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Research Update:

Polish Insurer PZU 'A-' Rating Affirmed And Off
CreditWatch; Outlook Negative

Overview

« Under its new nmanagenent team and revi sed strategy, Polish insurance
group PZU woul d, in our opinion, survive the stress associated with a
default of the sovereign's foreign currency obligations.

W are therefore affirmng our "A-' long-termratings on PZU and its core
operating entities and renoving the ratings from Credit WAt ch negati ve.

e Qur negative outlook on PZU nmirrors that on the long-termlocal currency
sovereign rating on Pol and.

Rating Action

On Cct. 31, 2016, S&P d obal Ratings affirmed 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
at 'A-'. The outl ook is negative.

W renoved all ratings from CreditWatch with negative inplications, where we
had placed themon Dec. 18, 2015.

Rationale

The affirmati on and renoval from CreditWatch reflect our view of the group's
revi sed busi ness strategy announced in August 2016 after a change in the
management board, as well as our view of the group's future banking strategy
in Poland. After our review of this strategy, we believe that PZU wi ||
continue to pass our hypothetical sovereign foreign currency default stress
test. We therefore rate PZU one notch higher than our foreign currency
sovereign rating on Poland (foreign currency BBB+/ Negative/A-2; |ocal currency
A-/ Negativel A-2).

In our view, the group's revised strategy doesn't substantially deviate from
t he previous one for 2015-2020, but does reflect the current donestic and
foreign operating environment. The strategy focuses on:

e Profitability of insurance activities, coupled with sinultaneous growh
in selected market segments such as health;

* Yearly reduction of costs by about Polish zloty (PLN) 400 million (about
$100 million), which will be achieved gradually in the next three years;
and

e Creation of a large banking group in Pol and.
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I n addition, PZU announced a new divi dend policy, under which it plans to

di stribute between 50% and 100% of net incone (conpared with around 85%in the
past). The policy envisages that the maxi num profit allocation to organic
growmh will be 20% and the cap on funding nmergers and acquisitions will be
30%

Based on PZU s new strategy, we believe that PZU woul d survive the stresses
associated with a default of the sovereign on its foreign currency obligations
as the group sustai nably passes our hypothetical foreign currency sovereign
default stress test. The ratings therefore remain one notch above our foreign
currency sovereign rating on Poland. The buffers required to pass the foreign
currency stress test increased following the inplenmentation of Solvency Il in
Pol and on Jan. 1, 2016. Additionally, in our view, changed regul ation gives
the conpany nore flexibility around i nvestnment allocation. In our opinion, the
likelihood that PZU will continue to pass the foreign currency stress test is
further assured by additional neasures it has undertaken, |ike the new

di vidend policy. Wt believe this indicates that the insurer is unlikely to
default on its insurance liabilities under a sovereign foreign currency stress
scenario. In our view, the margin at which PZU passes the stress test allows
the group to execute its current business strategy. However, PZU does not pass
our |local currency stress test. Therefore, the ratings on the group are
constrained by our 'A-' local currency long-termrating on Pol and.

Al t hough the banking strategy is high on PZU s agenda, the group is show ng
nore caution in this area. PZU remains the | argest sharehol der of Alior Bank
(not rated), with 29.22% W do not expect it to significantly increase its
investment in Alior bank in the comng two years. That said, we incorporate in
our base case sonme potential further increase in Polish banking exposure, in
line with the group's strategy.

PZU s managenent and governance renain satisfactory, in our view, despite
maj or changes to the board. New board nmenbers are seasoned finance experts
with extensive international experience gained nmainly at |eading financial
institutions. Moreover, in our opinion, the actions undertaken in the past few
nont hs show t hat managenent is well placed to execute the revised business
strategy. In addition, we think that overall corporate governance at PZU
despite sonme initial challenges, renmains sound.

Outlook

The negative outlook on PZU mirrors that on the long-term|ocal currency
ratings on Pol and.

Downside scenario

In the next 12-24 nonths, we would be likely to |l ower our rating on PZU if:

* W | owered our |ocal currency sovereign rating on Poland; or

e Capital naterially weakened on a prolonged basis, or the conpany did not
pass our sovereign foreign currency stress test, for exanple due to a
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significant increase in Polish banking asset exposure or other Polish

sover ei gn exposure.

Upside scenario

As | ong as PZU continues to pass the sovereign foreign currency stress test,

we could raise the ratings if:
« W raised our |ocal

currency ratings on Pol and;

and

* W revised upward our assessnent of PZU s indicative group credit profile

to

at+'. This could occur if PZU nmi ntai ned at

| east very strong capital

and earnings and continued to outperformpeers in terms of profitability.

Ratings Score Snapshot
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I 1 CRA-- 1 nsurance I ndustry And Country Ri sk Assessment.

Related Criteria And Research

Related Criteria
e General
e Ceneral Criteri a:

e Ceneral Criteria:

Criteria: Goup Rating Methodol ogy -
Met hodol ogy: Managenent And CGovernance Credit Factors
For Corporate Entities And |Insurers -
Rati ng Governnent-Related Entities:
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Assunptions - March 25, 2015

e Criteria - Insurance - Ceneral: Enterprise Ri sk Managenent - May 07, 2013

e« Criteria - Insurance - General: Insurers: Rating Methodol ogy - My 07,
2013

e Criteria - Insurance - General: Refined Methodol ogy And Assunptions For
Anal yzing I nsurer Capital Adequacy Using The Ri sk-Based | nsurance Capital
Model - June 07, 2010

e General Criteria: Use O CreditWatch And Qutl ooks - Septenber 14, 2009

 CGeneral Criteria: Ratings Above The Sovereign--Corporate And Governnent
Ratings: Methodol ogy And Assunptions - Novenber 19, 2013

Ratings List

Ratings Affirned; CreditWatch Action

To From
Powszechny Zakl ad Ubezpi eczen S. A
Powszechny Zakl ad Ubezpi eczen na Zycie S. A
Counterparty Credit Rating A-/ Negative/-- A-/Watch Neg/ - -
Fi nanci al Strength Rating A-/ Negati ve/ - - A-/Watch Neg/ - -

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

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

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

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meani ngs ascri bed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornati on. Conplete ratings information is available to subscribers of

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

ratings affected by this rating action can be found on the S& d obal Rati ngs'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi ng S& @ obal

Rati ngs 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) 783-40009.
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