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Summary

Market expectations for interest rate cuts in Poland received strong support in the last month. Although Polish GDP
growth accelerated more than expected in 1Q14, a set of below-forecast data releases for May strengthened investors’
concern that the pace of economic recovery may be abating. Moreover, the CPI rate was lower than expected again, falling to
0.2%YoY in May, and it now seems very likely that inflation will be below zero in July and possibly also in August. Subdued
inflation and worries about the momentum of the economic recovery convinced the Monetary Policy Council (MPC) to ease its
tone in June. The Council did not rule out interest rate cuts in future, signalling a possible change in its communication
framework in July, after receiving updated inflation and GDP projections from the central bank.

The MPC meeting in July will be very important. While one of the Council members suggested that an interest rate cut
may be discussed, we think such a decision is quite unlikely so soon after the MPC reiterated that rates should
remain on hold until the end of 3Q14. However, the National Bank of Poland (NBP) president and other MPC
members argued recently that the forward guidance framework is no longer useful in current circumstances and we
would not rule out the central bank dropping this formula from its statement in July. The financial markets may
interpret such a move as increasing the probability of a rate cut in September (the MPC does not hold a decision-making
meeting in August), unless it is neutralised by some other changes in the statement. We think the decision on monetary
easing will depend heavily on economic data released in the next two months. If our forecasts of robust economic growth and
strong domestic demand are confirmed by then, rate cuts would be both unnecessary and unlikely.

The Polish fixed income market has rallied in recent weeks, fuelled by ECB policy easing and market expectations of interest
rate cuts in Poland. A correction caused by the ‘tape scandal’ (the leak of secret recordings of top officials, including the NBP
President Marek Belka) proved to be short-lived and not very strong. We think that yields may drop slightly further in the
coming weeks, supported by dovish MPC rhetoric, very low inflation and the limited supply of debt. However, we are
probably approaching the bottom. We are expecting an upward trend in yields and IRS after the summer, once it becomes
clear that further monetary easing in Poland is unlikely.

After breaking out of a narrowing trading range, the EURPLN rate fell to a one-year low at the start of June and then retreated
due to worries about a possible economic slowdown, increasing expectations of interest rate cuts and the ‘tape scandal’. We
still believe the zloty will appreciate in the medium run, supported by a growing economy, a stable external balance
and the interest rate disparity between Poland and core markets. In the near term, the currency may be negatively
affected by higher geopolitical risk (Ukraine, Iraq).
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Short- and Medium-term Strategy: Interest Rate Market

I Change (0) Expected trond
e e e e

Reference rate 2.50 >

3M WIBOR -3 -4 2.68 > >
2Y bond yield -51 -23 2.48 | 72
5Y bond yield -74 -25 3.01 | a7
10Y bond yield -79 -24 3.43 > r
2/10Y curve slope -28 0 95 > 7

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

PLN rates: our view and risk factors

Money market: Money market rates may drop further, in our view, as the MPC is likely to abandon its forward guidance framework at the next meeting
in July, reinforcing the markets’ belief that an interest rate cut is possible after the summer. While any decline in WIBOR rates will be probably very small,
the FRA market should react more strongly.

Short end: We think yields may decline slightly more after the MPC meeting, supported by dovish MPC rhetoric, very low inflation and the limited
supply of debt. However, we are probably approaching the bottom. We predict that most of monthly economic data releases in the coming month
will be above consensus.

Long end: A slight downward move in yields is still possible, but likely to be less than at the short end. First of all, bond supply this month will be
concentrated mainly in the long tenors. Secondly, we expect an upward move of long-term bond yields in the core Euro zone markets, which
would also put some pressure on Polish debt.

Risks to our view: If the MPC does not abandon its forward guidance in July and repeats its pledge to keep rates on hold until the end of 3Q14, it
will be a jug of cold water for the market, which would send yields higher across the curve. On the other hand, a rate cut in July (very unlikely in
our view), would drive a much stronger fall in yields and would trigger speculation of more monetary easing to come.
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Short- and Medium-term Strategy: FX Market

I Change (9 Expected Trend
S e e R

EURPLN -0.2 4.16 > a
USDPLN 0.4 0.1 3.05 > ]
CHFPLN -0.2 0.6 3.41 > |
GBPPLN 2.8 1.9 5.19 > ]
EURUSD -0.7 0.3 1.37 > >

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

PLN FX Market: Our view and risk factors

EUR: While the risk of an early election in Poland has diminished since the government won a confidence vote, the weaker macro data and
hopes for interest rate cuts, plus high geopolitical risk (Ukraine, Iraq) are weighing on the zloty. We still think the EURPLN rate should gradually
decline in the coming months, supported by economic growth, the small external imbalance and the interest rate disparity between Poland and
core markets.

USD: The Fed continues to taper QE3 but the outlook for rates staying lower for a considerable period of time may prevent a USD rally. We
expect the EURUSD to move slowly higher, as the euro still has the support of corporate demand and the external surplus, while the introduction
of the ECB’s QE may not be imminent. Thus, the USDPLN may decrease faster than the EURPLN.

CHF: EURCHF should appreciate gradually if the Euro zone and global risk environments continue to improve and more portfolio flows shift away
from the CHF. Therefore, the CHFPLN, after fluctuating near current levels in the near term, is also likely to decrease faster than the EURPLN in
the coming months.

Risks to our view: The geopolitical situation remains tense and an escalation of conflict may have a negative impact on emerging market (EM)
currencies. Much weaker-than-expected Polish economic data and faster or deeper rate cuts could also be negative for the zloty.
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Domestic Money Market: Strong Belief in a Rate Cut This Year

©® Much lower-than-expected inflation, some disappointing
economic data and a change in the MPC’s bias, when it
did not rule out a rate cut in the foreseeable future, have
strongly impacted the market's expectations about
monetary policy in Poland. As a result, WIBOR rates
declined gradually by 1-6bp across the curve. FRAs
dropped more: In monthly term rates fell by 20-40bp, with
the highest drop for the longer tenors. Currently, the FRA
market is pricing-in a rate cut of 25bp in three months' time

Money market rates and NBP refi rate (%)

34

and another one by the end of 4Q14. Moreover, an M e 2 e % % 2 e % % w =
interest rate hike is no longer being discounted by rates £ 53 2 8828 8 8 858 &2 8 5
with maturities up to two years. ——Referencerate  ——WIBOR 3M FRAGX9 ——FRA9X12
©® The MPC meeting in July will be crucial for the money
market’s expectations. In our opinion, the Council will keep % WIBOR3M and reference rate
interest rates unchanged, but it may drop the forward 350 reference rate
guidance, keeping the door open to further easing if T ERAmplied WIBOR a5 of 20/05/14
needed. Money market rates may drop again, as the 200 | —+—FRAimplied WIBOR as of 30/06/214
market will be speculating about an interest rate cut in L
September.
©® In the medium term, we still assume there will be a 2.50 o
gradual increase in WIBOR and FRA rates, as we think W
that monetary easing will not materialise until data show

that economic growth remains robust, while inflation is 200
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Source: Reuters, BZ WBK
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Domestic IRS and the T-Bond Market: The Rally May Be

Running Out of Steam

The domestic debt market has strengthened significantly in
recent weeks, supported by low inflation, which spurs
speculation about the risk of deflation, and by the dovish stance
of the MPC fuelling expectations of a rate cut. A correction in
the second half of the month, due to the ‘tape affair’ and worries
about a snap election, proved neither strong nor long-lasting.
The government won a vote of confidence in parliament and
this quickly brought bond yields and IRS rates down to their
lowest levels in a year. Domestic bonds were also underpinned
by strengthening bonds in core markets.

A bullish flattener developed in both T-bond and IRS markets as
he long end of the curves benefited the most. The 2-10Y spread
narrowed slightly to 94bp for T-bonds and to 85bp for IRS.

If the MPC abandons forward guidance at its July meeting, it
would probably strengthen the idea that an interest rate cut in
September is very likely and would send yields lower. We expect
a sharper decline at the short end of the curve, while the fall in
long-term domestic yields may be limited by gradually rising
bond yields in core debt markets.

However, in general we think that the scope for further
strengthening of Polish debt is diminishing and vyields are
approaching the bottom. The trend may reverse after the
summer, when it becomes clear that further monetary easing in
Poland is unlikely.

Domestic curves (%)

—a— end of 2Q-14 --m--end of 1Q-14

T-bond

Spread 2-10Y (bp)

T-bonds
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Source: Reuters, BZ WBK.
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Demand Corner: Foreign Investors Continue to Purchase

Polish T-bonds

In May non-residents increased their holdings of
Poland’s marketable T-bonds by cPLN2bn to
PLN189.6bn, maintaining their share at slightly above
40% of total PLN-denominated marketable debt. It was
the third month in a row in which non-residents
increased their portfolios. Demand was mainly
concentrated on medium- and long-term T-bonds,
maturing in 2019-23 (in monthly terms, holdings of
these instruments increased by cPLN3bn in total).
According to the Finance Ministry, there was clear
foreign demand in June, with visibly more intense
inflows than in May.

Non-resident institutional holdings were dominated by
investment funds (with 42% of the total foreign portfolio
at the end of May). However, in May central banks,
mainly from the Middle East, increased their portfolio of
Polish T-bonds by PLN2.9bn. The geographical
breakdown shows investors from Asia, North America
and the Middle East increased their holdings (by
cPLN2.5bn in total), while Euro zone investors’
holdings declined by PLNO.9bn.

Commercial banks are currently the biggest domestic
players in the T-bond market. They increased their
portfolios by cPLN4.5bn to nearly PLN140bn in May,
the highest level ever recorded.

Nominal holdings of Polish bonds by foreign investors and
domestic banks (PLN bn)
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Supply Corner: Pause in August

© The Polish Finance Ministry sold PLN11.1bn of T-bonds Liquid reserves held by the Ministry of Finance

via both standard and switch tenders in June. As a at end of month

result, it has already financed c90% of this year’s 60 PN DN

borrowing requirement target. The ministry has 1oz 4o e
maintained the reserve of zloty and foreign currency 50 {484 752485 :

funds of some PLN43bn. What is more, is has started
the pre-financing process for 2015 with a switch tender
(in June it bought back T-bonds maturing in 2015 (i.e. 30 4
WZ0115) worth PLN5.3bn).

©® The Finance Ministry has said it plans to issue T-bonds 20 1
worth PLN10-15bn in 3Q14, in three auctions, two of
which will be held in July and one in September. In July
the offer at standard auctions will amount to PLN3-9bn. 0

40 -

10 4

. . . ™ [92] [92] (92] ™ ™ [92] < < < < < <
The prospect of it redeeming OK0714 and making T T 2 =2 5% > @ = = % = %' .
. . . = s =1 oy 8 [} oy S [} 5
interest payments worth cPLN10.4bn in total according ° < » © 2 o 5 & = < = 5
to its own estimates should support demand on the
primary market. Auction schedule for July 2014
expects €0.7-0.8bn from international financial
institutions and may consider issuing debt on foreign S 200 7 S 2 DERTZS S FLNLE S/
i it the choice depends on
markets, dependmg on market conditions. 23 Jul 2014 25 Jul 2014 market conditions PLN2.0-6.0bn

©® This means the 2014 gross borrowing requirements
should be 100% covered at the end of July.

Source: Ministry of Finance, BZ WBK.

9| Bank Zachodni WBK

& Grupa Santander



International Money Market and IRS: Less Eventful Central

Bank Meetings

EUR rates fell significantly after the June ECB meeting at which
the bank decided to ease monetary policy, trimming official
rates by 10bp, turning the deposit rate negative and introducing
a series of non-standard measures. This improved market
sentiment significantly and both EURIBOR and IRS fell by 5-
15bp. The EUR 5Y IRS is now trading at an all-time low.

The story is different on the other side of the Atlantic where an
improving labour market and a gradual increase in inflation
could cause the Fed to hike rates sooner rather than later. In
monthly terms, LIBOR USD rates were more or less stable,
while USD IRS increased gradually (by 3-7bp).

Central bank meetings still take centre stage. However, the
ECB’s should be less eventful as the bank will now evaluate the
effect of the series of easing measures presented in June. The
ECB remains committed to increasing monetary easing further,
if needed, which may put downward pressure on the front end
of the curves in the coming months. In the US, we expect a
further reduction of the FOMC’s QE program in the next few
months. The Fed might focus on the early communication of its
exit strategy over the next few meetings. Therefore we do not
rule out some upward pressure, in particular on USD IRS rates.
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International Bond Market: Higher US Rates May Put Upward
Pressure on Long-term European Bonds

©® The European T-bond market has continued to rally due to

the ECB’s decision to introduce conventional and non-
conventional measures in June, combined with anaemic
growth and low inflation readings. Consequently, German
bond vyields are close to all time lows, with the 10Y
benchmark near 1.25%. Interestingly, the 10Y Spanish
bond yield fell below the US Treasury equivalent, with the
Italian benchmark only slightly above. At the same time,
the spread between peripheral debt and bunds narrowed
considerably to the lowest levels since 2010.

US Treasuries weakened quite significantly in early June,
due to the improvement in the economy and the rise in the
CPI, but increasing geopolitical tensions (Ukraine, Iraq)
drove yields lower again, to 2.50% for the 10Y benchmark
(the lowest in four weeks). The decline in bund yields was
even bigger and the spread between 10Y US Treasuries
and Bunds widened to nearly 126bp in June (from 112bp
at the end of May).

In our opinion, neither the ECB nor the FOMC meeting in
July will bring significant changes to monetary policy as
the banks delivered signals in June. We believe that a
further improvement in the US economy should cause
Treasuries yields to return to an upward trend. Higher US
rates would put upside pressure on EUR vyields,
particularly longer-dated ones, in the medium term.
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Foreign Exchange Market: Zloty Weakens Temporarily

At the end of May/beginning of June, the EURPLN broke
the lower boundary of the narrowing trading range and
dropped to 4.09, its lowest since April 2013. However, since
then, the zloty has weakened, due to worries about a
possible economic slowdown and growing expectations of
interest rate cuts, among other things. The currency was
also hit by the ‘tape scandal’, which involved leaked
recordings of controversial conversations between top
politicians, including the NBP governor. This threatened to
disrupt the government and prompted speculation about an
early election.

Even though the political uncertainty disappeared quite
quickly after the government won a vote of confidence, the
currency failed to recover all the lost ground. It seems that
weaker macro data and increasing expectations of lower
interest rates are weighing on the zloty and the conflicts in
Ukraine and Iraq are also having some impact.

We still believe that, in the medium term, the zloty will be
supported by a continuation of robust economic growth, a
low external imbalance and the wide interest rate disparity
between Poland and the core European markets.

EURPLN and Polish 10Y benchmark yield
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FX Technical Analysis Corner: EURPLN in a Wide Range
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In line with our
expectations, the
EURPLN declined
temporarily to 4.09,
supported by the
ECB'’s action in June.
The downward trend
effectively stopped at
this level.

The EURPLN marked
a new high of 4.17,
which seems a strong
resistance level.

The first support level
is at 4.14 (23.6%
retracement) and
breaking this would
open the door to a
further decline.

Source: Reuters, BZ WBK
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FX Technical Analysis Corner: Will the EURUSD Break 1.3717
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Macroeconomic Forecasts

2011 2012 2013 2014E 1Q13 2Q13 3Q13  4Q13 1QI4E 2QI14E 3Q14E 4QI14E

GDP PLNbn 1,528.1 15964 1,635.7 1,7035 378.4 396.3 405.6 4555 397.4 413.8 419.5 472.7
GDP %YoY 45 2.0 1.6 3.5 0.4 0.8 2.0 2.7 34 3.3 3.6 3.6
Domestic demand %YoY 3.6 -0.1 0.0 3.6 -1.0 -1.6 0.6 1.8 3.0 3.7 3.5 3.9
Private consumption %YoY 2.6 1.3 0.8 2.8 0.0 0.1 1.0 21 2.6 2.8 3.0 3.0
Fixed investment %YoY 8.5 -1.6 -0.2 6.2 -2.4 -3.3 0.5 2.0 10.7 2.0 6.0 7.0
Unemployment rate 2 % 12.5 13.4 13.4 12.2 14.3 13.2 13.0 13.4 13.5 12.1 11.8 12.2

Current account balance EURm -18,519 -14,191 -5,328 -2,379 -2,313 486 -2,086 -1,415 -766 1,980 -1,165 -2,428

Current account balance % GDP -5.0 -3.7 -1.4 -0.6 -3.1 -2.3 -1.9 -1.4 -1.0 -0.6 -0.3 -0.6
General government % GDP 51 3.9 43 57 i i ) i i i ) )
balance

CPI %YoY 4.3 3.7 0.9 0.3 1.3 0.5 1.1 0.7 0.6 0.3 -0.1 0.5
CPI2 %YoY 4.6 2.4 0.7 0.6 1.0 0.2 1.0 0.7 0.7 0.3 0.1 0.6
CP! excluding food and %Yoy 2.4 2.2 1.2 0.7 1.2 1.0 1.4 1.2 0.8 0.8 0.6 0.8
energy prices

Source: CSO, NBP, Finance Ministry, BZ WBK estimates. a at the end of the period * without changes in the pension system
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Interest Rate and FX Forecasts

2013 2014E 1Q14 2Q14E 3Ql4E 4Q14E

Reference rate @ % 4.50 4.25 2.50 2.50 3.25 2.75 2.50 2.50 2.50 2.50 2.50 2.50
WIBOR 3M % 4.54 491 3.02 2.69 3.77 2.96 2.70 2.66 271 271 2.65 2.68
Yield on 2-year T-bonds % 4.81 4.30 2.98 2.73 3.29 2.77 2.98 2.88 3.01 2.76 2.49 2.67
Yield on 5-year T-bonds % 5.44 4.53 3.46 3.34 3.49 3.09 3.63 3.64 3.71 3.35 3.038 3.28
Yield on 10-year T-bonds % 5.98 5.02 4.04 3.85 3.95 3.58 4.26 4.36 4.38 3.82 3.47 3.73
2-year IRS % 4.98 452 3.10 2.86 3.43 2.81 3.14 3.04 3.07 2.82 2.64 2.90
5-year IRS % 5.24 4.47 3.51 3.40 3.52 3.08 3.76 3.68 3.70 3.31 3.12 3.47
10-year IRS % 5.33 4.56 3.86 3.69 3.76 341 4.13 4.14 4.16 3.73 3.33 3.53
EUR/PLN PLN 4.12 4.19 4.20 412 4.16 4.20 4.25 4.19 4.19 4.17 4.12 4.03
USD/PLN PLN 2.96 3.26 3.16 3.00 3.15 3.22 3.21 3.08 3.06 3.04 3.00 2.90
CHF/PLN PLN 3.34 3.47 341 3.36 3.38 3.41 3.44 3.40 3.42 3.42 3.35 3.23
GBP/PLN PLN 4.75 5.16 4.94 5.06 4.88 4.94 4.97 4.98 5.06 5.11 5.11 4.97
Source: CSO, NBP, Finance Ministry, BZ WBK own estimates; a at the end of period
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Economic Calendar and Events
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MPC Meeting — interest rate decision

ECB Meeting — interest rate decision
Auction of DS0725/ WS0428
Ecofin meeting

CPI for June

CPI excluding food and energy prices for June

Employment and wages for June

Industrial output and PPI for June

Ecofin meeting
NBH meeting - interest rate decision

The choice of T-bonds depends on market conditions
Retail sales for June

FOMC meeting — interest rate decision
CNB meeting - interest rate decision

ECB Meeting — interest rate decision

Official rates on hold, the MPC may consider abandoning its forward
guidance

Offer: PLN1.0-3.0bn
Our forecast: 0.3%YoY, slightly above the market consensus of 0.2%YoY
Our forecast of 0.9%YoY is slightly above market consensus of 0.8%YoY

We expect employment to increase by 0.7%YoY and wages to grow 4.9%
YoY. Our forecast for wage growth is above market consensus of 4.6%

Our forecast of industrial output is 4.4%YoY (above market consensus of
3.5%YoY). We predict PPI at -2%YoY

We expect a rate cut of 10bp
Offer: PLN2.0-6.0bn

Our forecast is 3.8% YoY vs market consensus of 4.2%YoY

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

Money market rates (%)

| Reference| Polonia | wBOR@®) | _ose | _FRA(W) |
L Jrae®w [ @ [ 1M [ 3v ] 6m |12m [ am [ 3v [ 6M | 12M | 1x4 | 3x6 [ 6x9 [ 9x12
End of June 2.50 2.51 2.61 2.68 2.69 2.74 2.41 2.33 2.23 2.18 2.60 2.43 2.31 2.31
Last 1M change (bp) 0 5 -1 -4 -5 -6 -2 -9 -17 -22 -7 -21 -31 -35
Last 3M change (bp) 0 9 0 -3 -5 -5 2 -10 -20 -30 A4l -28 -42 -53
Last 1Y change (bp) -25 12 -14 -4 -2 3 -9 -17 -32 -37 -5 -21 -40 -53

Bond and IRS market (%)

I BONDS _ Sread BONDS/IRS -
End of June 248 301 343 251 294 338
Last 1M change (bp) -23 -25 -24 -27 -32 -27 4 7 3
Last 3M change (bp) -51 -74 -79 -50 -67 -64 -1 -7 -15
Last 1Y change (bp) -50 -66 -86 -61 -84 -73 11 18 -13
IRS (%)
FRA (%) 46 -
4.0 44
4.2
3.6 4.0 -
3.8
3.2 36 -
3.4 A
2.8 i
W an e e TN e 32
Y - 3.0
2.4 2.8 4
2.6 A
20 T T T e e e e & T I 24 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ — ‘ ‘ ‘
2;33%%%%%;;’:; Qﬁgﬂﬁﬁi’ﬂiiiiii
5T o2 e 2 =2 8 8 w2 %2 F 53 2 38 28 8 §8 B &8 & 5 5§
FRA 1X4 FRA 6X9 FRA 12X15 FRA 21X24 ——IRS 2Y PL IRS 5Y PL ——IRS 10Y PL

Source: Reuters, BZ WBK
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2. Polish Bonds: Supply Recap

Total issuance in 2014 by instruments (in PLN mn, nominal terms)

I I T T T Y Y Y ) I e )

T-bonds auction 18,143 8,821 6,573 17,503 5,694 4,990 9,000 5,000 5,000 3,000 2300 86,024
T-bills auction 0
Retail bonds 256 475 190 170 170 170 170 180 170 175 185 176 2,487
Foreign bonds/credits 16,724 1,150 5450 3200 26,524
Prefinancing and financial

resources at the end of 2013 25,000 25,000
Total 60,123 10,445 6,763 17,673 5,864 5,160 14,620 180 5,170 8,375 3,185 2476 140,034
Redemption 16,497 5,613 2,230 16,035 116 60 9,470 1,793 2,796 83 816 91 55,599
Net inflows 43,626 4,832 4,533 1,638 5,749 5,100 5,150 -1,613 2,374 8,292 2,369 2,385 84,435
Rolling over T-bonds 4,807 6,117 10,924

Buy-back of T-bills/ FX-
denominated bonds
Total 43,626 4,832 9,340 1,638 5,749 11,216 5,150 -1,613 2,374 8,292 2,369 2,385 95,359

Coupon payments from
domestic debt

0

1,546 5,596 1,327 1,298 7,507 17,275

Note: our forecasts = shaded area

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

Schedule of Treasury securities redemption by instruments (in PLN m)

Total domestlc Forelgn Total

January 13,660 13,815 2,681 16,497
February 171 171 5,442 5,613
March 117 117 2,113 2,230
April 15,968 66 16,035 16,035
May 116 116 116
June 60 60 60
July 8,145 89 8,234 1,236 9,470
August 198 198 1,594 1,793
September 359 359 2,438 2,796
October 83 83 83
November 171 171 645 816
December 91 91 91
Total 2014 37,773 1,677 39,450 16,149 55,599
Total 2015 78,037 1,710 79,747 14,789 94,536
Total 2016 84,347 1,273 85,621 17,262 102,882
Total 2017 58,543 917 59,460 12,566 72,026
Total 2018 66,671 911 67,582 14,396 81,978
Total 2019+ 148,099 3,233 151,332 135,784 287,116

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

Scheduled wholesale bond redemption by holders (data at the end of May 2014, in PLN mn)

Foreign Domestic Insurance Pension Mutual . Non-financial
: Individuals Other Total
investors banks Funds Funds Funds sector
0 0 0 0 0 0 0

Q1 2014 0
Q2 2014 0 0 0 0 0 0 0 0 0
Q3 2014 4,942 1,914 1,500 14 465 131 10 120 9,096
Q4 2014 0 0 0 0 0 57 7 13 77
Total 2014 4,942 1,914 1,500 14 465 187 16 133 9,173
54% 21% 16% 0% 5% 2% 0% 1% 100%
Total 2015 30,612 31,587 8,316 532 5,959 240 284 5,894 83,425
37% 38% 10% 1% 7% 0% 0% 7% 100%
Total 2016 40,953 17,711 7,793 798 10,998 119 406 6,627 85,406
48% 21% 9% 1% 13% 0% 0% 8% 100%
Total 2017 23,444 16,576 6,093 627 7,846 54 172 3,732 58,543
40% 28% 10% 1% 13% 0% 0% 6% 100%
Total 2018 16,376 31,702 3,838 383 9,488 68 171 4,290 66,317
25% 48% 6% 1% 14% 0% 0% 6% 100%
Total 2019+ 72,625 37,920 24,887 972 10,847 215 276 8,187 155,929
47% 24% 16% 1% 7% 0% 0% 5% 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 April Share in

End End End End End 1Q | End 4Q | End3Q TOTAL (%) in
May14 | Apr14 | Dec13 | Sep’13 2014 2013 g || W || S| e May

Domestic investors 282.4 278.7 381.2 377.3 277.9 381.2 377.3 132 3.09 -21.32 59.8

Commercial banks 139.9 135.4 114.7 116.2 134.3 114.7 116.2 332 1027 3223 29.6(0.6pp)
Insurance companies 52.7 53.2 52.0 52.8 52.9 52.0 52.8 -1.08 012 126 11.2(-0.3pp)
Pension funds 3.3 3.5 125.8 122.7 3.5 125.8 122.7 -5.33 2616 -97.14 0.7
Mutual funds 46.2 46.0 46.7 46.1 45.8 46.7 46.1 0.42 130 1.09  9.8(-0.1pp)
Others 40.2 40.5 42.0 39.5 414 42.0 el 2.2 03 94 8.5 (-0.2pp)
Foreign investors* 189.7 187.6 193.2 200.6 186.9 193.2 200.6 1.07  -324 -8.95 40.2
Banks 30.5 30.5 29.1 32.1 30.5 29.1 32.1 5.72 485 -18.10 6.5
Non-bank fin. sector 150.6 150.6 156.0 159.7 150.6 156.0 159.7 -1.21 -345 526  31.9(0.4pp)
Non-financial sector 4.5 45 4.7 5.2 4.5 47 5.2 753 -522 -17.35 0.9
TOTAL 472.0 466.3 574.3 577.9 464.8 574.3 577.9 1.22 490 -16.59 100
*Total for foreign investors does not match sum of values presented for sub-categories due to omission of irrelevantly small group of investors. Source: MF, BZ WBK
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4. Euro Zone Bonds: Supply Recap

Euro zone planned and completed issuance in 2014 (€ bn)

Austria 23.4 27.7 24.7 49
Belgium 21.8 9.8 31.6 30.0 73
Finland 6.9 4.8 11.7 11.7 55
France 105.0 70.2 175.2 174.0 70
Germany 144.0 - 144 144.0 52
Greece 16.8 5.6 - - -
Ireland 6.9 7.7 14.6 14.6 65
Italy 187.8 27.6 235.4 235.4 71
Netherlands 32.0 15.9 47.9 45.9 71
Portugal 114 7.4 18.8 7.2 61
Spain 68.2 36.7 141.3 141.3 65
Total 624.2 189.9 848.2 828.8 65

Source: Eurostat, BZ WBK.
*/ YTD (year calendar) data for 2014
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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 N 0 PN N N N N N BT N

Poland 11 -1.6 -1.7 -4.3 5.7 57.0 49.2
Czech Republic -0.9 2.0 14 0.8 -1.2 -0.4 -1.5 -1.9 46.0 44.4
Hungary 1.1 2.3 1.7 1.0 3.1 3.0 -2.2 -2.9 79.2 80.3
EU 0.1 1.6 15 1.0 1.6 1.8 -3.0 -2.5 88.9 89.5
Euro area -0.4 1.2 1.3 0.8 2.6 2.9 -3.3 -2.6 95.0 96.0
Germany 0.4 1.8 1.6 11 7.4 7.3 0.0 0.0 78.4 76.0

Main market indicators (%)

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

2013 i) of 2013 | endof June | 2013 |endof June| 2013 2l ot 2013 e o
June June June

Poland 2.50 2.50 2.71 2.68 4.32 3.43

Czech Republic 0.05 0.05 0.05 0.04 2.53 1.47 58 21 60 45
Hungary 3.00 2.30 2.99 2.34 5.71 4.48 377 323 256 162
Euro area 0.25 0.15 0.29 0.21

Germany 1.94 1.26 26 21

Source: EC — Spring 2014, stat offices, central banks, Reuters, BZ WBK.
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5. Poland vs Other Countries (cont.)

Sovereign ratings

S&P Moody's Fitch o 5Y CDS rates vs credit ranking according to S&P
rating outlook rating outlook rating outlook 180 -
Poland A stable A2 stable A stable 160 @Euué]a ary
Czech AA- stable Al stable A+ stable 140 -
Hungary| BB stable Bal negative| BB+ stable 120 - It
Germany] AAA stable Aaa  negative|] AAA stable 100 -
France AA stable Aal negative] AA+ negative 80 -
) . France Czech i
UK AAA  negative| Aal negative| AA+ stable 60 - in
Greece | B- stable | Caa3  stable B stable 40 Germa O Polan
Ireland | BBB+ positive | Baa3 positive | BBB+  stable 20 - reland
ltaly BBB negative| Baa2  stable | BBB+ negative 0 -
Portugal BB stable Ba2 positive| BB+ negative AAA AA+ AA AA- A+ A A- BBB+BBBBBB- BB+ BB BB- B+
Spain | BBB _ stable | Baa3 stable | BBB __ stable Note: Size of bubbles reflects the debt/GDP ratio
200 Fiscal position of the EU countries Inflation rates vs targets (%)
4.0 -
180 G,rggge. 35 | mTolerance range =Target @ Latest figure
. 160 3.0 _—
3 140 1 25
o [ | Italy ]
= 120 u " 20 | — e
& 100 . Buroarea
2 80 soain W By Germany 159
=T u 1.0 -
8 40 Poland | o[ pepublic 0.5 - ° Y
20 .; 0.0 [ ]
-0.5 -
0 1 - o > © <
-18 -15 -12 -9 -6 -3 0 3 8 53 =4 = 9
GG Balance (% of GDP) g 3 § 3’5; 2
L

Source: rating agencies, Reuters, EC, BZ WBK
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5. Poland vs Other Countries (cont.)
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5. Poland vs Other Countries (cont.)

5x5 forward (spread vs EUR, bps)

HU

—PL —CZ

¥ unp
yT dy
vT god
€128
€110
€71 bny
gTunp
€T Jdy
€T ged
Zr98d
21190
21 bny
zrung
2T Jdy
2T 994
1T 98d
17190
1T bny
TT UnC
1T Jdy
TT god
0T 98Q
0T 120
0T bny
ot ung

300

IRS 5Y (%)

HU —EZ

—PL —CZ

250

200

150 +

100
50

%

-50

-100

- yTunC
- YT ddy
FvT ged
€T 92Q
L €T 0
- €T bny
LeTune
- €T Jdy
F€T god
2T 28q
- 21100
-2t bny
Fetune
- 2T ddy
FeTged
- TT 280
- TT 100
L 1T Bny
FTTunC
FTT ddy
FTTged
0T 28@
0T 10
- 0T Bny

0T unt

» 0O N~ © 1 T M N <« O

Zloty and CEE currencies (last 4 months)

-unc og
unr 9z
Lung zz
Hunp 8T
Hung $T
Hunc QT
Func 9

Func g

- Ke|\ 62
+ Rey G2
- KeN T2
+Re LT
+ Re €T
L RelN 6

L RelN §

FAeN T

Hidy 22
Hidy €2
+idy 6T
Hidy 6T
Hidy TT
Lady 2

Lidy €

FJeN 0€
+Ie 9z
+Ien 2z
+Je 8T
1B $T
+JIeN 0T
FJIeiN 9

EURHUF EURCZK

EURPLN

101.0

10Y bond yields (last 4 months)

HU e DE

e P e CZ

100.0 -

99.0 -

98.0 -

97.0 4

e\ ¢

96.0

TH: unf og

L unr 9¢
Lung ge
Lunc g1
Lunt T
Lunt o1
Lunc 9

Luncz

L KeiN 62

L ReN G2
L ReN T2
L Ren /T
L ReN €1
L AeN 6
L keN
L AN T
Ludy 22
L ldv €2
Lidy 6T
L Jdy GT

Lddv TT
Ludy 2
Lidy €
L ley 0g
L Jey 92
LJeN zz
L JeN 8T
L e T
L Je 0T
LIeN 9
e\ ¢

Source: Reuters, BZ WBK

Y
2
C
©
o
<
O
L)
N
v
c
©
o

& Grupa Santander




6. Central Bank Watch

11 [Expectedchangesop) I
[ T e [eos oo [ m [ v [ v |

Nl 2 1
Euro zone Forecast O Ocs = The ECB meeting in July is unlikely to bring any significant changes in
monetary policy as the bank took action in June. The ECB may provide more
Market implied » -3 -2 -5 details of the TLTROs and even on the ABS programme .
UK Forecast 0.50 0.50 0.75 We expect the BoE to keep interest rates unchanged, but the Council has
o made clear that it is getting closer to the point where official rates will need to
Market implied » 3 13 35 _
be raised.
us Forecast 0-.25 0-.25 0.25 FOMC meetings in July are unlikely to bring any significant changes to
monetary policy. We expect the FOMC to focus on the early communication of
Market implied » 15 23 33 its exit strategy over the next few meetings. We uphold our view that the Fed
is unlikely to hike rates before 2H15.
Poland Forecast 2.50 2.50 2.50 ) ) ) ) o )
This month’s MPC meeting will be very important. In our opinion, the Council
. . will keep rates unchanged, but it may drop the forward guidance, keeping door
Market implied » -8 -25 -37 o
open to further monetary easing if needed.
Czech The CNB decided to keep interest rates flat (with the key two-week repo rate at
. Forecast 0.05 0.05 0.05 ] i i
Republic 0.05%) and confirmed its current commitment to keep the EURCZK above, but
. . close to, 27. However, the CNB decided to postpone the end of its FX
Market implied » 29 30 25 ) ; i ) ) i
intervention until 2Q15 instead of the previously discussed 1Q15.
Hungary Forecast 2.30 3.00 2.00 The NBH has continued its easing cycle, trimming official rates by 10bp in
June. Cautious rate cuts may continue in the coming months. Due to the very
Market implied » -6 -6 -6 low CPI, we decided to change our monetary policy forecast and now expect

the bottom of the cycle to be 2%.

Source: Reuters, BZ 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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Important Disclosures (cont.)

This report has been prepared by Bank Zachodni WBK S.A. and is provided for information purposes only. Bank Zachodni WBK S.A. is registered in Poland and is authorised and regulated by The
Polish Financial Supervision Authority.

This report is issued in the United States by Santander Investment Securities Inc. (“SIS”), in Poland by Bank Zachodni WBK S.A. (“BZ WBK”), in Spain by Banco Santander, S.A., under the
supervision of the CNMV and in the United Kingdom by Banco Santander, S.A., London Branch (“Santander London”). SIS is registered in the United States and is a member of FINRA. Santander
London is registered in the UK (with FRN 136261) and subject to limited regulation by the FCA and PRA. SIS, BZ BWK, Banco Santander, S.A. and Santander London are members of Grupo
Santander. A list of authorised legal entities within Grupo Santander is available upon request.

This material constitutes “investment research” for the purposes of the Markets in Financial Instruments Directive and as such contains an objective or independent explanation of the matters
contained in the material. Any recommendations contained in this document must not be relied upon as investment advice based on the recipient’s personal circumstances. The information
and opinions contained in this report have been obtained from, or are based on, public sources believed to be reliable, but no representation or warranty, express or implied, is made that such
information is accurate, complete or up to date and it should not be relied upon as such. Furthermore, this report does not constitute a prospectus or other offering document or an offer or
solicitation to buy or sell any securities or other investment. Information and opinions contained in the report are published for the assistance of recipients, but are not to be relied upon as
authoritative or taken in substitution for the exercise of judgement by any recipient, are subject to change without notice and not intended to provide the sole basis of any evaluation of the
instruments discussed herein.

Any reference to past performance should not be taken as an indication of future performance. This report is for the use of intended recipients only and may not be reproduced (in whole or in
part) or delivered or transmitted to any other person without the prior written consent of BZ WBK.

Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this report and
should understand that statements regarding future prospects may not be realised. Any decision to purchase or subscribe for securities in any offering must be based solely on existing public
information on such security or the information in the prospectus or other offering document issued in connection with such offering, and not on this report.

The material in this research report is general information intended for recipients who understand the risks associated with investment. It does not take into account whether an investment,
course of action, or associated risks are suitable for the recipient. Furthermore, this document is intended to be used by market professionals (eligible counterparties and professional clients
but not retail clients). Retail clients must not rely on this document.

To the fullest extent permitted by law, no Santander Group company accepts any liability whatsoever (including in negligence) for any direct or consequential loss arising from any use of or
reliance on material contained in this report. All estimates and opinions included in this report are made as of the date of this report. Unless otherwise indicated in this report there is no
intention to update this report.

BZ WBK and its legal affiliates (trading as Santander and/or Santander Global Banking & Markets) may make a market in, or may, as principal or agent, buy or sell securities of the issuers
mentioned in this report or derivatives thereon. BZ WBK and its legal affiliates may have a financial interest in the issuers mentioned in this report, including a long or short position in their
securities and/or options, futures or other derivative instruments based thereon, or vice versa.

BZ WBK and its legal affiliates may receive or intend to seek compensation for investment banking services in the next three months from or in relation to an issuer mentioned in this report.
Any issuer mentioned in this report may have been provided with sections of this report prior to its publication in order to verify its factual accuracy.

Bank Zachodni WBK S.A. (BZ WBK) and/or a company in the Santander Group is a market maker or a liquidity provider for EUR/PLN.
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Important Disclosures (cont.)

ADDITIONAL INFORMATION

BZ WBK or any of its affiliates, salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to its clients that reflect opinions that are contrary to the
opinions expressed herein. Furthermore, BZ WBK or any of its affiliates’ trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein.

No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to
comply with these restrictions may breach the laws of the relevant jurisdiction.

Investment research issued by BZ WBK is prepared in accordance with the Santander Group policies for managing conflicts of interest. In relation to the production of investment research, BZ WBK and its
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

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by Banco Santander, S.A. Investment research issued by Banco
Santander, S.A. has been prepared in accordance with Grupo Santander’s policies for managing conflicts of interest arising as a result of publication and distribution of investment research. Many European
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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 NASD Rule 2711 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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Important Disclosures (cont.)

Local Offices
Madrid

Tel: 34-91-257-2035
Fax: 34-91-257-0252
Brussels

Tel:32 2 286 5447
Fax:32 22306724
New York
Tel:212-756-9160
Fax: 212-407-4540
Lima
Tel:511-222-1031
Fax: 511-221-0577

Lisbon

Tel: 351-21-389-3400
Fax: 351-21-387 0175
Paris

Tel:33 15353 7000
Fax: 33 15353 7060
Bogota
Tel:571-644-8008
Fax: 571-592-0638
Mexico DF
Tel:525-629-5040
Fax: 525-629-5846

London
Tel:44-20-7332-6900
Fax: 44-20-7332-6909
Frankfurt

Tel:49 6959 67-6403
Fax: 49 6959 67-6407
Buenos Aires
Tel:54114-341-1052
Fax: 54114-341-1226
Santiago de Chile
Tel:562-336-3300
Fax: 562-697-3869

Milan
Tel:39-02-8542-09810
Fax: 39-02-8606-71648
Tokyo
Tel:813-5561-0591
Fax: 813-5561-0580
Caracas
Tel:582-401-4306

Fax: 582-401-4219
Sao Paulo
Tel:5511-3012-5721
Fax: 5511-3012-7368
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