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Research Update:

Poland-Based Bank Pekao Affirmed At 'BBB+/A-2'
Following Sovereign Rating Action; Outlook
Negative

Overview

* On Jan. 15, 2016, we lowered our long-term foreign currency sovereign
credit rating on Poland to 'BBB+ from'A-' and our long- and short-term
| ocal currency sovereign credit ratings to 'A-/A-2'" from'A/A 1. W
affirmed the short-termforeign currency sovereign credit rating at
"A-2'. The outlook is negative.

* Although we consider Bank Pol ska Kasa Opi eki (Pekao) to have high
system c inportance in the Polish banking sector, we do not include
not ches of support in its rating given the level of the local currency
sovereign rating

e« Consequently, we are affirmng our 'BBB+/ A-2' counterparty credit ratings
on Pekao.

» The negative outl ook on Pekao reflects the one-in-three possibility of a
downgrade driven by the introduction of the resolution franework in
Pol and or a further negative rating action on the sovereign.

Rating Action

On Jan. 19, 2016, Standard & Poor's Ratings Services affirmed its ' BBB+/ A-2
I ong- and short-termcounterparty credit ratings on Pol and-based Bank Pol ska
Kasa Opi eki S.A (Pekao). The outl ook remai ns negative.

Rationale

The affirmation reflects our assessment that Pekao's creditworthiness is
unchanged fol | owi ng the downgrade of Pol and (see "Pol and Foreign Currency
Rating Lowered To ' BBB+ On Wakening Institutions; Qutlook Negative,"
published Jan. 15, 2015, on RatingsDirect).

We consider that Pekao has high systenic inportance in the Polish banking
sector, particularly reflecting the bank's position as the second-|argest bank
in Poland, with a narket share of about 12%in custoner deposits. Moreover, we
still assess the Polish governnent as supportive toward its banking sector

However, our view of a noderately high likelihood that the bank woul d receive
extraordi nary governnent support if needed does not translate into ratings
uplift, inline with our criteria for rating financial institutions. This is
because the [evel of the |ocal currency sovereign credit rating on Poland is
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only one notch above our assessnent of the bank's the stand-al one credit
profile (SACP), which we assess at 'bbb+'

The ratings on Pekao would |ikely be constrained by the sovereign rating on
Pol and, its country of domicile. If we were to | ower the sovereign
foreign-currency ratings on Poland further to 'BBB' we would likely foll ow
with a simlar rating action on Pekao. The sovereign rating does not act as
ceiling for our bank ratings; such cases are rare as banks are | everaged
institutions and dependent on the soverei gn government for liquidity and other
fornms of system support. For a bank to be rated above the sovereign, Standard
& Poor's woul d need to assess the bank as having sufficient creditworthiness
to withstand a hypothetical sovereign default scenario, including sufficient
liquidity to service debt and a positive equity position comensurate with the
regul atory capital m ninuns.

Furthernore, we understand that the Polish governnent will transpose the bank
resol ution and recovery directive (BRRD) into national law in early 2016. The
BRRD is set to introduce the mandatory bail-in of a m ni mum anount of eligible
liabilities, potentially including certain senior unsecured obligations,

bef ore governnents could provide sol vency support. Accordingly, we believe
that potential extraordi nary governnent support avail able to banks' senior
unsecured bondhol ders will likely dimnish within our two-year rating horizon
If we perceive that support for senior unsecured creditors is |ess predictable
under the new |l egislative framework in Pol and, we would nost likely revise our
assessment of Polish governnment support to private-sector commercial banks to
uncertain fromsupportive currently, as defined by our criteria.

In addition, a potential introduction of a single resolution franework for
cross-border banking groups, such as the UniCredit group within the EU, could
lead to a greater |ikelihood that Pekao's senior unsecured creditors may incur
|osses if the parent were to fail. In this scenario, we would be unlikely to
rate Pekao higher than Uni Credit SpA (BBB-/Stable/A-3), Pekao's parent, given
our view that the subsidiary would be unlikely to continue operating without
defaulting on its senior unsecured obligations in the event of a resolution of
t he parent.

Qur ratings on Pekao reflect the 'bbb-' anchor that we apply to comercia
banks operating in Poland and our assessnments of the bank's business position
as strong, capital and earnings as strong, risk position as adequate, funding
as average, and liquidity as strong, as our criteria define these terns. Qur
vi ew of Pekao's SACP remai ns unchanged at 'bbb+', the highest of the banks we
rate in Poland. The counterparty credit rating is at the sane |evel as the
SACP

Outlook

The negative outl ook on Pekao indicates our view of a one-in-three probability
that inplenentation of EU BRRD in Poland in early 2016 will decrease the
potential extraordinary government support for systenmically inportant banks as
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well as that of a potential introduction of single resolution framework for
cross-border banking groups, such as UniCredit SpA, wthin the EU that could
lead to an increased bail-in risk on the subsidiary in the event of a

resol ution of the parent.

If we did not factor in systenic support fromthe Polish governnent, we would

rate Pekao above its parent UniCredit SpA only if we considered Pekao to be:

e Insulated (substantially protected from adverse parental effects or
intervention), which we currently consider highly unlikely; or

* Eligible for consideration of additional |oss-absorbing capacity (ALAC
once Pol and has adopted the BRRD, and we consider it to have an effective
resol ution regi ne where Pekao is subject to a separate resol ution process
fromits parent.

The negative outl ook al so incorporates the possibility of a downgrade
following a further negative rating action on Poland. If we lowered long-term
foreign-currency rating on Pol and, which now carries a negative outl ook, we
would likely cap the ratings on Pekao at the | evel of the sovereign rating.

We coul d revise the outl ook on Pekao to stable if we consider that potentia
extraordi nary government support for the bank's senior unsecured creditors is
unchanged in practice, despite the introduction of bail-in powers and
international efforts to increase banks' resolvability; or if we consider
Pekao to be subject to a separate resolution process fromits parent and
having a sufficient buffer of subordinated instrunents eligible for ALAC,
fully offsetting the increased bail-in risks.

An outl ook revision would also hinge on a sinmlar rating action on the
sover ei gn.

Ratings Score Snapshot

| ssuer Credit Rating BBB+/ Negati ve/ A- 2
SACP bbb+

Anchor bbb-

Busi ness Position Strong (+1)
Capi tal and Earni ngs Strong (+1)
Ri sk Position Adequat e (0)
Fundi ng and Aver age and
Liquidity Strong (0)
Suppor t 0

ALAC Support 0

GRE Support 0

Group Support 0

Sover ei gn Support 0

Addi ti onal Factors 0
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Ratings Affirmed

Bank Pol ska Kasa Opieki S. A
Counterparty Credit Rating BBB+/ Negati ve/ A- 2

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al ratings affected by
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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 followi ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mdscow 7 (495) 783-4009.
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