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Research Update:

Polish Insurance Group PZU 'A' Ratings Affirmed
On Criteria For Rating Above The Sovereign;
Outlook Stable

Overview

» Pol and- based conposite insurance group PZU passes our hypotheti cal
foreign currency sovereign default stress test under our revised criteria
for rating conpani es above the sovereign. This indicates that, in our
vi ew, PZU woul d not exhaust its regulatory solvency capital under the
stress of a sovereign foreign currency default.

W are therefore affirming the "A ratings on PZU and renoving them from
CreditWatch negative, where they were placed on Nov. 26, 2013.

e The stable outlook on PZU nmirrors the outl ook on Pol and, reflecting that
the ratings on PZU are constrained at the level of the long-termloca
currency rating on the sovereign

Rating Action

On March 25, 2014, Standard & Poor's Ratings Services affirned 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 Upezpi eczen na Zycie S.A At the sanme time, we renoved the ratings from
CreditWatch with negative inplications, where they were placed on Nov. 26,
2013. The outl ook is stable.

Rationale

The affirnmation follows the inplenmentation of our revised criteria on rating
conpani es above the sovereign |evel (see "Ratings Above The

Sover ei gn-- Cor porate And Governnent Ratings: Methodol ogy And Assunpti ons, "
published Nov. 19, 2013). Under the criteria, we assess the potential inpact
of a hypothetical Polish sovereign default on PZU s consol i dated bal ance
sheet, based on a stress scenario. Based on our assunptions underlying the
foreign currency stress scenario, we believe that PZU would likely retain
positive regulatory capital, owing to the execution of a credible
risk-mtigation plan, and maintain a liquidity ratio in excess of 100%
According to our criteria, this indicates that the insurer is unlikely to
default on its insurance liabilities under the scenario and passes the
sovereign foreign currency stress test. Therefore, the ratings on PZU can be
hi gher than the '"A-' long-termforeign currency rating on Pol and.
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The ratings on PZU are one notch higher than the long-termforeign currency
rating on Poland. This reflects PZU s indicative group credit profile (CGCP
our assessnent before the inmpact of sovereign risk) of 'a', and our assessnent
t hat PZU passes the foreign currency sovereign stress test, factoring in that
PzU wi Il take timely actions to mtigate the effects of Poland experiencing a
foreign currency default. W would currently not rate PZU nore than one notch
above the foreign currency rating on Poland owing to the group's substantia
sovereign risk exposure and the "A local currency sovereign credit rating.
PZU does not pass our local currency stress test owing to its nateria
exposure to Pol and-based assets.

We generally view country exposure as material when an entity has about 25% or
nore of its investnents in a single country's assets (including sovereign
bonds and other assets). In PZU s case, about 96%of its assets are invested
in Poland. We have applied our hypothetical foreign currency sovereign default
stress test to PZU s bal ance sheet, including haircuts on all Pol and- based
assets, such as sovereign bonds, |ocal bank and corporate bonds, real estate,
deposits, and equities. W then conpared the anpbunt of hypothetical |osses
with the regulatory solvency capital (capital stress), to which we added one
year of pretax, post-haircut earnings. W also applied a liquidity stress
under our criteria that used the asset haircuts above.

W estimate that the regulatory capital buffer in a sovereign foreign currency
default scenario would remain positive, after taking into account a mitigation
pl an that we expect PZU will inmplenment gradually in case of deteriorating
sovereign credit conditions in Poland. This plan includes reallocating

Pol and- based assets into investnments outside of the country if Poland's
creditworthiness were to deteriorate. The risk-nitigation plan contenpl ates
reduci ng the assets invested in Poland to 76% of investnent assets of PZU S. A
and PZU na Zycie S. A (excluding assets covering investnent products and

non- quoted own investnments) if the Poland sovereign rating deteriorates
materially.

The mitigation plan has been approved by PZU s managenent board, with the
know edge of the supervisory board. In this case, we consider this approval as
consistent with our criteria (which refers to the approval of the issuer's
board of directors), because of the executive powers of the nanagenent board
under PZU s governance structure (which is required under Polish conpany |aw).
Such powers include decisions to carry out changes to the investnent strategy,
such as the various steps included in the nmitigation plan, with no explicit
authority for the supervisory board to veto such changes. Under these
assunptions, we consider that the plan is credible and bears linmited execution
risk.

In the sovereign foreign currency default scenario, we consider it likely that
PZU woul d benefit fromregul atory forbearance and consider that it would be
allowed to operate even if it were not able to nmmintain solvency capital in
excess of the regulatory m nimum

PZU is Pol and's | argest insurance group and |eads the non-life and life
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i nsurance narkets. The indicative GCP of 'a' reflects our view of the group's
strong business risk profile, supported by its very strong conpetitive
position in Poland. It has a regular premumlife insurance market share of
43% and a non-life nmarket share of 31%in 2013. The indicative GCP is al so
supported by PZU s very strong financial risk profile, built on its very
strong capital and earnings. The group continues to outperformits peers in

t he donestic market.

We conbi ne these factors to derive an anchor of 'a' or 'a+'. For PZU, we use
the | ower anchor of 'a'" to reflect the group's |arge exposure to Polish
government securities rated 'A . These conpri sed about 60% of tota

i nvestments in 2013 and we expect this proportion to remain material through
2016. Because we consider that managenent and governance and enterprise risk
managenment are neutral rating factors, the indicative GCP for PZUis also 'a'.

We regard PZU as a governnent-related entity, chiefly because the Polish
treasury is its main shareholder. W consider that there is a noderately high
i kelihood that the governnent of Poland would 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 inportant role for, and strong |ink
with, the Polish government. However, this assessnent provides no rating
uplift because we cap the ratings on PZU at the |ocal currency rating on

Pol and.

Outlook

The stable outl ook on PZU mirrors that on Poland, reflecting that the ratings
on PZU are constrained at the |level of the long-termlocal currency rating on
t he sovereign.

W would likely lower the rating on PZU if we | owered Poland' s |ocal currency
sovereign rating or if managenent actions increased PZU s exposure to
sovereign risk, causing it to fail the foreign currency stress test. W could
also lower the ratings if we were to take a nore negative view of the
execution risk of the mtigation plan. This could result froma nateria
weakening in capital, higher-than-expected exposure to Polish assets, or a
failure to execute the plan in the event of deteriorating sovereign
creditworthiness. Finally, we could lower the rating if we revised PZU s

i ndi cative GCP to below 'a', which could happen if its capital adequacy or
conpetitive position were to weaken.

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

raise the ratings if:

* W raised the local currency ratings on Poland, and

* W revised upward our assessnent of PZU s indicative GCP to 'a+'. This
could happen if PZU maintains at |east very strong capital and earnings
and continues to outperformpeers in terns of profitability.
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Conplete ratings infornmation is available to subscribers of RatingsDirect at
www. gl obal creditportal.comand at spcapitalig.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 |ocated 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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