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e In our view, the Polish private sector's ability to service its el evated
forei gn-currency denom nated debt could weaken if the econom c prospects
fade and the Polish zloty is subject to further depreciation

e (perating conditions for Polish banks remain difficult and a new bank
| evy, increased regulatory costs, and costs related to potential

foreign-currency |oan conversions will put further pressure on the
sector's profitability in the lowinterest rate environnent.
e This will, in our view, reduce Polish banks' capacity to absorb | osses

and wi thstand shocks and could increase risks to the stability of the
banki ng system

» Therefore, we consider that the Polish banking sector faces negative
econonm ¢ and industry risk trends over the next two years.

* W are affirming our 'BBB+/ A-2' ratings on Bank Pekao and keepi ng our
negative outl ook

« W are revising our outl ook on nBank to negative from stable and
affirming the 'BBB/ A-2' ratings.

FRANKFURT (Standard & Poor's) Feb. 3, 2016--Standard & Poor's Ratings Services
said today it had reviewed the economc and industry risk trends the Polish
banki ng i ndustry faces and had revised its opinion of country risk to the
Pol i sh banki ng sector to negative from stable.

At the same tinme, we affirned our 'BBB+/ A-2' counterparty credit ratings on
Bank Pol ska Kasa Opi eki S. A (Bank Pekao). The outl ook renains negative.
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We revised our outlook on nBank to negative fromstable and affirned the
"BBB/ A-2' counterparty credit ratings.

Qur negative view of the economic risk trend reflects our expectation that the
private sector's debt capacity is not inproving, as we had previously
expected. We forecast the Polish econony will grow by 3.3%in 2016-2017, but
we expect GDP per capita to stagnate around US$13, 000 because of the
depreciation of the Polish zloty (PLN) agai nst npbst foreign currencies,

i ncluding the Swiss franc (CHF). Previously, we expected GDP per capita would
reach about US$19, 000 by 2018, approaching the current |evel of the Czech
Republic and Sl ovakia. W believe that the household sector's ability to repay
its elevated foreign currency-denon nated debt coul d weaken as economnic
prospects fade. As of Nov. 30, 2015, househol ds' exposure to nortgage | oans
denom nated in foreign currency anounted to PLN169 billion, or 44.5% of the
total |oan portfolio to households (17.5% of total |oans to the nonfinancial
sector).

Qur negative view of the industry risk trend reflects our opinion that the
banki ng sector's ability to absorb |osses and to wi thstand shocks coul d weaken
over the next two years. The new bank asset tax, effective as of February 2016
(0. 44% based on banks' adjusted assets annually), and increased contributions
to the Bank Guarantee Fund--including payments to the resol ution
fund--conmbined with the challenging |low interest rate environnent, wll

meani ngful | y reduce the banking sector's profitability fromthe current

levels. This will, in our view, reduce the banking sector's capital buffers
and capacity to generate new busi ness, especially for smaller banks. Mbreover,
we believe that the banking sector's structure could change over tine due to
further consolidation pressure and strategic considerations by foreign
parents. |If we saw potential for the Polish central bank and banki ng regul at or
to be subject to political influence, it could weaken our assessnent of Polish
banki ng regul ati on, governance, and transparency. These factors could

i nfluence investors' perception of Poland' s financial market.

The negative industry risk trend also reflects the risks related to the
ongoi ng political debate on restructuring of nortgage loans in foreign
currency. We understand that there remain significant uncertainties around the
Pol i sh president's new proposal on Jan. 15, 2016, especially in relation to
the costs of the conversion and rei nbursement of foreign currency spreads

gai ned by the banks. W believe that a forced conversi on shoul dered
principally by the banking sector could significantly weaken the sector's
financial position and its capacity to support the econony. As a consequence,
private sector |ending and econonic prospects could weaken in the nediumterm

Furthernore, we understand that the Polish governnent will adopt the EU s bank
resolution and recovery directive (BRRD) into national law in early 2016. The
BRRD is set to introduce the mandatory bail-in of a m nimum anmount of eligible
liabilities, potentially including certain senior unsecured obligations,

bef ore governnents may provide sol vency support. Accordingly, we believe that

potential extraordinary government support available to systemcally inportant
banks' senior unsecured bondholders will likely diminish wthin our two-year
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rating horizon. If we perceive that support for senior unsecured creditors is
| ess predictable under the new | egislative framework in Poland, we woul d nost
likely revise our assessment of Polish government support to private-sector
comer ci al banks to uncertain from supportive currently.

RATI NGS AFFI RVMED; QUTLOOK RENMAI NS NEGATI VE
Bank Pol ska Kasa Opieki S. A

The negative outlook reflects our view that there is a one-in-three
possibility of a downgrade, driven by the introduction of the resolution
framework in Poland in 2016 or a further negative rating action on the
sover ei gn.

We expect that the inplenentation of the BRRD in Poland in early 2016 will
decrease the potential extraordi nary governnent support for systemically

i mportant banks. W al so consider that the potential introduction of a single
resol ution framework for cross-border banking groups, such as UniCredit SpA,
within the EU could lead to an increased bail-in risk on the subsidiary in the
event of a resolution of the parent.

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

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

be:

* Insulated (substantially protected from adverse parental effects or
i ntervention); 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 also incorporates the possibility of a downgrade
following a further negative rating action on Poland. If we |owered the

| ong-term foreign-currency rating on Poland, which now carries a negative
outl ook, we would likely cap the rating on Bank Pekao at the level of the
| ong-term forei gn-currency sovereign rating.

Al t hough the operating conditions for Polish banks are becom ng nore
demandi ng, we consi der that Bank Pekao hol ds sound enough capital levels to
wi t hstand potentially adverse devel opnents in the econony and that its
exposure to CHF-denoni nated nortgage | oans is conparatively | ow

We coul d revise the outl ook on Bank Pekao to stable if we consider that
potential extraordinary government support for the bank's senior unsecured
creditors is unchanged in practice; or if we consider Bank Pekao to be subject
to a separate resolution process fromits parent and having a sufficient

buf fer of subordinated instruments eligible for ALAC, fully offsetting the

i ncreased bail-in risks. An outlook revision would also hinge on a simlar
rating action on the sovereign.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 3, 2016 3

1572757 | 302348958



Polish Banking Industry Country Risk Now Negative; Bank Pekao And mBank Ratings Affirmed With Negative
Outlooks

RATI NGS AFFI RVED;, OUTLOOK REVI SED TO NEGATI VE
nmBank

The outl ook revision to negative fromstable reflects our view that we no

| onger believe nBank's earnings capacity to be sufficient to counter a
potentially weakening capacity of the parent bank Conmerzbank AG to provide
support, if we were to downgrade Conmerzbank. nmBank's ability to build up
capital in the next two years will, in our view, be negatively affected by the
i ncreased costs related to the bank asset tax, but also the nore chall enging
operating environnent the Polish banking sector is facing. Therefore we now
forecast the risk-adjusted ratio will be at 9.0% 9.5% over the next 12-18

nont hs. The negative outl ook now mirrors that on Comerzbank.

If the proposed foreign-currency |oan conversion were to materialize, we think
this would likely weaken nmBank's financial position due to its

hi gher -t han-sect or-average exposure to nortgage | oans in CHF. However, if our
assessnent of nBank's stand-alone credit profile, specifically our conbined
view of its capital and risk position, were to weaken, we could factor
addi ti onal notches of group support into our rating on nmBank, in line with our
criteria.

We could revise the outl ook to stable if we take a simlar action on the
par ent bank.

RELATED CRI TERI A AND RESEARCH
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 Bank Rating Methodol ogy And Assunptions: Additional Loss-Absorbing
Capacity, April 27, 2015
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e Group Rating Methodol ogy, Nov. 19, 2013

 Ratings Above The Sovereign--Corporate And Gover nment Rati ngs:
Met hodol ogy And Assunptions, Nov. 19, 2013

e Quantitative Metrics For Rating Banks d obal ly: Methodol ogy And
Assunptions, July 17, 2013

 Revised Market Ri sk Charges For Banks In Qur Risk-Adjusted Capital
Framewor k, June 22, 2012

e Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Banking Industry Country Ri sk Assessnent Methodol ogy And Assunpti ons,
Nov. 9, 2011

e« Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010
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e Commercial Paper |: Banks, March 23, 2004

Rel at ed Research

* Pol and Foreign Currency Rating Lowered To 'BBB+ On Weakeni ng
Institutions; Qutlook Negative, Jan. 15, 2016

e Banking Industry Country Ri sk Assessnent Update, Jan. 14, 2016
e Banking Industry Country Ri sk Assessnent: Pol and, June 30, 2015

Bl CRA SCORE SNAPSHOT*

Pol and To From
Bl CRA Group 5 5
Econonic ri sk 5 5
Econonic resilience Hi gh risk Hi gh risk
Econoni ¢ i nbal ances Internediate risk Internediate risk
Credit risk in the econony Internediate risk Internediate risk
I ndustry risk 5 5
Institutional framework Internediate risk Internediate risk
Conpetitive dynamics Internediate risk Internediate risk
Syst emwi de fundi ng Hi gh risk H gh Ri sk
Tr ends
Econonic risk trend Negati ve St abl e
I ndustry risk Trend Negati ve St abl e

*Banki ng I ndustry Country Ri sk Assessnent (Bl CRA) economic risk and industry
risk scores are on a scale from1 (lowest risk) to 10 (highest risk). For nore
details on our BICRA scores on banking industries across the gl obe, please see
"Banki ng Industry Country Ri sk Assessnment Update," published nmonthly on

Rati ngsDi rect .

RATI NGS LI ST

Rati ngs Affirned

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

Ratings Affirmed; Qutl ook Action

To From
nBank
Counterparty Credit Rating BBB/ Negat i ve/ A- 2 BBB/ St abl e/ A- 2
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NB: This |ist does not include all the ratings affected.

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

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
infornmation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All

ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standardandpoors.com Use the Ratings search box
located in the left colum. Alternatively, call one of the follow ng Standard
& Poor's nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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