expectations that the ECB will act decisively in March.

Economic growth in Poland remains solid: it accelerated to 3.9%YoY in 4Q15 and in our view should remain close to 3.5% in 2016E.
Private consumption is likely to be the main driver of growth in the coming quarters, supported by healthy labour income and new child
benefits (the new government’s 500+ plan). Meanwhile, fixed investment growth may decelerate (due to lower public spending and a
more cautious mood in the private sector) and the continuation of rapid export growth may be under threat if Euro zone growth
weakens. Inflation in Poland is still well below zero (-0.7%YoY in January) and we think it will remain negative until the end of 3Q16E,
mainly due to very low commodity and food prices.

The new Monetary Policy Council (MPC) is in a difficult situation at the start of its term, as it may have to decide whether to give priority
to its main policy objective, ie meeting the inflation target (in which case more rate cuts could be justified), or to financial sector stability
(in which case rate cuts could be dangerous). We think that a 25bp cut in March cannot be ruled out, especially if: (1) the ECB delivers
large-scale monetary easing a day before the MPC decision; (2) the new National Bank of Poland (NBP) cuts its medium-term inflation
forecast; and (3) the zloty appreciates further before the meeting. The Council may consider some other options, eg a cut in the
mandatory reserve requirement rate. It is currently at 3.5% (relatively high level vs other countries) and a reduction would not be
negative for banks’ financial results.

Polish debt has gained in recent weeks, helped by growing expectations of further ECB easing and by an improvement in foreign
investors’ perception of fiscal and political risk. This came after the Polish government signaled it may backtrack on some of its more
controversial and costly proposals (lowering the retirement age, higher tax-free income, FX loan conversion). We think that yields are
likely to remain low ahead of the ECB meeting, but we may see profit taking afterwards, as a bold ECB move has been already priced-
in by the market. If the Polish MPC decides to cut its reference rate, this may support short-term securities most, resulting in a
steepening of the curve. Meanwhile, a cut in reserve requirement could, to some extent, be beneficial for longer tenors (releasing liquid
assets that may be reinvested in government debt).

The zloty trimmed the losses it suffered after S&P downgraded Polish debt in January and we think it may gain a bit more if global
confidence does not deteriorate. Investors’ concern about the new government plans seems to have faded recently, but, until the impact
of the FX loans conversion issue is clear, we think the room for PLN to appreciate remains limited.
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Short- and Medium-Term Strategy: Interest Rate Market

I Change (0) Expected Trond
e =

Reference rate 1.50
3M WIBOR -5 -2 1.68
2Y bond yield -14 -7 1.44 > >
5Y bond yield 16 -17 2.20 7 »
10Y bond yield 28 -22 2.94 77 77
2/10Y curve slope 42 -15 150 A7 A7

Note: Single arrow down/up indicates at least a 5bp expected move down/up, double arrow means at least a 15bp move. Source: BZ WBK.

PLN Rates: Our view and risk factors

Money market: We think that a 25bp rate cut in March cannot be ruled out and WIBORs may decrease significantly if it happens. If the Council
trims the reserve requirement instead, it should have no significant impact on WIBORs, in our view, but FRA should go higher, as such a move
would limit the odds of an interest rate cut in the near future (which is currently priced in by the FRA market).

Short end: High demand for short-term bonds should persist, as the banks’ portfolio optimisation continues (the introduction of a bank tax
provides an incentive for them to switch from NBP bills to Treasuries). An NBP rate cut would provide additional support. Thus, we see short-term
yields remaining low in the coming weeks.

Long end: The global mood is likely to be crucial. While expectations for large-scale ECB easing in March may keep supporting European and
Polish debt early next month, we could see profit taking after the central bank meeting. Another reason for a correction could be better data
releases from the US, as we think the pricing in of the expected pace of Federal Reserve tightening (no hikes in 2017 now) has gone too far.

Risks to our view: It looks like fiscal risk has recently receded into the background, as a result of comments from government officials on the FX-
mortgage proposal, higher tax-free income and lower retirement age. Should again we see a change in rhetoric, the perception of fiscal and

market risk would change again. Note also that Polish media reported recently that Poland’s finance minister Pawet Szatamacha could be
dismissed.
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Short- and Medium-Term Strategy: FX Market

I Change () Expected Trend
— | o Cost o TR ]

EUR/PLN -1.7 4.34
USD/PLN -0.8 -1.8 3.99
CHF/PLN 2.0 0.5 3.99
GBP/PLN -8.2 -3.7 5.57 7 7
EUR/USD 2.5 0.1 1.09 7 7

Note: Single arrow down/up indicates at least a 1.5% expected move down/up, double arrow means at least a 5% move. Source: BZ WBK.

PLN FX Market: Our view and risk factors

EUR: The zloty trimmed the losses it suffered after the S&P downgrade and we think it may gain a bit more if the global mood improve. Investors’
worries about government plans seem to have faded recently, but, until the FX loan conversion bill is clarified, the room for zloty to appreciate
remains limited.

USD: We still think the euro may strengthen against dollar by the end of the year. However, additional euro gains over the next month may be
harder to generate as the ECB appears set to ease monetary policy further, economic data are tending to surprise on the downside and the UK’s
Brexit risk may undermine EUR sentiment. We think USD/PLN may remain relatively stable in the short run.

CHF: The Swiss National Bank is still aiming to weaken its currency, but the risk is that a decisive ECB move in March may send EUR/CHF
lower. The CHF may also be vulnerable to further decrease of the global risk appetite. We expect CHF/PLN to remain close to 4.0 in the nearest
weeks and start to fall more noticeably from 2Q16.

Risks to our view: The biggest risk factor for the currency is the President’s proposal to deal with FX-mortgage loans. In March the Financial
Supervision Authority (KNF) is expected to show its estimates of proposal’s costs. We doubt the proposal will be implemented in the shape
presented by the President Andrzej Duda as it could undermine the financial sector’s stability, but the uncertainty persists.
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Domestic Money Market: \Waiting for the MPC to Act

In February WIBORs continued their gradual decline (by 1-3bp
across the curve, with the highest drop in the 1M rate). FRAs
remained more vulnerable to IRS market volatility but they proved
immune to comments by new MPC members, suggesting there is
no need to cut interest rates. Investors continue to expect
monetary easing in the coming months.

The end of February saw a significant drop of the POLONIA rate,
thereby reflecting the price of overnight interbank deposits. The
decline proved to be more persistent than in the previous months,
when occasionally POLONIA fell way below the reference rate for
only one or two days, just before the settlement of the obligatory
reserve. This seems to reflect the fact that introduction of the bank
tax has caused significant disturbances in the interbank market,
and the central bank had problems with stabilising POLONIA near
the reference rate (which is one of its goals set in the monetary
policy guidelines).

Currently, the market is pricing in over 80% chances of a 25bp
rate cut in the next three months and a 100% chances of quarter-
point reduction in six months (FRA6x9 at 1.40%). Moreover,
market players do not rule out deeper easing in one year, with
c70% odds of a 50bp rate cut during this period.

We think a 25bp rate cut in March is still a possibility and WIBORs
may decrease significantly if it happens. Alternatively, the Council
could lower the reserve requirement ratio. This should have no
significant impact on WIBORs, but it may push the FRA market
higher, reducing the chances of an interest rate cut in the near future.
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Domestic IRS and the T-Bond Market: Central Banks in Focus

Polish bond and IRS curves flattened noticeably in February, thanks to
the belly and long end outperforming vs the short end. Polish 5Y and
10Y tenors gained, thanks to: further monetary policy easing in Japan;
expectations the ECB would announce more measures; some concern
about global growth; and investors taking advantage of lower prices
after the sell-off triggered by the unexpected S&P rating downgrade.
The Polish MPC’s and the European Central Bank’s decisions are
likely to be the main drivers for Polish rates in March. Expectations for
the ECB to extend its asset purchase programme are quite strong,
perhaps even stronger than in December as Jens Weidman, a well-
known opponent of significant monetary policy easing, will not
participate in this month’s meeting. Back in late 2015 the central bank
extended the universe of assets eligible for purchases and time the
programme will last. It now seems that it would need to increase the
size of QE to satisfy the market. Given high expectations, a profit-
taking and a weakening of the debt market is likely, similarly to the one
we saw after the December decision. This is actually our base case
scenario for March.

In the short term, the market does not fully price-in a rate cut in March.
Such a move could be a surprise and so we think there is scope for
the 2Y yield to fall this month. The statement from the meeting might
be of particular importance as it could show whether (more) easing is
likely later in the year and to what extent new MPC members view the
NBP’s CPI and GDP forecasts as crucial when making decisions on
rates.

Slope of the Polish curves (bp)
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Demand Corner: Foreign Mutual Funds Continue to Sell

Polish Bonds

The nominal value of non-residents’ bond portfolio fell by
more than PLN13bn in January (the biggest monthly outflow
since data are available, ie since June 2004) and the
nominal value of Polish, marketable, PLN-denominated
portfolio was the lowest since August 2014 (PLN193.7bn).

Such a sharp outflow was triggered by the S&P downgrade
and by maturity of the OKO0116 issue, of which non-
residents held PLN8bn at the end of the year. Mutual funds
lowered their exposure by PLN7.5bn (including PLN4.8bn of
OKO0116) while foreign commercial banks raised their
holdings by PLN3.8bn.

In the recent past, there have been two cases in which non-
residents held similar amounts of a maturing bond. At the end
of March 2015 foreign investors held cPLN9.5bn of PS0415.
When this bond matured in late April, the non-residents rolled
over a good part of this and their portfolio fell by PLN5.2bn. At
the end of September, foreign investors held nearly PLN10bn
of DS1015 and the nominal value of their portfolio was only
PLN2.2bn lower after it matured at the end of October. In both
cases, the biggest holders of the maturing bond were foreign
mutual funds, whose holdings kept falling.

Geographically, the biggest outflow was recorded for North
America (more than PLN4bn).

Polish commercial banks purchased nearly PLN6bn of
bonds (the biggest monthly increase since September 2015)
taking their portfolio to an all-time high of nearly
PLN177.5bn at the end of January.
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Supply Corner: No Pressure to Cover 50% of 2016 Target

Poland’s Ministry of Finance successfully tapped the
domestic primary market, selling 2Y, 5Y and 10Y fixed rate
benchmarks and floater WZ0120, worth PLN16.2bn in total.
Two regular auctions attracted solid demand (slightly above
PLN23bn in total) from both domestic and foreign investors,
with an average bid-to-cover ratio of 1.75 (up from 1.53 in
January).

Healthy demand confirms that the rating downgrade did not
have a significant long-lasting impact on foreign investor
demand for Polish debt. It may also show that after the
significant outflow of foreign capital in January, February
might see a stabilisation. Deputy Finance Minister Piotr
Nowak said that in February a further outflow was visible at
the front of the curve, but demand for longer papers was
solid.

At the end of February, the Finance Ministry had covered
39% of its gross borrowing requirements for 2016. Deputy
Finance Minister Piotr Nowak said that reaching the 50%
mark at the end of 1Q16 was likely, but the ministry will not
aim to achieve this at any price.

On March 3 at the standard auction the Finance Ministry is
due to offer PLN4-7bn of OK0118/DS0726. In late March, it
holds a switch auction to repurchase PS0416, OK0716 and
PS1016. The mid-March T-bill tender will offer PLN1-2bn of
37-week paper.

Auction plan for March 2016

. T-bond/T-bills to Be Offer
Auction Date Settlement Date Offered (PLN m)

3 Mar 2016 7 Mar 2016 0OK1018/DS0726 4,000-7,000

14 Mar 2016 16 Mar 2016 37-week T-bills 1,000 - 2,000
Switch auction

24 Mar 2016 29 Mar 2016 (repurchase of PS0416,

OK0716 and PS1016)

Source: Finance Ministry, BZ WBK.
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International Interest Rate Market: ECB Action Priced-in Already

European money market rates, IRS and bond yields fell in February
on mounting expectations he ECB would announce more monetary
policy easing in March.

We expect the central bank to announce some additional measures
this month (including a 10bp depo rate cut to -0.40%) but, given that
the market is already pricing in such a move, it may be hard for the
bank to surprise to the upside again. That is why we see a room for
some profit taking across the European market, as happened after
the December ECB decision.

US IRS and bond curves flattened in February, amid falling long-
term yields/rates. Market expectations for Fed rate hikes were pretty
volatile last month. According to Bloomberg, in early February the
market was giving an 18% chance of a 25bp hike in March, 40% of a
hike in July and 63% in December. By mid month, however,
investors were seeing a 0% chances of a March hike, less than 8%
for a rate raise in July and 30% for December. After some positive
US macro data, market expectations returned to around the levels of
early February.

We still expect two 25bp Fed rate hikes later in the year (in 3Q and
4Q) as economic growth is still decent and we think short-term US
are too low.
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Foreign Exchange Market: Limited Scope for Appreciation

EUR/PLN fell to 4.35 in February on dovish signals from the ECB
and more easing launched by the Bank of Japan.

At the beginning of 2016 the zloty underperformed its CEE peers, but
since late January it has recovered a large part of its losses.
However, the 10Y bond vyield spread vs Bunds and asset swap
spreads remain wide. This suggests a higher risk premium for Polish
assets, which may limit the scope for further zloty appreciation, even
if global market sentiment improves, suggesting that recent internal
issues may have influenced investors’ perception of Polish assets.

The key uncertainty is government policy. In March, the Financial
Supervision Authority (KNF) is expected to show its estimates for
banks’ losses if the FX mortgage conversion plan is implemented in
the shape presented by the president. According to the NBP, the
president’s proposal could cost banks PLN44bn and would be a
threat to the sector’s stability. Concern about the banking system
has been an important factor driving EUR/PLN up in January and it
may limit the scope for the zloty to gain until the situation is clarified.

In March the Polish MPC will announce its decision on rates the day
after the ECB. Recent comments by the new MPC members made
us less convinced that Polish rates will fall, and we do not rule out
the Council cutting the reserve requirement instead of the main
interest rates. Meanwhile, the ECB is widely expected to deliver
more easing in March. On balance, those two decisions may be
positive for the zloty, in our view.
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FX Technical Analysis Corner: Major Support Broken
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FX Technical Analysis Corner: EUR/USD May Fall Further

Daily EUR= 317082015 - 0S/04/2016 (WAR)
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Macroeconomic Forecasts

2013 2014 2015 2016E 1Q15 2Q15 3Q15 4Q15 1QI16E 2Q16E 3Q16E 4Q16E

GDP PLNbn 1,656.3 1,719.1 1,790.1 1,854.1 414.6 432.2 438.6 504.8 426.0 4447 452.5 530.9
GDP %YoY 1.3 3.3 3.6 3.5 3.7 3.3 35 3.9 3.4 3.3 3.6 3.6
Domestic demand %YoY -0.7 4.9 3.3 4.0 29 3.1 3.2 4.0 4.7 3.8 4.0 3.6
Private consumption %YoY 0.2 2.6 3.1 4.1 3.1 3.1 3.1 3.1 3.1 3.8 4.6 4.8
Fixed investment %YoY -1.1 9.8 6.1 3.5 11.5 6.1 4.6 4.9 4.5 4.0 3.0 3.0
Unemployment rate 2 % 13.4 11.4 9.8 9.0 11.5 10.2 9.7 9.8 10.0 9.1 8.8 9.0
Current account balance EURmn -5,031 -8,303 -754 -3,045 900 864 -2,5627 9 -404 -109 -3,044 513
Current account balance % GDP -1.3 -2.0 -0.2 -0.7 -1.3 -0.4 -0.5 -0.2 -0.5 -0.7 -0.8 -0.7
S;gﬁrcz' ?sgirgg‘fg)t %GDP  -4.0 -3.2 -3.1 -3.0 - - - - : . . e
CPI %YoY 0.9 0.0 -0.9 -0.2 -1.5 -0.9 -0.7 -0.6 -0.6 -0.5 -0.4 0.5
CPI 2 %YoY 0.7 -1.0 -0.5 0.9 -1.5 -0.8 -0.8 -0.5 -0.6 -0.4 -0.1 0.9
gr?;r‘;’;céuﬂiigg food and %Yoy 1.2 0.6 03 0.2 0.4 03 03 0.2 0.1 0.1 0.1 05
Source: CSO, NBP, Finance Ministry, BZ WBK estimates. a at the end of the period
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Interest Rate and FX Forecasts

2015 2016E 1Q15 2Q15 3Q15 4Q15 1Q16E 2Q16E 3QI16E 4QI6E

Reference rate @ % 2.50 2.00 1.50 1.25 1.50 1.50 1.50 1.50 1.25 1.25 1.25 1.25
WIBOR 3M % 3.02 2.52 1.75 1.50 1.87 1.67 1.72 1.73 1.63 1.45 1.45 1.46
Yield on 2-year T-bonds % 2.98 2.46 1.70 1.47 1.61 1.75 1.80 1.65 1.44 1.43 1.45 1.55
Yield on 5-year T-bonds % 3.46 2.96 221 2.45 1.90 2.35 2.43 2.19 2.25 2.35 2.53 2.67
Yield on 10-year T-bonds % 4.04 3.49 2.69 3.24 2.24 2.79 2.93 2.77 3.04 3.15 3.30 3.45
2-year IRS % 3.10 251 1.72 1.50 1.65 1.85 1.78 1.58 1.51 1.48 1.47 1.54
5-year IRS % 3.51 2.92 2.02 2.11 1.80 2.23 2.17 1.89 1.87 1.98 2.22 2.37
10-year IRS % 3.86 3.34 241 2.62 2.06 2.57 2.62 2.38 2.38 2.54 2.70 2.85
EUR/PLN PLN 4.20 4.18 4.18 4.34 4.20 4.09 4.19 4.26 4.39 4.31 4.36 4.32
USD/PLN PLN 3.16 3.15 3.77 3.87 3.72 3.70 3.77 3.90 4.00 3.88 3.86 3.76
CHF/PLN PLN 341 3.45 3.92 3.79 3.93 3.93 3.90 3.93 4.00 3.82 3.73 3.62
GBP/PLN PLN 4.94 5.19 5.77 5.79 5.64 5.67 5.84 5.91 571 5.70 5.85 5.88
Source: CSO, NBP, Finance Ministry, BZ WBK estimates. a at the end of period
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Economic Calendar and Events
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T-bond auction: OK1018, DS0726

ECB meeting — interest rate decision

MPC meeting — interest rate decision

37-week T-bill auction

M3 money supply for February

C/A Balance of payments for January
CPI for February
Wages and employment for February

Core CPI for January and February

Fed meeting — interest rate decision

Minutes from January MPC meeting
Industrial output for February

Construction output for February

Real retail sales for February

PPl inflation for February

HNB meeting — interest rate decision

T-bond switching auction

Registered unemployment rate for February
Flash CPI for March

CNB meeting — interest rate decision

Offer: PLN4.0-7.0bn

We expect the deposit rate to be cut by 10bp and a further extension of the QE
programme

We expect the MPC to cut rates by 25bp or to lower reserve requirement
ratio

Offer: PLN1.0-2.0bn
We expect 10.2%YoY, in line with consensus

We expect quite a big surplus (€1398mn), strongly above the consensus
(€209mn)

We expect arise to -0.6%YoY vs market expectations at -0.7%YoY. New
basket weights will be released.

We expect employment growth at 2.4%YoY and wage growth at 4.3%YoY,
more or less in line with the consensus

We expect 0.1%YoY in both months vs market consensus at 0.0%YoY for
January and 0.1%YoY for February

We expect rates to stay unchanged at 0.25-0.50%, in line with consensus

We expect 5.3%Yo0Y, close to consensus(5.5%YoY)

We expect -6.1%Y0Y, below consensus(-4.9%YoY)

We expect 4.6%YoY, below consensus (5.6%Y0Y)

We expect -1.4%YoY, below consensus (-1.2%Y0Y)

We expect rates to stay unchanged at 1.35%, in line with consensus
Bonds bought back: PS0416, OK016, PS1016

We expect 10.3% in line with consensus

We expect -0.6%Y0Y, no consensus yet

We expect rates to stay unchanged at 0.05%, in line with consensus

Source: CB, Markit, CSO, Finance Ministry
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1. Domestic Market Performance

Money market rates (%)

- lReference| Poland | wBOR® | _os®w | _FRA®
L Jrae®w [ @ [ 1M [ 3v ] 6m |1am [ am [ 3v [ 6M | 12M | 1x4 | 3x6 [ 6x9 [ 9x12
End of February 1.50 1.53 1.56 1.68 1.74 1.76 1.24 1.24 1.21 1.15 1.61 1.47 1.40 1.37
Last 1M change (bp) 0 25 -4 -2 -1 -1 -15 -9 0 0 -7 -6 -6 -7
Last 3M change (bp) 0 8 -11 -5 -6 -6 -23 -18 -13 -11 -8 -11 2 3
Last 1Y change (bp) -50 5 -33 -13 -6 -3 -52 -36 -28 -31 -8 -8 -10 -13
Bond and IRS market (%)
! . sBown>s | RS |  Spread BONDS/IRS (bp) |
__________
End of February 1.43 2.20 2.94 1.49 1.76 2.19 -6
Last 1M change (bp) -9 -17 -20 -7 -12 -18 -2 -5 -2
Last 3M change (bp) -13 20 33 0 5 -1 -13 15 34
Last 1Y change (bp) -16 34 79 -16 0 19 0 34 60
20 - FRA (%) 2 - IRS (%)
1.9
18 ] 28 A
7 AT 2 ]
161 S
14 16 |
1.3
e e L 2 L2 e L2 L2 &2 L2 &2 ¢ @° 2 e e L L2 L2 &2 &2 L2 &2 £2 &2 ¢ @ 2
——FRA 1X4 ——FRA 3X6 FRA 9X12 —IRS 2Y PL IRS5YPL  ——IRS10YPL Source: Reuters, BZ WBK
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2. Polish Bonds: Supply Recap

Total issuance in 2016 by instrument (in PLN mn, nominal terms)

I N T N T Y Y Y I )

T-bond auctions 12,629 16,221 10,000 9,500 7,000 8,500 7,500 3,600 4,000 10,000 3,000 91,950
T-bill auctions 2,400 2,390 1,000 1,000 1,000 700 500 700 9,690
Retail bonds 200 600 175 167 160 192 200 215 200 250 1100 250 3,709
Foreign bonds/credits 7,700 7,525 5,238 3,106 4,900 28,468
Pre-financing and financial

resources at the end of 2015 36,500 36,500
Total 59,429 19,211 18,700 10,667 13,398 9,392 8,200 3,815 4,900 13,356 9,000 250 170,318
Redemption 13,680 11,645 153 18,494 146 124 8,795 8,688 2590 23,573 6,884 910 95,683
Net inflows 45,749 7,566 18547 -7,827 13,252 9,268 -595 -4873 2,310 -10,218 2,116 -660 74,635
Rolled-over T-bonds 0

Buy-back of T-bills/ FX-
denominated bonds

Total 45749 7,566 18,547 -7,827 13,252 9,268 -595 -4873 2,310 -10,218 2,116 -660 74,635

Coupon payments from
domestic debt

0

1,084 3,767 3,306 1,295 5,487 14,940

Note: Our forecasts = shaded area

Source: MF, BZ WBK
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2. Polish Bonds: Supply Recap (cont.)

Schedule of Treasury security redemptions by instrument (in PLN mn)

Bonds Bills Retail bonds Total domestic Foreign Total
redemption bonds/credits redemptions

January 13,451 13,680 13,680
February 0 647 647 10,999 11,645
March 0 153 153 0 153
April 17,443 136 17,579 915 18,494
May 0 146 146 0 146
June 0 124 124 0 124
July 7,658 226 7,884 911 8,795
August 3,689 2,400 199 6,288 0 6,288
September 0 2,390 200 2,590 0 2,590
October 22,420 242 22,662 911 23,573
November 0 1,056 1,056 1,628 2,684
December 0 210 210 0 210
Total 2016 64,662 4,790 3,567 73,019 15,364 88,383
Total 2017 72,603 2,485 75,087 11,728 86,815
Total 2018 93,864 1,313 95,176 12,977 108,153
Total 2019 63,811 1,237 65,048 23,512 88,559
Total 2020 58,711 634 59,345 21,805 81,150
Total 2021+ 191,885 1,749 193,634 116,866 310,500

Source: MF, BZ WBK.
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2. Polish Bonds: Supply Recap (cont.)

Scheduled wholesale bond redemptions by holders (data at the end of December 2015, in PLN mn)

Foreign Domestic Insurance Pension funds Mutual Individuals Non-financial Other Total
investors banks funds funds sector

Q12016 8,007 2,151 2,027 13,346
Q2 2016 9,706 3,305 1,650 187 493 16 54 2,033 17,443
Q3 2016 5,564 5,518 1,551 104 2,407 38 531 695 16,408
Q42016 11,585 7,269 2,282 128 895 25 43 1759 23,985
Total 2016 34,862 18,242 7,511 474 4,373 104 670 4,946 71,182
49% 26% 11% 1% 6% 0% 1% 7% 100%
Total 2017 26,246 25,959 7,644 607 5,775 106 162 5,837 72,338
36% 36% 11% 1% 8% 0% 0% 8% 100%
Total 2018 19,626 28,415 4,542 397 6,943 86 195 6,205 66,409
30% 43% 7% 1% 10% 0% 0% 9% 100%
Total 2019 21,018 26,474 5,511 426 5,925 82 168 4,220 63,825
33% 41% 9% 1% 9% 0% 0% 7% 100%
Total 2020 24,227 17,198 4,048 187 7,191 49 68 3,527 56,494
43% 30% 7% 0% 13% 0% 0% 6% 100%
Total 2021+ 80,765 55,211 22,877 416 16,869 251 269 6,479 183,137
44% 30% 12% 0% 9% 0% 0% 4% 100%

Source: MF, BZ WBK.
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3. Polish Bonds: Demand Recap

Holders of marketable PLN bonds

Nominal value (PLN bn) Nominal value (PLN bn) % change in January

Share of total

Jan’16 Dec’15 Nov’15 2015 2014 2013

Domestic investors 321.2 316.9 316.9 325.5 295.9 381.2 0.1 62.4 (1.9)
Commercial banks 177.4 171.5 167.8 176.7 150.8 114.7 3.5 9.4 18.3 34.5 (1.7pp)
Insurance companies 51.6 52.1 51.6 52.5 52.8 52.0 -1.0 2.6 -0.3 10.0 (0.1pp)
Pension funds 2.0 25 2.8 3.0 3.3 125.8 -19.8 295 -385 0.4 (-0.1pp)
Mutual funds 46.6 47.1 50.2 49.7 46.9 46.7 -1.1 -8.5 -4.0 9.0 (0.1pp)
Others 43.6 43.7 44.5 43.7 42.0 42.0 -0.4 3.6 6.5 8.5 (0.1pp)
Foreign investors* 193.7 206.8 206.6 208.2 196.0 193.2 -6.3 -5.9 -4.4 37.6 (-1.9pp)
Banks 16.5 12.7 11.5 13.5 9.9 n.a. 30.0 6.2 24.3 3.2 (0.8pp)
Central banks 29.3 30.1 29.1 28.3 16.4 n.a. -2.8 24 68.3 5.7 (-0.1pp)
Public institutions 9.4 9.4 10.0 9.7 8.1 n.a. 0.7 -2.2 16.1 1.8
Insurance companies 12.2 12.4 11.6 11.6 10.7 n.a. -1.5 12.1 15.8 2.4
Pension funds 13.2 14.1 13.6 13.0 13.0 n.a. -6.3 1.4 3.8 2.6 (-0.1pp)
Mutual funds 47.4 54.9 59.1 64.7 78.1 n.a. -13.7 -19.0 -41.5 9.2 (-1.3pp)
Hedge funds 0.04 0.04 0.04 0.1 11 n.a. 0.0 1.6 -94.5 0.0
Non-financial sector 6.4 9.1 9.3 12.2 8.2 n.a. -29.3 -30.7 -44.7 1.2 (-0.5pp)
Others 17.8 19.0 19.1 19.5 14.3 n.a. -6.6 -1.3 12.6 3.4 (-0.2)
TOTAL 514.9 523.7 523.5 533.7 491.8 574.3 -1.7 4.2 3.6 100

*Total for foreign investors does not match the sum of values presented for sub-categories due to omission of a very small group of investors.
Detailed data on foreign investors are available only since April 2014 .

Source: MF. BZ WBK.
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4. Euro Zone Bonds: Supply Recap

Euro zone: 2016 net and gross supply by country vs 2015 (€ bn)

_ 2016 gross T % change YTD bond issuance
issuance vs 2015 vs 2015 completion
5.6 50

Austria 19.4 14 41%
Belgium 33.6 3 8.0 84 23%
Finland 15.8 58 5.9 169 13%
France 187.0 0 60.5 -14 23%
Germany 168.6 16 0.0 -100 18%
Greece - - - - -
Ireland 10.8 -20 2.7 -76 50%
Italy 221.9 -10 38.6 -9 19%
Netherlands 36.8 -23 8.5 5 5%
Portugal 11.9 -34 5.1 -55 21%
Spain 138.8 0 45.5 6 21%
Total 844.5 -1 180.3 -1 20%

*YTD is supply since January 1, 2016 Source: European Commission, Euro zone countries’ debt agencies, BZ WBK.
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5. Poland vs. Other Countries

Main macroeconomic indicators (European Commission forecasts)

GDP Inflation C/A balance Fiscal balance Public debt
(%) (HICP, %) (% of GDP) (% of GDP) (% of GDP)

I S O PR 0 N N TR N0 NPT T

Poland 3.5 -0.7 0.6 -0.2 -0.7 -3.0 -2.8 51.4 52.5
Czech Republic 4.5 2.3 0.3 0.4 -2.4 -2.0 -1.6 -1.1 40.9 40.7
Hungary 2.7 2.1 0.1 1.7 5.0 5.6 -2.1 -2.0 75.8 74.3
EU 1.9 1.9 0.0 0.5 2.1 2.1 -2.5 -2.2 87.2 86.9
Euro zone 1.6 1.7 0.0 0.5 3.7 3.6 -2.2 -1.9 93.5 92.7
Germany 1.7 1.8 0.1 0.5 8.8 8.6 0.5 0.1 71.6 69.2

Main market indicators (%, end of period)

_ Reference rate (%) 3M market rate (%) 10Y yields (%) 10Y spread vs Bund (bp) CDS 5Y

End-Feb End-Feb End-Feb End-Feb End-Feb
_ 2hs 2016 2 2016 Al 2016 Al 2016 200 2016

Poland 1.50 1.50 1.72 1.68 2.94 2.94

Czech Republic 0.05 0.05 0.29 0.28 0.60 0.43 -4 24 50 46
Hungary 1.35 1.35 1.35 1.34 3.42 3.37 279 323 164 159
Euro zone 0.05 0.05 -0.13 -0.205

Germany 0.63 0.11 12 23

Source: EC — Winter 2016, statistics offices, central banks, Reuters, BZ WBK.
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5. Poland vs. Other Countries (cont.)

Sovereign ratings

5Y CDS rates vs credit ranking according to S&P

S&P Moody's Fitch 200
rating outlook rating outlook rating outlook
Poland | BBB+ negative|] A2 stable A- stable 250 - O Portugal
Czech AA- stable Al stable A+ stable
Hungary] BB+  stable | Bal positve| BB+  positive 200 -
Germany] AAA stable Aaa stable AAA stable ,
- 150 1 Spain Hungary
France AA negative| Aa2 stable AA stable
UK AAA  negative| Aal stable AA+ stable 100 - ltaly
Greece B- stable | Caa3 stable | CCC  stable Czech Q Pojand
Ireland A+ stable Baal positive A stable 50 1 y Ireland
ltaly | BBB- stable | Baa2 stable | BBB+ stable 0 AN Iirancie e
Portugal BB+ stable Bal sta_b_le BB+  positive AMA AA+ AA AA- A+ A A BBB+BBBBBB- BB+ BB BB- B+
Spain BBB+ stable Baa2 positive | BBB+ stable Note: Size of bubbles reflects the debt/GDP ratio
200 Fiscal position of the EU countries at the end of 2014
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Source: Rating agencies, Reuters, EC, BZ WBK.
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5. Poland vs. Other Countries (cont.)

PMI manufacturing Current account balance & International Investment

65 Position (end of 2Q 2015 - cumulative data, % of GDP)
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Source: Markit, Eurostat, central banks, Reuters, BZ WBK, EC.
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5x5 forward (spread vs EUR, bps)

5. Poland vs. Other Countries (cont.)
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6. Central Bank Watch

| |Expectedchanges(bp) I t
—— [ [ Lot [ 205 [206E [ v [ —ov | v ] "

Euro zone Forecast 0.05 0.05 0.05 We expect the ECB to ease monetary policy further as economic data
surprised on the downside and risk of deflation increased. In our view the
scale of loosening will depend on new macro forecasts (CPIl, GDP) presented

Market implied » -9 -13 -17
by ECB staff.
UK Forecast 0.50 0.50 0.75 In our view, the UK economy should still perform well in 2016, and we still
expect the BoE to hike rates sooner than other central banks. However, the
Market implied » 1 1 0 main risk factor is UK’'s EU membership — the referendum will take place on
23 June. Until this time we expect stable monetary conditions in the UK.
us Forecast 0.25-0.50 0.25-0.50 1.00 In our view FOMC will leave rates unchanged at its March meeting, despite
some positive surprises in the US macro data. Investors will focus on new
L economic projections and expected path of the federal funds rate in the long
Market implied » 44 63 89

run. We think that the US economic outlook could still allow for a USD-positive
Fed rate hike in H2 2016.

Poland Forecast 1.50 1.50 1.25 Recent comments of the new MPC members show they remain sceptical
about the need to cut main interest rates in Poland. However, a rate cut of
25bps in March still remains our base-case scenario because we expect the
central bank to revise down its inflation path. More easing in the euro zone
could be additional factor, which may encourage the MPC to cut rates. In our
view, even if the MPC does not to cut the reference rate, it may lower the
reserve requirement ratio (now at 3.50%).

Czech As we expected, the Czech National Bank (CNB) left its key interest rate

Market implied » -7 -21 -28

Republic Forecast 0.05 0.05 0.05 unchanged and decided to prolong its FX commitment. The bank also
discussed the possibility of negative interest rates. However, CNB governor
Miroslav Singer said that further decisions on monetary policy will depend on
Market implied » 2 -10 -19 market conditions, and mainly on ECB actions, without mentioning any
particular trigger. But we expect the CNB to keep rates unchanged this month.
Hungary Forecast 1.35 1.35 1.35 The NBH in its February statement said that the Council may ease monetary
conditions further after seeing the March inflation report. Further loosening by
Market implied » -6 -20 -29 the ECB would create room for some easing in Hungary, but, in our view, the

NBH is more likely to use ‘unconventional’ measures than cut rates.

Source: Reuters, BZ WBK. Bank Zachodni WBK
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Important Disclosures

ANALYST CERTIFICATION:

The views expressed in this report accurately reflect the personal views of the undersigned analyst(s). In addition, the undersigned analyst(s) have not and will not
receive any compensation for providing a specific recommendation or view in this report: Maciej Reluga*, Piotr Bielski*, Agnieszka Decewicz*, Marcin Luzinski*,
Marcin Sulewski*.

EXPLANATION OF THE RECOMMENDATION SYSTEM

DIRECTIONAL RECOMMENDATIONS IN BONDS DIRECTIONAL RECOMMENDATIONS IN SWAPS

Definition Definition

Long / Buy Buy the bond for an expected average return of at leastLong / Receive Enter a swap receiving the fixed rate for an expected average return of
10bp in 3 months (decline in the yield rate), assuming a fixed rate at least 10bp in 3 months (decline in the swap rate), assuming a
directional risk. directional risk.

Short / Sell Sell the bond for an expected average return of at least Short / Pay fixed Enter a swap paying the fixed rate for an expected average return of at
10bp in 3 months (increase in the yield rate), assuming rate least 10bp in 3 months (increase in the swap rate), assuming a
a directional risk. directional risk.

RELATIVE VALUE RECOMMENDATIONS
Definition
Long a spread / Play steepeners Enter a long position in a given instrument vs a short position in another instrument (with a longer maturity for steepeners)
for an expected average return of at least 5bp in 3 months (increase in the spread between both rates).

Short a spread / Play flatteners Enter a long position in given an instrument vs a short position in other instrument (with a shorter maturity for flatteners) for
an expected average return of at least 5bp in 3 months (decline in the spread between both rates).

FX RECOMMENDATIONS
Definition
Long / Buy Appreciation of a given currency with an expected return of at least 5% in 3 months.
Short / Sell Depreciation of a given currency with an expected return of at least 5% in 3 months.

NOTE: Given the recent volatility seen in the financial markets, the recommendation definitions are only indicative until further notice.
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ADDITIONAL INFORMATION
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affiliates have internal rules of conduct that contain, among other things, procedures to prevent conflicts of interest including Chinese Walls and, where appropriate, establishing specific restrictions on
research activity. Information concerning the management of conflicts of interest and the internal rules of conduct are available on request from BZ WBK.

COUNTRY & REGION SPECIFIC DISCLOSURES
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regulators require that a firm establish, implement and maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as “relevant persons”). This document must not be acted on or relied on by persons who are not
relevant persons. Any investment or investment activity to which this document relates is only regarded as being provided to professional investors (or equivalent) in their home jurisdiction. United States
of America (US): This report is being distributed to US persons by Santander Investment Securities Inc (“SIS”) or by a subsidiary or affiliate of SIS that is not registered as a US broker dealer, to US major
institutional investors only. Any US recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to effect any transaction in any security or
issuer discussed herein should contact and place orders in the United States with the company distributing the research, SIS at (212) 692-2550, which, without in any way limiting the foregoing, accepts
responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the US Securities Exchange Act of 1934) under this report and its dissemination in the United States. US recipients of this
report should be advised that this research has been produced by a non-member affiliate of SIS and, therefore, by rule, not all disclosures required under FINRA 2241 apply. Hong Kong (HK): This report is
being distributed in Hong Kong by a subsidiary or affiliate of Banco Santander, S.A. Hong Kong Branch, a branch of Banco Santander, S.A. whose head office is in Spain. The 1% ownership disclosure satisfies
the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities and Futures Commission, HK. Banco Santander, S.A. Hong Kong Branch
is regulated as a Registered Institution by the Hong Kong Monetary Authority for the conduct of Advising and Dealing in Securities (Regulated Activity Type 4 and 1 respectively) under the Securities and
Futures Ordinance. The recipient of this material must not distribute it to any third party without the prior written consent of Banco Santander, S.A. Japan (JP): This report has been considered and
distributed in Japan to Japanese-based investors by a subsidiary or affiliate of Banco Santander, S.A. - Tokyo Representative Office, not registered as a financial instruments firm in Japan, and to certain
financial institutions defined by article 17-3, item 1 of the Financial Instruments and Exchange Law Enforcement Order. Some of the foreign securities stated in this report are not disclosed according to the
Financial Instruments and Exchange Law of Japan. There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading and that a loss may occur due to the exchange
rate in the case of foreign share trading. China (CH): This report is being distributed in China by a subsidiary or affiliate of Banco Santander, S.A. Shanghai Branch (“Santander Shanghai”). Santander
Shanghai or its affiliates may have a holding in any of the securities discussed in this report; for securities where the holding is greater than 1%, the specific holding is disclosed in the Important Disclosures
section above. Poland (PL): This publication has been prepared by Bank Zachodni WBK S.A. for information purposes only and it is not an offer or solicitation for the purchase or sale of any financial
instrument. All reasonable care has been taken to ensure that the information contained herein is not untrue or misleading. But no representation is made as to its accuracy or completeness. No reliance
should be placed on it and no liability is accepted for any loss arising from reliance on it. Information presented in the publication is not an investment advice. Resulting from the purchase or sale of
financial instrument, additional costs, including taxes, that are not payable to or through Bank Zachodni WBK S.A., can arise to the purchasing or selling party. Rates used for calculation can differ from
market levels or can be inconsistent with financial calculation of any market participant. Conditions presented in the publication are subject to change. Examples presented in the publication is for
information purposes only and shall be treated only as a base for further discussion.
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