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Research Update:

Poland-Based Insurer PZU Group Outlook Revised
To Stable On Stabilizing Financial Strength; 'A-'
Ratings Affirmed

Overview

« The financial strength of Powszechny Zakl ad Ubezpi eczen G oup (PzU
G oup), in our view, has stabilized over the nonths follow ng the group's
| aunch of a nunber of measures to prepare for increased exposure to the
Pol i sh banki ng sector.

e« W think that the group's stabilization and greater clarity about its
i nvestnments into the Polish banking sector supports the group's current
credi tworthi ness over the nmediumterm

« W are therefore revising our outlook on PZU Group to stable from
negative and affirming the 'A-' ratings.

e The stable outlook reflects our view that the group will continue to
advance its strategy to sustain its business position and financi al
strengt h.

 Following the conpleted acquisition of a stake in Bank Pekao and
acquiring greater clarity around the bank's future role within PZU G oup
we assess the bank as noderately strategic to the group

Rating Action

On Cct. 27, 2017, S&P d obal Ratings revised its outl ook on Pol and- based

i nsurer Powszechny Zakl ad Ubezpi eczen Group (PZU Group) and its rated core
subsidiaries to stable fromnegative. W affirnmed our 'A-' issuer credit and
financial strength ratings.

Rationale

The outl ook revision stens fromour view that PZU G oup's overall financial
strength has been stabilizing over the nmonths follow ng the group's

acqui sition of a 20% stake in Pol and-based Bank Pol ska Kasa Opi eki S. A (Bank
Pekao; BBB+/ Stabl e/ A-2) on June 8, 2017. W think that PZU G oup's capital and
earnings remain very strong, making the group resilient against the expected
stress fromits large portfolio of donestic assets that woul d acconpany any
sovereign foreign currency default.

Si nce announci ng the purchase of the 20% stake in Bank Pekao on Dec. 8, 2016,
PZU Group has taken a nunmber of measures to becone financially prepared to
finalize the acquisition, including fulfilling its | onger-termcomitnents
that were established in the group's strategy, which it presented in August
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2016. In our view, the nmeasures that PZU G oup has undertaken regarding the
acquisition financing offset the inpact of the increased banki ng exposure in
Pol and. One of the core aspect was the conbination of deal financing, under
whi ch sone higher-risk assets were divested, somewhat alleviating the risks
stemm ng fromthe higher exposure from banking investnents in Pol and.
Additionally, the group's June issuance of Polish zloty 2.25 billion

(approxi mately €0.53 billion) subordinated debt and strong ongoi ng
underwriting performance are reducing the risk of slippage in the nmediumterm

W believe that the risk of further buil dup of donestic banking exceeding the
current hol dings in Bank Pekao and Alior Bank S. A and sovereign risk exposure
has receded, which we believe supports PZU Group's midtermsustainability of
its financial strength. W now have greater clarity on the group's future
strategy regarding its investnments in the Polish banking sector, which we
expect to remain stable over the next 12-18 nmonths. Furthernore, we now

beli eve that the conpany is making progress with further rebalancing of its
donestic investnent risk exposure and is inproving its portfolio
diversification with i nvestnents outside Poland. W do not expect that these
neasures will cause additional volatility for the group over the mediumterm
We al so believe these neasures to be a sustainable part of the group's future
strategy. In our view, greater investnent portfolio diversification may

i nprove the group's resilience to noderate market volatility stemmng fromits
exposure to the Polish banking sector

After receiving greater clarity around Bank Pekao's future role wthin PZU
Group, we now consi der Bank Pekao to be noderately strategic in the overal
group context. Bank Pekao has a track record of strong capitalization and
above- mar ket operating performance. W expect that Pekao will nmaintain its
conservative growmh strategy and continue to hold sufficient capital buffers
to withstand any adverse devel opnents in its operating environnment w thout
materially affecting the stability of PZU G oup. W assume Bank Pekao will
remain a steady contributor to the overall group performance. Additionally,
our understandi ng that PZU Group intends to gradually transforminto a
bancassurance group confirns the group's longer-termconmtment to devel opi ng
with the bank. This makes us believe that PZU woul d not divest fromthe bank
inthe nediumterm W do not include any uplift in the rating of Bank Pekao
fromits current group status within the PZU group as it is currently assessed
one notch bel ow PZU on a stand-al one basis.

Outlook

The stable outl ook on PZU Group reflects our view that the group will continue
to advance its strategy to sustain its business position and the strength and
stability of its capital and earnings position.

Downside scenario

In the next 12-24 nonths, we would likely take a negative rating action if,
contrary to our current expectations:

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 27, 2017 3

1938393 | 300274536



Research Update: Poland-Based Insurer PZU Group Outlook Revised To Stable On Stabilizing Financial Strength;

e The group increases its exposure to the donestic sovereign or

'A-' Ratings Affirmed

banki ng

sector and woul d therefore undermnmine the group's ability to sustainably

pass our hypothetical foreign currency sovereign stress test;

 Capital weakened for a prol onged period below the threshold for our very

strong category, squeezed either

performance or investnent | osses,

or expenditures for any further acquisitions;
e W lowered our local currency sovereign credit

Upside scenario

We coul d revise up our assessnent of PZU Goup's stand-al one credit

by weaker -t han- expected operating
consi derabl y higher dividend payouts,

rati ng on Pol and.

profile if

we observe a track record of execution of the current strategy and stable

management and gover nance processes.

However ,

our view of the group's

creditworthiness would inprove in this case only if we raised the |oca

currency rating on Pol and.

Ratings Score Snapshot

Fi nancial Strength Rating
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Powszechny Zakl ad Ubezpi eczen S. A
Counterparty Credit Rating A-/ Stabl e/ -- A-/ Negative/ - -

Powszechny Zakl ad Ubezpi eczen S. A
Powszechny Zakl ad Ubezpi eczen na Zycie S. A
Financial Strength Rating
Local Currency A-/ Stabl e/ - - A-/ Negati ve/ - -

Powszechny Zakl ad Ubezpi eczen na Zycie S. A
Counterparty Credit Rating
Local Currency A-/ Stabl e/ -- A-/ Negative/ - -

PZU Fi nance AB (publ)
Seni or Unsecur ed* BBB+ BBB+

*Quar 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 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
information. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on the S& G obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings 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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