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Research Update:

Polish Insurer PZU Group Lowered To 'A-'
Following Downgrade Of Poland; Ratings Remain
On CreditWatch Negative

Overview

e On Jan. 15, 2016, we |lowered our ratings on Poland by one notch.

* In our view, the deterioration of Poland s creditworthiness hei ghtens
country risk for the Pol and-based i nsurer PZU G oup.

* W are therefore lowering our long-termratings on PZU G oup and its core
operating entities to "A-' from'A' .

 The ratings on PZU G oup renain on CreditWatch negative, reflecting the
ongoi ng uncertainties around the group's ability to pass a hypotheti cal
foreign currency sovereign default stress test.

Rating Action

On Jan. 21, 2016, Standard & Poor's Ratings Services lowered its insurer
financial strength and counterparty credit ratings on Pol and-based insurer
Powszechny Zakl ad Ubezpi eczen S. A. (parent conpany of PZU Group) and its rated
core subsidiaries to "A-' from'A'.

The ratings renmain on CreditWatch with negative inplications where we placed
them on Dec. 18, 2015.

Rationale

The rating action follows our lowering of the Iong-termratings on Pol and
(foreign currency BBB+/ Negative/ A-2; |ocal currency A-/NegativelA-2).

Under our criteria, our ratings on an insurer are constrained by our view of
country risk (see "Ratings Above The Soverei gn—€or porate And Gover nnent

Rati ngs: Methodol ogy And Assunptions" published Nov. 19, 2013, on
RatingsDirect). In our view, the downgrade of Poland increases exposure of PzZU
G oup toward country risk.

In our opinion, the downgrade of Poland inmplies increased risk in PZU Group's
i nvestnment portfolio. W estimate that nore than 90% of the PZU G oup's

i nvestments and policyholder liabilities are held by entities domiciled in

Pol and. The PZU Group's assets conprise nostly governnent debt, given the

rel atively underdevel oped debt capital nmarkets in Poland. W estinmate that
around 60% of the group's assets are held in Polish treasury bonds— nore than
2.5x total sharehol der funds. The remainder is invested in Polish noney nmarket
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securities and equity instrunents in Pol and.

We continue to rate PZU Group one notch higher than our foreign currency
sovereign rating on Poland. However, the ratings remain on CreditWatch
negative, reflecting ongoing uncertainties over the group's ability to pass

t he hypot hetical foreign currency sovereign default stress test under our
criteria for rating conpani es above the sovereign (see "Polish Insurer PZU
Goup 'A' Ratings On Watch Negative After CEO Resignation And Uncertainties On
Future Strategy," published Dec. 18, 2015.)

In our view, the sovereign downgrade triggers the group's risk-nitigation

pl an, which contenplates re-allocating assets into i nvestnents outside the
country. W see sone potential uncertainty over execution of the mitigation

pl an, and as such sone uncertainty over PZUs ability to pass the hypothetica
foreign currency sovereign default stress test. Mreover, the CreditWatch
negative status also reflects a lack of clarity regarding the group's future
strategy, particularly surrounding its participation in Polish banking sector
consol i dati on.

We view PZU s indicative group credit profile (GCP) as unchanged at 'a'. The
rati ngs on PZU continue to reflect a very strong conpetitive position in

Pol and where the group has a | eading position in the insurance market and a
very strong financial risk profile based on very strong capital and earnings.
We continue to assess PZU as having an inportant role in the Polish econony
and a strong link with the Polish government. However, this assessment
provides no rating uplift.

CreditWatch

The CreditWatch status reflects the possibility that we could | ower our

rati ngs on PZU G oup by one notch if the group fails to pass our sovereign
default stress test, as we would cap the ratings at the |level of the Polish
foreign currency sovereign rating. It also factors in our uncertainties around
the group's execution of its risk-mtigation plan and possi bl e busi ness
strategy changes foll owi ng the appoi ntment of a new CEO. W expect to resolve
the Credi tWatch pl acenent during the next 90 days, during which we believe we
will obtain nore clarity over the execution of the risk-mtigation plan, a new
CEOis likely to be confirned, and strategic directions defined.

A potential downgrade would nost likely be linited to one notch. W could
lower the ratings if managenent fails to execute its risk-mitigation plan
managenent actions increase PZU s exposure to sovereign risk, or a significant
i ncrease in Polish banking assets causes the group to fail our foreign
currency sovereign default stress test.

We could affirmthe ratings follow ng successful execution of the
risk-mtigation plan, and if we believe that any business strategy changes
taken after succession of a new CEO are not likely to undernmine PZU s ability
to pass our foreign currency sovereign default stress test.
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Fi nancial Strength Rating

Anchor
Busi ness Ri sk Profile
I 1 CRA
Conpetitive Position

Financial Risk Profile
Capi tal and Earnings
Ri sk Position
Financial Flexibility

Modi fiers
ERM and Managenent
Enterpri se Ri sk Managenent
Management and Gover nance
Hol i stic Analysis
Soverei gn Ri sk

Liquidity
Suppor t

Group Support
Gover nment Suppor t

To
A-/ Wat ch Neg

A

Strong
Mbder at e
Very Strong

Very Strong
Very Strong
I nternedi ate
Strong

0

0

Adequat e
Satisfactory
0

-1

Excepti onal
0

0
0

From
A/ Wat ch Neg

A

Strong
Mbder at e
Very Strong

Very Strong
Very Strong
I nternedi ate
Strong

0

0

Adequat e
Satisfactory
0

0

Excepti onal
0

0
0

I 1 CRA--1Insurance I ndustry And Country Ri sk Assessment.

Related Criteria And Research
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Ratings List

Downgr aded
To From
Powszechny Zakl ad Ubezpi eczen S. A
Powszechny Zakl ad Ubezpi eczen na Zycie S. A
Counterparty Credit Rating A-/ Watch Neg/ - - A VWAt ch Neg/ - -
Fi nancial Strength Rating A-/Wat ch Neg/ - - A/ Wat ch Neg/ - -

PZU Fi nance AB (publ)
Seni or Unsecur ed* BBB+/ Wat ch Neg A-/ Wat ch Neg

*Q@uar ant eed by Powszechny Zakl ad Ubezpi eczen S. A

Additional Contact:
Insurance Ratings Europe; Insurancelnteractive_ Europe@standardandpoors.com

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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