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Research Update:

Polish Insurance Group PZU Core Subsidiaries
Ratings Affirmed At 'A' After Insurance Criteria
Change; Outlook Stable

Overview

 Following a review of Pol and-based conposite insurance group PZU under
our revised insurance criteria, we are affirmng our 'A ratings on the
conpany's core subsidiaries.

» The ratings reflect our view of the group's strong business risk profile
and very strong financial risk profile, although sonewhat constrai ned by
the group's | arge exposure to donestic soverei gn debt.

« The stable outlook reflects our view that the group will sustain its very
strong, narket-I|eading conpetitive position in Poland, which should
enable it to achieve our base-case earnings assunption and maintain very
strong capital and earnings.

Rating Action

On July 12, 2013, Standard & Poor's Ratings Services affirmed its 'A insurer
financial strength and counterparty credit ratings on the core operating
subsi di ari es of Pol and-based conposite insurance group PZU--property/casualty
(P/C) insurer Powszechny Zakl ad Ubezpi eczen S. A and life insurer Powszechny
Zakl ad Ubezpi eczen na Zycie S. A The outlook is stable.

Rationale

The ratings reflect our view of the group's strong business risk profile,
supported by its very strong conpetitive position in Poland, and its very
strong financial risk profile, built on its very strong capital and earnings.
We conbi ne these factors to derive an anchor of 'a' or 'at+' for PZU W use
the I ower anchor of 'a' for PZU to reflect the group's |arge exposure to
donestic sovereign debt. Although PZU has started to reduce its exposure to
Pol i sh governnent securities (about 70% of total investnents in 2012), we
expect it to remain material in 2013-2015, reflecting a |ack of Polish

zl oty-denom nated i nvestment opportunities. W align the stand-al one credit
profile (SACP) for PZU with the anchor, as we consider that potenti al

nodi fying factors are neutral for the ratings. The ratings on PZU are at the
sane |level as the group's SACP as there is no uplift for potential

extraordi nary government support.

We regard PZU as a governnent-related entity (GRE) because, anong ot her
reasons, the Mnistry of the Treasury of the Republic of Poland (foreign
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currency A-/Stable/A-2; local currency A/Stable/A-1) is its main sharehol der
In our opinion, there is a noderately high likelihood that the governnent of
Pol and woul d provide tinely and sufficient extraordi nary support to PZU in the
event of financial distress. This assessment is based on our view of PZU s
important role for, and strong link with, the Polish governnent. However, this
assessnment provides no rating uplift owing to our current 'a' SACP on PZU and
the "A" local currency sovereign credit rating.

PZU is predonminantly active in the Polish P/C (54% of gross premuns in 2012)
and life sectors (46%, and has relatively small operations in Lithuania and
Ukrai ne (both less than 19%9. At the end of 2012, PZU al so started operations
in Latvia and Estonia by opening branches there. As a result, we believe PZU
faces noderate industry and country risk, mainly based on our view of noderate
country risk in Poland. Qur assessnent of industry risk in Poland reflects our
neutral view of barriers to entry and product risk for the Polish PFC and life
mar ket, our positive view of profitability in the Polish |ife market, and our
neutral view of profitability in the Polish P/C market. W do not expect to
change our overall industry and country risk assessnent in 2013-2015 in view
of PZU s | arge donestic exposure and our belief that PZU night find it
difficult in the current environment to achieve its goal of diversifying
geographically via acquisitions in Central and Eastern Europe (CEE), owing to
a lack of neani ngful opportunities.

W consider that PZU has a very strong conpetitive position, reflecting its
significant market-|eading position in the Polish insurance market, unrival ed
distribution capabilities, a well-diversified business nix, and strong brand
recogni ti on anong the Polish popul ation. Mreover, we believe PZU is well

pl aced to continue to transformits very strong conpetitive position into an
operating performance that is above peers in the Polish insurance market.
Under our base-case scenario, we anticipate that PZUw Il nmaintainits

mar ket -1 eadi ng position in Poland and that gross premunms witten (GPW on a
group basis could grow by about 2% 4% annual |y through 2013-2015.

We assess PZU s capital and earnings as very strong, with capital adequacy
exceedi ng our ' AAA' benchmark in 2012, according to our capital nodel.
However, we expect the group's potential international expansion and high

di vi dend payouts to weaken capital adequacy. Neverthel ess, we expect capita
adequacy to continue to exceed our expectations in 2013-2015, at |east at the
"AA" level. Under our base-case scenario, we anticipate a net inconme of about
Polish zloty (PLN) 2.5 billion, a conbined (loss and expense) ratio of about
93% 96% and a return on equity of about 18% 20%

In our view, PZU s risk position reflects intermedi ate risks, based on a
conservative investment strategy and reinsurance cover against the group's
natural catastrophe exposure in Poland. About 74% of its investnents conprise
fixed income securities (including |oans). The average rating of the bond
portfolio is "A due to the |large exposure to Polish government securities. W
expect PZU to continue to reduce its exposure to Polish governnent securities,
although it could remain material in 2013-2015 due to regulatory requirenents
to invest in Polish zloty-denoni nated assets.
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PzZU has strong financial flexibility, in our view, thanks to the linmited
capital it needs to fund its business growth, the group's earnings generation
capacity, proven access to the capital markets, and a virtually debt-free

bal ance sheet.

PZU s enterprise risk managenent (ERM and nanagenment and governance practices
are neutral factors for the rating. Qur assessnent of ERM as adequate reflects
our neutral assessnment of its risk nanagenent culture and risk controls for
its main risks. In our view, the group's strategic risk managenent has
improved to a nore holistic view of its risk profile. These devel opnents are
very recent, however, and we believe the group still needs to denonstrate a

| onger track record in these areas. The inportance of ERMto the rating is
low, reflecting PZU s very strong capital and earnings and its geographic
focus on Pol and.

PZU s managenment and governance is satisfactory, in our view This reflects
the group's clear strategic planning, strong track record of executing its
strategy, particularly since the existing nanagenent teamwas put in place in
2007, and conservative financial nanagenent, including strong bal ance sheet
managenent and a track record of strong earnings.

We regard PZU s liquidity as exceptional, owing to the strength of avail able
liquidity sources, mainly premuminconme, and its |iquid asset portfolio.

Outlook

The stable outl ook reflects our viewthat the group will sustain its very
strong, market-1eading conpetitive position in Poland, which should enable it
to achi eve our base-case earnings assunption and naintain very strong capita
and earni ngs.

A negative rating action on the ratings on Poland would likely trigger simlar
rating actions on PZU due to its |large exposure to donestic sovereign debt and
its geographi c business focus on Pol and.

We could raise the ratings on PZU if:

e W raised the ratings on Pol and, and

* It maintained very strong capital and earnings and continued to deliver
ear ni ngs out performance through | everaging its very strong conpetitive
position in Pol and.

Rating Score Snapshot

Fi nancial Strength Rating Al St abl e
Anchor a
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Powszechny Zakl ad Ubezpi eczen na Zycie S. A
Counterparty Credit Rating

Local Currency Al St abl e/ - -
Fi nanci al Strength Rating
Local Currency Al Stabl e/ --

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 creditportal.com and at spcapitaliqg.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 Ofice (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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