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KEY INSIGHTS AND CONCLUSIONS

Condition of the banking sector remained stable in 2012.

Stronger capital position

The capital base improved (the equity increased from PLN 110.7 billion as at the end of 2011 to PLN 128.8
billion as at the end of 2012, the solvency ratio increaseddm 13.1% to 14.7%, Tier 1 ratio increased from
11.7% t013.1%). Thesound capital position of the sector is reflected inonly a small number of bankswith

the solvency ratio and Tier 1 ratioat the level of below, 12% and 9% correspondingly(which cover
respectively 9.9% and6.1% of the assets of the banking sector).

Considering the increased risk level in the external environment, it is important to maintain the strong capital
base and - in case ofsome banksz its further improvement. This is because ofalatively high level of
AAAOI Ol AOAA OEOE OADI credstandbbcaudeoh diffisuriaddirancidl Adndkibna A
AT OE T £ OEAT T AU 1TACAOCEOATI U AZE£ZAAO OEA ££EET AT AEAT OOAT
the financial markets. Considering that, KNF published recommendations regarding the distribution of profit
of 2012. Their implementation should preserve stability and security, ensure further development of the
sector and facilitate the acquisition of alternative sourc®f funding for the banking activities.

Good situation in terms of current liquidity

Situation in terms of current liquidity was good. The KNF Resolution no. 386/2008 was not breached
frequently and, if yes, such breaches came from entities with an insificant share in the total assets of the
whole sector. The basic liquidity ratios remain stable and are still at satisfactory level (positive liquidity gap
increased from PLN 140.3 billion as at the end of 2011 to PLN 156.9 billion as at the end of 20th2, short
term liquidity ratio increased from 1.46 to 1.55). Theloan to depositratio to non-financial sector improved
(i.e. it dropped from 109.4% to 106.6%).

Although the current situation is good, it is recommended to carry out further actions aimed a&xtending the
maturity of OEA AAT EET ¢ OAA Ol adjéstihein fo AhA iBdtuBitdsiuktOre @ assefs,Qo iriprove
the stability of the financing sources and to implement, considering difficult external conditions, the
development strategiesaimed at reducing the liquidity risk.

Thefinancial result similar to 2011, however with a considerable impact of non-stable factors

Despite adverse external situation, the financial results generated by the banking sector were similar to those
of 2011 (net financial result was PLN 1%21 million, i.e. itwas PLN 19 million (0.1%) lowerthan in 2011; the
results improved in 413 institutions that hold 57.2% of all assets of the banking sector; financial results of
other institutions deteriorated; 18 instit utions reported losses of the total amount of PLN 340 million).

The net interest income grew at a slower pace in 2012 (increase by PLN 501 million; 1.4%). This was the
result of a moderate increase in the interest revenue (by PLN 6,520 million; 10.1%) coinied with a high
increase in the interest costs (by PLM,019 million; 20.2%). The significant increase in the interest costs was
caused by a steep increase in the household deposit costs (by PLN 3,828 million; 28.8%3 the result of the
increase in thedeposit base and the interest rates (the effect of the monetary policy tightening in 2011 and
in the first half of 2012), as well as of the growing competition at the deposit market. The result on fees and
commissions has not changed (increase by PLN 59lhon; 0,4%) and the result on other banking activities
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slightly increased (by PLN 886 million; 11.0%), among others, because of selling a portion of the bond
portfolio to realise the profits resulting from increased prices. The consequence of the aboveanges is the
slight increase in the result on banking activities (by PLNL,445 million; 2,5%).

Difficult external conditions translated into a stronger pressure on cost control. As the result, the operating

costs increased slightly (PLN 1,092 million; 4%), mainly due to the increase in the employment costs (by

PLN706 million; 4.8%) and, to a smaller extent, in overhead costs (by PLN 386 million; 3.2%). The
amortization/depreciation remained unchanged as compared to 2011.

The negative balance of impairrant losses and provisions increased in 2012, as compared to two previous
years (by PLN 1,133 million; 12.8%). This was the result, first of all, of a deteriorated condition of several
large construction enterprises, the fact that translated into a steep a@rease in the balance of impairment
losses for the enterprise sector (by PLN 2,134 million; 169.7%). On the other hand, the balance of
impairment losses for consumer loans dropped sharply (by PLN,285 million; -34.7%). The following
dropped as well: the lalance of impairment losses for household loans (by PLNB5 million; -10.1%) and for
other household debts (byPLN 169 million; -12.8%). The negative IBNR result was reduced (by PLN 90
million; -18.8%).

Despite marginal role of the itens, increased resulton other operating income and costs (by PLN 396
million; 72.0%) as well aslimited losses on discontinued operations (by PLN 188 million;92.4%) heavily
impacted thefinancial results of the sector in 2012.

Key performance indicators were at the levellose to 2011 (C/I: 50.9%; ROA 1.2%; ROE dropped to 11.2%
but it resulted from considerable capital growth).

yl OEA AITEI ¢ DPAOET AOh 1T1TA 1T AU AopAAO OEAO OEA 1ACA
intensify, which is the consequence of the ec®nomy downturn which, in turn, may translate into
adeteriorated financial condition of some borrowers and a reduced demand for loans and banking products.

The strong reduction of interest rates will exerciseD OAOOOOA 11 AAT EO6 OMMAGGEGBO8 A
interest income will drop. In addition, new contributions to the stabilization fund and theresolution fund (to

be paid to BFG) and reduced interchange fee are expected.

The banking sector structureisstablein long-term

The sector structure has not significantly changed. The restrained growth of the banking sector, as well as
certain negative occurrences in the banking environment, have resulted, however, in actions taken by some
banks aiming at improving the operating efficiency through emmyment and sales network optimization. In
consequence, the number of persons employed at the banking sector2z@l2 dropped (by 1.8 thousand
persons). The sales network size was similar to 2011. Two large acquisitions continued, i.e. Polbank EFG S.A.
and Raiffeisen Bank Polska S.A. (the acquiring bank} well asKredyt Bank S.A. and Bank Zachodni WBK S.A.
(the acquiring bank). They were both finalized at the end of 2012/beginning of 2013.

As regards theownership structure, further growth of local investorO8 OEAOA ET OEA AAT EO8 A
to 36.4%) was observed The concentration slightly increased (the share of the 5 largest banks in the total

OAAOI 060 AOOAOO ET AOAAOGAA A&O1Ii t1180pbP O 118wbbéts OEA OE
increased from 63.4% to 64.6%).
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Moderate increase in the activity of the banking sector

Continued difficult external conditions and uncertainty as to the future growth, combined with limited
access to funding sources and reduced willingness of houssds and enterprises to take loans (in particular
the long-term loans), translated into a moderate growth in scale of banking activities.

The balancesheet total increased by PLN 58.4 billion, i.e. by 4.5%, and, after excluding the exchange rate
changesby approx. PLN 84.9 hillion, i.e. by 6.7% (the increase was slightly lower than that reported for years
2010-2011, correspondingly 7.5% andr.8%). That increase was the result of the increase in lending and in
volume of the most liquid assets, financed fmm increased household angublic sector deposits, issance of
own securitiesand capitals.

Reduced lending growth

In 2012 the lending growth slowed down (the total value of loans increased by PLN 23.9 billion, i.e. by 2.6%,
and, after excluding the exchage rate changes, by approx. PLN 46.0 billion, i.e, by approx. 5.2%). In Q4
lending stalled. The growth decelerated as the result of reduced growth in lending for households and

enterprises, despite relatively strong increase in lending for the finance apublic sector.

Slowdown in lending for households and enterprises was caused by mixed suppiglated and demand
related reasons, the key factor being the weakened economic growth and deteriorated growth expectations
and labour market conditionsz as theresult, the lending demand dropped and balance sheets were cleaned
by getting rid of bad debt items.

Deterioration of the investment climate, anticipated economy downturn in Poland and business slowdown of
OEA 011 AT ABO0 1 AET OOAnkéhts 1 lkerdidg eApar@ionAnahfe camibd periodshis @ay O
lead to reduced lending demand from enterprises and households as well as its more selective supply by
banks. Limited funding sources (in particular longterm) may also materially impede further expansion.

Reduced growth in household loans

The growth rate in household lending in 2012 was the lowest in recent years (PLN 1.2 billion, i.e. by 0.2%,
adjusted approx. PLN 16.2 billion, i.e. by 3.1%). This was the result of a slowdown in housing lendargl
reduction in consumer loans. The growth rate for other household loans remained stable.

Slowdown in household lending was a common phenomenon for the majority of the EU countries; lending
growth in Poland was, however, higher as compared to other catries.

Reduced growth in housingloans

Growth in housing loans decelerated (increase by PLN 2.8 billion, i.e. ®®%; adjusted approx. PLN 16.5
billion, i.e. 5.4%). The positive trendwas continued where the PLN loans predominated in the new lending
development. Majority of banks either strongly limited, or completely withdrew, from the loans in foreign
currencies. Combined with the PLN appreciation, this resulted in reduced share of FX loans in total housing
loans (from 62.0% at the end of 2011 to 55% at the end of 2012). According to UKNF and NBP, the FX loans
should be removed from the standard offer and they should be available only for customers who earn
incomes in the loan currency. The negative fact is that there is still a large share of nevaris granted with
LTV exceeding 80% (approx. 50% of the total sales) and with excessively lengthened tenolsas with
tenors of 25 years and longer accounted for 65% of new loahs

There are numerous reasons for slowdown in housing loans. In particulacontinued correction of prices at
the real property market restrained some portion of demand as the potential buyers waited for more
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attractive sales prices (which is opposite to what happened during the economic boom of 20@908) and
reduced the loan denand in terms of its value. At the same time, increased concerns of households as to their
future financial condition translated into reduced interest in taking longterm loans. Additional factors that
reduced lending included changes to the Rodzina na SimoO & A1 E1 U 1 Progladrie by leweidng of

the programme limits), tightened lending policy of some banks and regulatory changes (including, among
others, the 50%/65% limit for the maximum DTI value and the requirement to take the 2%ears period for
calculation of credit capacity; the results of analyses performed by UKNF show that the regulatory factor is
not a material barrier z regulators just prevent adverse phenomena which translate into increased risk for
the customer, the bank and the economysaa whole). In addition, the unfavourable relation of the average flat
price to the average salary translated into the fact that large part of households with average (or lower)
incomes were unable to take out a loan or, if taken, it would entail excessivésk, reduced current
consumption and limited ability to generate savings. The above relation improves gradually in recent years as
the result of correction of the real property prices combined with the increasing salaries. It must be noted
that the loan demand has been largely satisfied through extensive lending in previous years (the number of
active loan agreements increased from almost 300 thousand at the end of 2002 up to 1.7 million at the end of
2012; the value of loans awarded at that time increasefrom PLN 20 billion to more than PLN 300 billion; the
share of loans in GDP increased from 2% to 20%). In consequence, the demand has gradually dropped down
and stabilized at a level lower than in the period of the loan boom.

Sabilised lendingin the area of consumer loans

The consumer loan portfolio shrank (by PLN 6.9 billion, i.e. kg5.3%; adjusted by approx. PLN 6.2 billion, i.e.
by 74.8%). Reduced loan volume has not been, however, a direct result of reduced lending. This was rather
the effect of ¢eaning the balancesheets and removing low quality assets (according to the UKNF analyses, as
the result of that process, the loan portfolio dropped down in 2011, by PLN 4.7 billion, and in 2012, by PLN
5.3 billion). Additional reason for reduced loan potfolio was a transfer, by some banks, of the instalment
loans to lending companies set up as a subsidiary of the group in order to avoid regulatory constraints (in
terms of value, these activities account for approx. PLNSbillion). Although negatively viewed by UKNF, this
phenomenon is neutral for households (loans are simply provided through another sales channel).
Considering the above two phenomena, it turns out that lending in recent years has been stable. Analyses
from other institutions do not take into account the above two factors. As the result, incorrect conclusions are
drawn regarding the development of the consumer loans.

The slower growth of consumer loans observed in recent years is the result of, in addition to the phenomena
described above limited demand and supply. Reduced demand is a consequence of deteriorated consumer
sentiment and growing uncertainty as regards the future financial situation. In addition, as the result of
intense lending in previous years, some households satisfieddh needs through loans. Limited supply is in
turn the effect of selfregulatory actions taken by the banks in response to deterioration of the loan portfolio
quality in years 2009-2010 (share of nonperforming loans increased from less than 8% at the endf 2008

to more than 17% at the end of 2010; the negative balance of impairment losses increased from PLN 3 billion
to PLN 7 billion), increased aversion to take risk considering unfavourable phenomena taking place in the
external environment and changed sategies of some banks in consequence of changed strategies of the
strategic investors. The analysis shows that the role of regulatory factor (Recommendation T) in slowing
down the lending growth was limited.

Stable growth in the area of other household loans

Other household loans (mainlyoperating and investment loans) has grown at a stable pace in recent years
(by PLN 5.4 billion, i.e. by 6.5%; adjusted by approx. PLN 5.9 billion, i.e. by 7.2%).
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Reduced growth in enterprise loans

The growth rate of enerprise loans dropped down (increase by PLN 7.7 billion, i.e. by 2.9%; adjusted by
approx. PLN 13.4 billion, i.e. by 5.2%). In addition, the enterprise debt in the banking industry was reduced in
Q4, a result of reduced economic activity, deteriorated enomic growth outlook and increased uncertainty as
regards future economic growth. In consequence, the demand for loans (in particular, investment loans)
dropped. Lending growth was strongly affected by reduction of debt by several large enterprises, in
particular from fuel and telecommunication industry (partially, a result of a changed financing structure); as
the result, their debt at banks dropped down by approx. PLN 5 billion.

Theloan quality remains stable, although deteriorated in some areas

Despite reduced economic growth in 2012, the loan portfolio quality remained relatively stable (increase in
non-performing loans by PLN 6.0 billion, i.e. by 9.0%, their share increased from 7.3% to 7.7%). The most
affected area was the enterprise loans, followedo a lesser extent, by small enterprise and housing loans. On
the other hand, the quality of consumer loans improved. Than quality of financial and public sectors
remained high and stable.

Deteriorated quality of housingloans

The quality of housirg loans deteriorated, the fact reflected in the increased value of ngrerforming loans

(by PLN 1.6 billion; 21.0%), their higher share in the portfolio (from 2.3% t®.8%) and deteriorated
repayability (the value of 30+ DPD loans augmented by PLN 1.6 hilh, i.e. by 17.3%, while their share in
portfolio increased from 2.8% to 3.3%). The positive fact is that the growth of neperforming and defaulted
loans was significantly lower than in 2011. It is true that it was largely caused by changes in the impatt=X
rates (for main currencies) on PLN, however, in general negative trends grew at a slower pace in the second
half of 2012 (particularly in Q4). It is difficult to say if that phenomenon is of a permanent or only a
temporary nature.

The increase of tle value of nonperforming and 30+ DPD loans was accompanied by the increase in their

Oi1 61T A  AG AO OEA AT A 1 £ ¢ mp ¢ fihouSdadnonfphriorthidgdhouBingdo@n&l 1 ET O
and 38.2thousand 30+ DPD loans).

The quality of housing loans iheasured with the share of norperforming loans) is high as compared to other

loan types; however, considering the risk generated by the housing loan portfolio, one must take into account,

among others, the dominant role of the housing loans in the bankingector balancesheet (as at the end of

2012, they accounted for 35.4% of all loans and 23.5% of the banking sector balarsteeet total; those shares

were much higher at key banking players) and the short history of the majority of the loans (more than 80%

of the loan value was awarded in years 2062012).

! OEGCI EEZEAAT O O1 OOAA 1T &£ OEOE EO OEA 1 AOGCA OEAOA 1T E &8
connected with adverse changes of FX rates in a situation where they must prematurelyrténate the loan

agreement. In such situation they must consider a steep increase of their debt which, in case of households

with average income, may destabilize them (adverse changes of the FX rates make it more difficult or
impossible to sellichange ard1  DOT PAOOUQ8 &OI I OEA AAT EO6 PAOOPAAOGEOD
may drop sharply in case of depreciation of PLN and unfavourable market conditions, which, in turn, may

result in large losses. At the same time, the hypothesis regarding bat quality of the FX housing loans as

compared to loans in PLN has not been confirmed in the analyses carried out by UKNF. Higher share of non
performing loans in the PLN loan portfolio is the result of conversion of a part of the neperforming FX

housing loans into housing loans in PLN. After the correction, the quality of the PLN loans as at the end of

2012 (2.67%) was slightly better than that of FX loans (2.93%). The results of the UKNF analyses do not
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confirm the hypothesis of higher incomes of persas with FX loans. The majority of FX loans was granted to
households with average financial condition.

Another threat related to housing loans is the high LTV rate for the majority of the loan portfolip as at the
ATA T £ ¢cnmpch OEA Askd nib@ thanEb00@HOUEANY 1BaANOWIthALITY raté®> 80% (i.e. 51.0%
of the total portfolio value), including 238.8 thousand loans with LTV > 100% (i.e. 27.3% of the total portfolio
value); in fact, the number of loans with high LTV ratios may be higher congring the fact that banks have
underestimated the reduction of prices of real properties in recent years. The high LTV ratios raise concerns
as to the financial condition of banks in case of worsened repayability of loans (the low repayability scale)
and of households covered by the debt enforcement procedures (a portion of them would still have very large
debts even if their real properties are sold).

Another significant risk is related to loans granted under the Rodzina n8 x 1 Ei  O&AT ET U 11
Programme. The risk is that the instalments rise sharply after-§ears of subsidie. The impact may be strong
on households with relatively low income.

In discussions regarding the housing loans, the limited liquidity of the real property market must be taken
into account. In case of shorterm sales, by the banks or other entities, of flats secured with mortgages, one
may expect steep decline in prices and in sales levels realized by developers and secondary market players
(as at the end of 2012, the number 080+ DPD loans was close, at some markets, to 10% of the total offer
from developers). Therefore it is in the best interest of all market participants to maintain the high loan
quality.

In addition, a large number of other household loans secured with magages must be taken into account (as

A0 OEA AT A 1T &£ ¢npgch OEA AAT EO6 -perfotnidgHbahsEahdd6.AthousardE O A A
30+ DPD loans awarded to households for other purposes, but mortgaged with a real property).

Finally, the housingloan-related risk is partly generated by incomplete and unsatisfactory real property

market and borrowers financial condition databases, lack of proper lending funding sources and improper
risk management processes.

Considering the adverse phenomena regding the housing loan portfolio and the above mentioned
exposures connected with specific characteristics of the real property market, a large correction of the-to
date housing loan development model is needed. This is the objective of actions taken byFRBKNF (among
others, amendment to the Recommendation J, draft amendment of the Recommendation S, initiatives for
development of longterm banking debt instruments).

Stabilised / improved quality of consumer loans

The quality of consumer loans graduallystabilised in 2011 and then improved in 2012z the volume of non
performing and 30+ DPD loans went down by correspondingly PLRR.1 billion (-9.1%) and PLN-2.4 billion (-
9.3%); their share in the portfolio went down, correspondingly, to 17.2% and 8.9%. Actual situation is not
S0 optimistic as some part of positive observations takes into account the process of purifying the balance
sheets and removing low quality assets through sale.

Stabilization and gradual improvement of the consumer loan quality in yars 2011-2012 is mainly the effect
of selfregulatory actions taken by banks in years 20082010. The additional factor is the introduction of the
Recommendation T and orgoing actions of the supervision authorities aimed at improving the loan
management pocesses both at the industry and individual bank level.

The emerging improvement in consumer lending quality may result in gradual increase in funding within this
area. The main threat regarding the quality of the consumer loans is adverse macroeconomitafion that
may lead to considerable deterioration of the financial condition of a part of households
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Deteriorated quality of other household loans

The quality of other household loans deteriorated, the fact reflected in the increased volume of non
performing loans (byPLN 1.6 billion; 20.3%) and the increased share of ngperforming loans in the portfolio
(from 9.3% to 10.5%). The above was the consequence of deteriorated quality aferating loans granted to
small entrepreneurs and, to a lesser extenf investment and other loans. The main reason for negative
developments is the progressive economic slowdown that translates into deteriorated financial condition of
some enterprises and their business partners.

Deteriorated quality of enterprise loans

The enterprise loan quality deteriorated exponentially in 2012, the fact reflected in the significant growth of
non-performing loans (by PLN 4.8 billion; 17.6%) and their increased share in the portfolio (from0.4% to
11.8%). This affected both the SMEriée in the volume of nonperforming loans from 12.3% to 13.1%) and
large enterprises (rise of the volume of nofperforming loans from 7.4% to 9.8%). The same as in case of
small enterprises, the main reason for deteriorated loan quality was progressive esomic slowdown that
translated into deteriorated financial condition of a part of enterprises.

In sectoral terms, the deterioration of the quality of enterprise loans was mainly caused by difficulties of the
construction sector (increase of norperforming loans by PLN 4.0 billion) and, to a smaller extent, of the real
property management(by PLN 1.4 billion) and of trade (by PLN 1.3 billion). The impact from enterprises
representing other economy sectors was limited. The steep increase in the nperforming loans from the
construction sector was mainly caused by deteriorated financial condition of several construction enterprises
dealing with large infrastructural contracts.

The key factor influencing the quality of the loan portfolio in the future will ke the macroeconomic situation.
A sharp economic slowdown may negatively affect the financial condition of some borrowers, the fact that
xEI' 1 OOAT OI AGA ET O A O060iT ¢ TACAOEOA DPOAOOOOA 11
hand, as aconsequence of considerableasingof the monetary policy by the Polish Monetary Policy Council,
the loan handling costs (in particular, as regards housing and enterprise loans) dropped down considerably
and the financial condition of a part of the borowers stabilised or even improved.

Increased volume of the most liquid assets followed by reduction in treasury instrument portfolio

Reduced growth in lending translated into the increased volume of the most liquid assets (cash in hand or at
NBP, receiables from banks, debt and capital instrument portfolio) and their increased share in the balance
sheet total (increase by PLN 30.3 billion, i.e. by 8.5%; increase of their share in balaisteet from 27.5% at
the end of 2011 to 28.5% at the end of 2012).

The majority of the liquidity surplus was invested ingovernment securities and NBPbills. Some banks,
however, took advantage of théreasury securities market hikes and decided to realize profits through sales
of a portion of their papers. In consequenre, the treasury bond portfolio shrank (by 6.5%). At the same time,
the long lasting treasurybills marginalization trend continued.

Moderate increase in liabilities and significant rise in capitals

Moderate increase in the scale of activities and the apgciation of PLN translated into a limited increase in
liabilities of the banking sector in 2012 (by PLN 40.7 billion, i.e. 3.5%; adjusted approx. by PLN 62.3 billion,
5.4%); that increase was lower than the increase in the balanesheet total. The increas of liabilities was, to
the largest extent, a consequence of the increase in household depositsblic sector deposits and iss@ance

10

OEA
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of own securities decrease in liabilities was caused by drop in enterprise deposits. On the other hand,
capitals raised p considerably (by PLN 17.7 billion; 13.7%). The above changes contributed to improved
stability of funding sources.

Lower increase in the non-financial sector deposits may hamper lending

2012 saw the lowestgrowth of the nonfinancial sector deposits witin the last few years (PLN 25.4 billion,
3.6%; adjusted approx. PLN 31.4 billion, 4.5%)r'his growth was bynore than half lower than that realised in
2011. It was the consequence of the first ever since 2004 drop in enterprise deposits (PEM.7 billion, -

7.1%; adjusted PLN¢11.9 hillion, -5.9%) and of a reducedgrowth in household deposits (PLN 38.6 billion,
8.1%; adjusted PLN 41.8 billion, 8.8%).

Lower growth of deposits may be linked with the economic slowdown that contributes to deteriorated

financial condition of some enterprises and lowered salary growth. In addition, significant gradual easing of

the monetary policy by the Polish Monetary Policy Council caused sizeable decline in deposit interest rates at

the end of 2012; that, in turn, may negatth | U A Z£ZEFAAO OEA AOQOOI I A0OOGSG HOI PAT OEO
of deposits generated by interest accrued on existing deposits. Furthermore, reduction of the enterprise

deposits was also the effect of acquisition of the Canadian company Quadra FNX Mjritd by KGHM Polska

-EAAT 38! 38

Lower growth of deposits may be another barrier for lending in subsequent periods although, in 2012, lower
nominal growth of loans (material impact of the PLN appreciation) resulted in improvedoan to deposit
relation of non-financial sector.

Stable level of financial sector deposits and loans and drop in non-resident funds

The level of the financial sector deposits and loans remains stable. In nominal terms, they dropped (P£N
11.9 billion, -4.5%) z it was, however, the esult of appreciation of PLN. After the FX adjustment, their level
was similar to that reported for the end of 2011 (rise by PLN 0.1 billion, 0.1%).

The reduction of nonresident fundsis noticeable(PLN z31.3 billion; -16.6%). As already mentioned abovet

was the effect of PLN appreciation (majority of the nomesident funds are in foreign currencies), gradual
AGPEOAOGEITT 1T /&£ OEA o611 A PIiOOAEITEITO6 &8 11A1T Oh AEAT CAO
funding structure at some banks and chages in the volume of monetary market transactions carried out by

some entities. Reduction of nosresident funds was accompanied by the increase in funds from residents

(PLN 19.4 billion, 24.8%).

Growth in public sector deposits and issuance of own securities; however, their roleisstill limited

Public sectordeposits grew considerably in 2012 (by PLN 10.8 billion, 22.1% as compared to 2011), the
combined effect of the increase in deposits from theentral governmentalinstitutions (outflow of deposits at
the end of the year was not so large as in previous years) and of letegm stability of deposits from the local
governmental sector Despite considerable growth, the role of thgublic sector in financing the banking
activities is limited considering ther low value and strong concentration.

Issuances of own securitiedurther grew (by PLN 9.9 billion, 23.1% as compared to 2011) although their role
at the majority of banks was still insignificant; in addition,they are highly concentrated (more than a hH of
all issues came from one state bank; by the end of 2012, tlssuance of debt papersvere carried out by 54
banks; at 10 of them, the value of isancewas PLN 1 billion or higher). Growing importance of this funding
source is a positive phenomenonjn particular considering the long and mediumterm nature of funds

11
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acquired through this channel (the maturity date of more than 80% of all funds is above 1 year; the maturity
date of more than 50% of them is above 5 years) and the limited deposit baseogith potential.

Limited decline in foreign funding sources

Predominant component of liabilities are the domestic liabilities (81.9%); at some banks, however, foreign
funding plays a significant role. In 2012 liabilities towards norresidents dropped (PLN z24.0 billion, -9.9%;
adjusted PLNz10.7 billion, -4.7%), which resulted in their reduced share in the balancsheet (from 18.7% to
16.2%). Combined with the increased balanecsheet total and increased receivables from non residents, it
resulted in reduced negative foreign funding gap (fromz13.7% down to z11.3%) and more stable banking
sector.

As mentioned above, liabilities towards norresidents dropped for the following reasons: appreciation of
PLN, change of the operation strategy and fluctuations inperations at the debt papers and intetbank
market. In particular, some banks changed their strategy in such a manner that they withdrew from selling FX
household loans and reduced their dependence on funds from the parent capital groups and focused mume
development of local deposit base. In consequence, the demand of those banks for foreign funds falls down.
This process is expected to continue in the future.

More than a half of all liabilities towards the norresidents come from entities forming partof the parent
capital group. In 2012, as the result of the above factors (not including branches of credit institutions), those
liabilities dropped down sharply (PLNz34.6 billion; -23.8%). The maturity of the majority of funds from the
parent capital groups is above 1 year (approx. 60%); the large portion of that is loatgrm funds (maturity of
approx. 15% of them is above 5 years). Others are shetdrm funds, however they are being successively
revolved, if needed, by local banks.

Considering the abovethe reduction of funds from nonresidents cannot be regarded as directly linked with
withdrawal of capital from Poland; such phenomenon does not exist and the reasons for observed changes
are different. The negative aspect of those changes is, however,ttha the light of limited increase in other
funding sources (in particular, deposits from the norfinancial sector), reduction of foreign funds may
negatively affect lending. Further, any change in funding structure may result in increased funding costsda
increased competition at the deposit market (the latter may be regarded as positive considering rapidly
falling deposit interest rates as the result of strong monetary policy e&g).

Improved balance-sheet currency structure

In 2012 currency assetsand liabilities dropped down, correspondingly byz8.2% andz5.2%; their share in
the balancesheet total decreased (correspondingly, to 24.6% an20.0%). In consequence, the negative
currency funding gap fell down to PLN;63.3 billion; their share in the talancesheet totaldecreasedto 74.7%
(at some banks it was much higher). Positive developments were linked with appreciation of PLN, limited
issue of new FX household loans (assets) and modified funding structure at some banks (liabilities).

High share d FX assets is explained by high volume of FX household loans (57.5% of all FX receivables) and,
to a significantly lesser extent, FX enterprise loans (18.8%). High value of the FX household loans, the
majority of which is not, in any way, hedged againshe currency riskby borrowers, shows how much risk the
banks and their customers took and explains the increased risk of the financial system as a whole.

Increased long-term funding

The longterm funding increased in 2012 (liabilities with maturities above 1 year increased from PLN 168.7
billion to PLN 193.3 billion, of which liabilities with maturities above 5 years from PLN 69.0 billion to PLN
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80.7 billion). Their share in the balancesheet total increased from 13.1% to 14.4%. This was the result of
extended liabilities towards the financial sector despite appreciation of PLN which contributes to reduction of
long-term FX liabilities (the value of the norfinancial sector funds with maturities above 1 year was only PLN
8.4 billion and accounted for 1.2% btotal liabilities towards that sector).

On the other hand, the reduced growth in housing lending and appreciation of PLN resulted in stabilised
value and reduced share of longerm assets (assets with maturities above 1 year increased from PLN 771.2
billion to PLN 779.5 billion and their share in the balancsheet total drop down from 58.1% to 56.49%).

Despite positive occurrences in 2012, large disproportions in terms of maturities of assets and liabilities
clearly show that the longterm lending has beerbased on shortterm deposits, the effect of which being the
increased liquidity risk. The basic reason for those disproportions is the rapid growth in housing loans in
recent years. Funding in this case was based on shderm deposits from the nonfinancial sector and funds
from foreign parent companies (largely shortterm as well, however successively revolved), and, only to a
small extent, on longterm liabilities. Therefore it is necessary that banks increase the share of losigrm
stable funding soures.

Sabilised volume of the off-balance sheet transactions

Moderate growth in the scale of operations, small fluctuations in interest rates and limited fluctuations of PLN
resulted in stabilisation of the offbalance sheet operation volume (in 2012, thevalue of fundingrelated
exposures increased by 0.7% up to PLN 202 billion, the value of guarantees granted increased by 10.5% up to
PLN 55.9 billion and the nominal value of derivative transactions dropped by 2.1% down to PLN 1,975.9
billion).

Higher risk of the banking sector operations will sustain in
subsequent periods

Steep slowdown of the Polish economy and deteriorated perspectives asregardsits future growth

In 2012 the Polish economy experienced a steep slowdown and perspectives as to its growth in the future
deteriorated (in 2012 the GDP growth was 1.9%, as compared #.5% in 2011; the Polish economy slowed
down progressively quarter by quarter; in subsequent quarters the slowdown was, correspondingly: 3.5%;
2.3%; 1.3% and 0.7%). Worth noticing in this regard is deteriorated enterprise financial results and labour
market situation, reflected in, among others, increased unemployment rate and reduced, first time for many
years, real wages. Slowdown was mainly caused by the economic slowdown abroad, tightened fiscal policy
and reduced absorption of the EU funds (in partidar, the EU Structural Funds). At the same time, as the
result of the economic slowdown abroad and the necessity to further consolidate the public finances, the
growth outlook for the Polish economy deteriorated (according to therojections from the National Bank of
Poland, the economic growth in Poland in 2013 will be 1.3%, in 2014: 2.6%, and3A15: 3,1%; according to
the projections from the Polish Ministry of Finances, it will be, correspondingly, 1.5%; 2.5% and 3.8%). Large
uncertainty as toprojecting the future developments is emphasised.

Negative pressure from external environment

Polish economy downturn and worsened economic outlook in the coming periods, coupled with recurring
severe disturbances in certain areas of financial markets, cause thanks to face a number of potential
threats. In particular, banks need to take into account declining financial standing of some borrowers which
will adversely impact on the quality of lending portfolio and financial resultsAnother considerable pressure
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parent capital group members will be limited, that periodical liquidity management problems will occur and
that the reputation risk domino effectwill be triggered cannot be ignored either.

Accordingly, despite stable and sound current situation, the risk of banking sector operations remains high.

14



Report on the condition of b&ks in 2012

EXTERNAL CONDITIONS

Strong deceleration in the
economic growth

Drop in real salaries (for the first
time within more than 10 years)

In 2012 the Polish econony strongly decelerated and the economic growth outlook for the future periods
deteriorated. The annual real growth of GDP was 1.9% in 2012 (as compared to 4.5% in 2011); the Polish
economy slowed down progressively quarter by quarter; in subsequent quarter the slowdown was,
correspondingly, 3.5%; 2.3%; 1.3% and 0.7%).

The economic slowdown was mainly caused by reduced internal demand (from positive 3.4% in 2011 to
negative-0.2% in 2012); the positive impact of net export continued. Drop in the domesticasinand was the
effect of considerable reduction in accumulation (from 11.2% down t@3.3%, including reduction in gross
expenses on norcurrent assets and reduction of inventories) and reduction of total consumption (from 1.6%
to 0.6%, including reduction d individual consumption from 2.6% down to 0.8% and stagnation in public
consumption). Slowdown in investments was caused by reduced growth of enterprise and household
investments as the result of deteriorated economic growth outlook (the same factors caat reduction in
inventories) and limited public investments in connection with the need to reduce the public finance deficit.
Reduction of the individual consumption growth was a consequence of diminished income available to
households which, in turn, wasthe effect of deteriorated labour market conditions, slowdown in household
lending and negative consumer sentiment. Stagnation in the public consumption was linked with actions
aimed at reduction of the public finance deficit.

The following phenomena wereobserved in 2012:

1 sold industrial output grew at a much slower pace (from 7.5% in 2011 to 0.9% in 2012); constructien
assembly output dropped (from 12.3% down to-1.0%);

1 retail sale grew at a slower pace (from 3.2% down to 0.8%);

1 foreign commercial tradegrew at a slower pace (the export in PLN grew by 6.9%, BUR by3.8%; the
import, correspondingly, by 2.4% andz0.6%) which was followed by reduced negative commodities
turnover balance and improved relation of that balance to GDP (frog¥.2% 1072.6%);

1 reduced net financial result of the enterprise sectdr(by 21.0%) and deteriorated key financial and
economic ratios the C/I ratio went up from 94.6% t095.8% and the first gradeliquidity ratio fell from
38.1% to 34.1%, among others);

1 deteriorated labour market condition reflected in reduced growth of the employment rate (the average
employment rate in 2012 at the enterprise sector was by 0.1% higher than in 2011), reduced growth in
salaries (the average monthly gross salary at the enterprise sector incread by 3.4%, however, the
purchasing power dropped down, first time for more than ten years, by 0.1%) and the increased
unemployment rate (the registered unemployment rate grew up from 12.5% as at the end of 2011 up to
13.4%). On the other hand, the valuef social benefits grew (the average gross monthly oldge and
disability pension from non-agriculture social security system increased by 5.4% (or, by 1.3% in real

'For more details see: AfSoci al and Economic Situation ofankPBfol ando C
Pol and; AiThe Convergence Programmeo, t ien aPrmod ii asslh i sntiesm r §t aolf i | FHitnyaon,
Pol and; iGross Domestic Producto Preliminary Estimateso,0,Central
Central Statistical Office; fiFinancial Results of Nonf i nanci al ComparSiteagsd ,stCemmtlr Of fi ce; APol i sh
Communicationo, Nati onal Bank of Pol and; AResidenti al Comstructio
Condition of the Polish Housing RedalnMipnoipleytBuMaekiendo, E@&Bi onal Ba |
2 These data concern 17594 business entities which maintain accounting records and employ 50 persons or more.
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terms), the average gross monthly olehge and disability pension for individual farmers inceased,
correspondingly, by 6.9% and 2.8%);

1 inflation dropped down (CPI from 4.6% to 2,4%; PPI from 9.0% tgl.7%); the increased inflation
pressure maintained for almost the whole year, it dropped down only at the end of the year.

According to the Natioral Bank of Poland, the main factors that affected the economic growth was the
economic slowdown abroad, tightened fiscal policy and reduced absorption of the EU funds, in particular, the
EU Structural Funds (according to the National Bank of Poland, thecgmmic slowdown in the Eurozone
negatively affects the economic growth in Poland, delayed by approx. 2 quarters; at the same time, it results
in the increased aversion of the domestic entities to take risk and to invest). The economic slowdown was
also pattly caused by limited consumer expenses by households resulted from deteriorated labour market
condition and their inability to maintain consumption at the cost of reduced saving rate.

A similar assessment has been proposed by the Ministry of Finance whishes the deteriorated economic
growth at the exporting markets and relatively restrictive microeconomic policy (the fact resulting from the
necessity to consolidate the public finances) and restrictive monetary policy (oriented towards reduction of
inflation phenomena and expectations) as the main reasons for the economy downturn.

Stable condition of public
finances

Despite progressive economy downturn, public finances remained stable. The government and self
government institution deficit dropped down3 (from z5.0% GDP in 2011 down t@3.9% GDP in 2012), the

national public debt and the government and selfovernment institution debt augmented (correspondingly,

by 3.1% up to PLN 842.7 billion and by 3.2% up to PLN 886.8 billion); their share in GDP dropped down (the

national public delt, calculated using the domestic methodology, dropped down from 53.4% down to 52.7%;

the government and selgovernment institution debt calculated using the ESA95 methodology dropped

down from 56.2% down to 55.6%), a partial effect to the appreciation oPLN. The ratings for Poland

remained stable as well (longterm debt in foreign currencies: Standard & Poors &) - 1 1T AU& Q). ¢h &E
Remarkable in this regard is the low increase in tax incomes (by 2.1% higher than in 2011 and by 6.2% lower

than assumel for 2012).

Relatively good condition of the public finances and high demand for Polish treasury securities from the
foreign investors enabled the Ministry of Finances to quickly realize the loan needs for 2012 and to start to
collect funds for 2013.

31n 2012, the structure of the fiscal adaptation changed (as compared to 2011). The fiscal consolidation was ieatrout

by now mainly through increased taxes and limited current expenses, in large part supplemented in 2012 with reduction

in public investments (both at the central level and at the seljovernment institutions). At the same time, the reduced

economic growth (and, as the result, indirect tax incomes lower than expected), higher current expenses and lower

incomes from capital transfers prevented the reduction of the government and sedfovernment institution deficit (down

t0 2.9% of GDP in 2012) as asswed inthe® i T OAOCAT AA 00i COAi i A6 j OAOGEOAA ET c¢mpc Qe
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Deteriorated growth
perspectives for the Polish
economy

The deteriorated growth outlook for the Polish economy are reflected in lowprojections as to its
development in the nearest years. According to thprojections from the National Bank of Poland, comprised

in the so called central inflation and GD DB OI C1 T OEO DPAOE | O) 1 fZMaked EOd), thAT A ' $ 0
growth of the Polish economy in 2013 will be 1.3% and it will accelerate up to 2.6% in 2014 and 3.1%

in 2015. According to theprojecton® A£O0T i OEA - ET EOOOU | £ &EAglupdatdofj O#1 1 O
2013), the GDP growth in 2013 should be 1.5%, and later on it should accelerate to 2.5% in 2014 and to 3.8%

in 2015.

Less favourable areprojections from the European Commission (revised in spring 2013) which expects that
the growth of the Polish GDP in 2013 and 2014 will be, correspondingly, 1.1% and 2.2%.

Continued correction of prices
at the real property market

Prices at the real property market continued to fall down (in Q4 2012 the average transaction prices at the
primary and secondary markets were by 9.7% and 7.4% lower as compared @4 2011). This was, however,
strongly affected by the fact of closing the Rodzina na Swoi@ & AT E1 U | Progjarénde which reéulted

in higher supply of cheaper flats, the price of which was within the limits of the Programme. The reduction of
the transaction prices was also the effect of the supply exceeding the demand, limited demand considering
deteriorated economic growth outlook (one of the effects is the increased aversion to take lobhgrm debts),
some demand reduction expecting better selling pces (a mechanism opposite to that in the economic boom),
tightened lending policy of banks and gradual satisfaction of the housing needs from househdids

The price correction observed in recent years, combined with increased salaries, results in gradual
improvement of the relation of the average flat price to average salary and, therefore, to increased availability
of flats for average households. Better adaptation of the average real property prices to the average
household incomes translates into limitel risk in connection with granting new loans.

The number of commissioned flats increased (by 16.4%). On the other hand, the number of flats whose
construction has just begun and the number of the construction permits dropped down, correspondingly, by
12.6% and 10.3%). It was, however, connected with relatively high availability of flats (including the nesold
flats)s and high number of flats under construction (713.1 thousand), close to recofdreaking levels.

4In Q4 the number of primary market transaction rised sharply (up to 8.4 thousand), similar to that of the economic

boom of 2007-2008. In large part it was connected, however, with the expiration of /@ | AUET A T A 3xi Ei 6 00OIl
(seeO2 AOEAAT OEAI G6MOEAOIES o011 AT A

51 AAT OAET ¢ O 2%!'3 AAOAh ET 1t ¢mnpgh £ O o [ AET 1T AOEAOO Al
07T UT Adgq OEAOA xAOA vt OET OOAT A APAOOI AT OO0 11 AAOGAITTPAOOS
commissioning OAAd O( 1 ODEEIC O IAIOAIAAGHh 2%! 3 fEI 011 EOEd n2Ul AE I EAOU
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Situation at the financial markets
was shaped mainly by
developments in the Eurozone
and in the USA and by the EBC
and FED activities

The financial market situation in 2012 still characterised by fluctuations in the investor sentiments and, in
consequence, fluctuations in valuations of particular asset classes. Three periods can be distinguished:
JanuaryFebruary (improved investor sentiments), MarchMay (deteriorated investor sentiments) and June
end of the year (the investor sentiments improved once again). Improved sentiments translated into higher
demand for risky assets and their increased prices; deteriorated sentiments translated into increased sale of
such asets and drop in their prices.

The key factors affecting the investment decisions was the continued crisis in the Eurozone (in particular in
Greece and in Spain), negative data from the world biggest economies (the Eurozone, USA, China) and specific
activities of the central banks. The key importance in this regard were the decisions taken by the most
important central banks which decided to continue a strongly expansive monetary policy, the fact reflected in
maintaining historically-lowest interest rates and maintaining, or expanding, the liquidity support

Situation at the domestic financial
market is relatively stable

Steep drop in government securities
yield

The situation at the domestic financial market is relatively stable, however, the PLN and share market were

under continuous influence of sentiments at the global markets. The following has to be noted:

71 tightening and then loosening of the monetary policy (in May, the Polish Monetary Policy Council
decided, considering continued inflation pressure, to increase the base NBP rates 2fy base points; in
November and December, it decided to further reduce them, each time by 25 base points (as a
consequence of large economic slowdown in Poland) which, according to the Council, lead to reduction of
the salary and inflation pressure);

1 drop in the inter-bank market interest rates (the average WIBOR 3M rate dropped from 4.9% in
December 2011 down to 4.2% in December 2012); they slightly increased in the middle of the year as a
consequence of tightening the monetary policy. At the same time,gl-RA quotations suggested further
reductions in the interest ratesz as expected by the market participants (in December 2012 the average
FRA 6x9 quotations were at 3.2%);

1 steep drop in profitability of government securities(the average profitability of 2-; 3-; 5- and 10-year T-
bonds at the secondary market fell down from 4.9%; 5.1%; 5.3%; 5.9% in December 2011 down to 3.2%;
3.3%; 3.3%; 3.9% in December 2012). This was, to a large extent, the effect of the increased activity of the
foreign investors at the domestic government securities market (from PLN 154.2 billion at the end of
2011 up to PLN 190.5 billion at the end of 2012, i.e 35.7% of their total valug) they looked for
instruments with high rating which ensures relatively high rates of return. Thé phenomenon is positive
for the Polish economy, however it generates higher risk linked with the likelihood of withdrawal of a

6 In particular, EBC carried out a second LTRO transaction (the aim of which was to increase the liquidity of banks) and
announced the OMT programme (which assumes unlimited purchase ofbbnds at the secondary markets), FED
introduced LSAP 3 (a programme for purchasing the securitised securities where base assets are mortgage loans, later on
expanded to the purchase of bonds) z more information, see@ ABT OO 11 )1 £ AoffPoldnd h . AOET T Al
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portion of capital, the fact that would result in a steep increase in profitability ofovernment securities
and depreciated PLN Therefore, it is of key importance to ensure the lonterm creditworthiness and
stability of the financial system of Poland. On the other hand, noticeable is diminished volume of papers
held by the Polish banks. They benefited from the increased prices tealize a portion of profits (from
PLN 120.2 billion down to PLN 98.®illion);

1 PLN appreciated versus main foreign currencies (as at the end of 2012 the average NBP exchange rate of
1 EUR, 1 CHF anttUSD was, correspondingly, 4.0882; 3.3868; 3.0996, asmpared to 4.4168; 3.6333;
3.4174 as at the end of 2011);

1 reduced deposit interest rate (from 4.4% in December 2011 down to 4.0% in December 2012) and loan
interest rate (from 8.0% down to 7.8%Y. At the beginning of the year, the interest rates were dtée, then,
in the middle of the year they went up slightly. They dropped only as the result of changes made at the
end of the year. At the individual customer group and product level, interest rate changes made by the
banks varied in terms of orientation axd scale (worth noticing in this regard is the increased interest rate
of consumer loans);

1 share market prices became higher (as at the end of 2012 the WIG, WIG 20, mWIG40, sWIG80 and WIG
Banki ratios were higher, correspondingly by: 26.2%; 20.4%; 17.4%;29%; 22.6% as compared to the
end of 2011; at the main market, the value of shares of 234 issuers went up and the value of shares of
230 issuers went down). Worth noticing is reduced turnover (including very low liquidity in turnover in
papers of small anl medium enterprises) and reduced share of individual and domestic institutional
investors. One of the reasons for low turnover in papers of small and medium enterprises at the Warsaw
001 AE AQGAEAT GCA EO OEA AQAAOOEOA OCOAAEXE AETA CFE AS OI/FHEE
transparent) that took place in recent years (excessive size of the market as compared to the size of the
economy as a whole).

Difficult external conditions
result in higher risk of bankin g
sector operations

Economy downturn in Poland and worsened economic outlook in the coming periods, coupled with debt

crisis of certain Eurozone member states, global economy downturn and recurring severe disturbances in
certain areas of financial markets, cause the banks to face a number of potential threats. In particular, banks

need to take into account declining finan@l standing of some borrowers which will adversely impact on the

quality of lending portfolio and financial results.! T T OEAO AT 1T OEAAOAAI A DPOAOGOOOA
results will be from rapidly falling interest rates. That the support provided by the parent capital group
members will be limited, that periodical liquidity management problems will occur and that the reputation

risk domino effectwill be triggered cannot be ignored either

Accordingly, despite stable and sound current situation, the risof banking sector operations remains high.

7 The average interest rate on new household deposits and enterprise deposits (OPN approach) decreased,
correspondingly, from 4.7% to 4,2% and from 4.3% t@d,0%. The average interest rate on newly granted consumer loans,
housing loans and enterpise loans changed, correspondingly, from 15.2% to 16.0% (the real interest rate increased
from 21.3% to 22.2%), from 7.0% to 6.6% (the interest rate decreased from 7.4% to 7.1%) and from 6.6% to 6.2%.
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Selected characteristics of the microeconomic and financial market situation
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Changes in transaction prices of flats at the
primary market z IV 2012/1V 2011

Source: NBP, Bloomberg
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1. BANKING SECTOR STRCTURE AND THE ROLE OF BANKS IN THE ECONOMY

Long-term stability of the
banking sector structure

Despite changes in individual periods, the banking sector characteristics show that the banking sector is table

in the long term.

Table 1. Selected ratios describing the sector stru cture

2008 2009 2010 2011 2012
Number of entities dealing with banking operations 649 643 646 642 642
- commercial banks 52 49 49 47 45
- branches of credit institutions 18 18 21 21 25
- cooperative banks 579 576 576 574 572
Employment 181114 175249 176916 176658 175087
Number of banking establishments 8 13 655 13910 14 207 13921 15430
Share in the sector assets
- banks controlled by domestic investors 27.7% 31.9% 33.8% 35.0% 36.4%
- banks controlled by foreign investors 72.3% 68.1% 66.2% 65.0% 63.6%
Share in the sector assets
- of the 5 largest banks 44.6% 44.3% 43.9% 443%  46.0%
- of the 10 largest banks 62.5% 63.6% 63.1% 63.4% 64.6%

The number of entities dealing Chart1.

with banking operations

The number of banks and branches of credit institnis

has not changed
0

In 2012 Polbank EFG S.A. merged witaiffeisen  &°

Bank Polska S.A. (the merged bank become one of the ,,
10 largest banks), Getin Noble Bank S.A. merged with
Get Bank S.A.; other two mergers took place in the 20

cooperative bank sector. On the other hath 4 new o

7] 5]

branches of credit institutions opened up. As a
consequence, the number of entities dealing with
banking operations has not changed.

1555
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8 Note: data as at the end of 2012 are not fully conapable with other periods as they also include the so called partner
establishments; the partner establishments were not included in previous reports
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Chart2.

Reduced employment, Employment and the sales network

stable sales network

Employment (in thousand persons)

1767 [ ..,
Following the recent deceleated growth of the 13m -

banking sector and unfavourable phenomena in the . w
banking sector environment, some banks decided to 4,

improve the efficiency through optimisation of the a0 = ==
employment and the sales network. In consequence, &n e 22,7 330
the employment in the banking sectodropped by 1.8 a0

thousand persons but the sales network remained 0T T T T T T T T T T T

unchanged when Compared to 2011 1%9% 2001 2003 2005 2007 200% 2011

The situation was not, however, uniform for all banks, =~ Number of establishments =
13,9

some of them reported the increased employment ;5 FE
and the increased number of sales establishments. 12 /\_//_/‘/

an %2

1999 2001 2003 2005 2007 2009 2011

Sector in total
Commercial banks and branches of credit institution

Cooperative banks

Chart 3.
Ownership structure (share in the sector assets)

Gradual rise in the number of 209
banks controlled by domes tic
investors 80% | gomae

Share of m
banks controlled by domestic investors further 0%

increased in the total assets of the sector. - 36,404

As at the end of 2012, the domestic investors R

controlled 9 commercial banks and all cooperative &% m—r——V——T T 7t 1 T T T T T
1399 2002 2005 2008 2011

banks (the Treasury of State controlled 4 commercial .

. . Domestic investors
banks); the foreign investors controlled 36 Foreign investors
commercial banks and all branches of the credit
institutions.  Controlling interest was held by
investors representing 19 dfferent countries, the

Netherlands.
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Slight rise in concentration

Chart4.

Sector concentration

Share of the five biggest banks

The banking sector concentration remains stable,

however, in 2012 the share of the largest bas in the

total sector assets increased, the fact related with

mergers mentioned above and

relatively

large

increase of the scale of operations of some large

banks.

209

4099

60%

e e

454%  44.2%

0%

1999 2001 2003 2005 2007 2009 2011

Share of the ten biggest banks

6736 67304

B0% A
600
40%
20%
u% T T T T T T T T T T T T 1
1999 2001 2003 2005 2007 2009 2011
Assets =—=Loans Deposits
Table 2. Assets of the financial system in years 2008 -2012
Value (PLN billion) Change to 2011
2008 2009 2010 2011 2012 PLN bn %
Financial sector in total , including: 1394.¢€ 1480.5 1660.1 1795.1 1948.1 153.1 8.5%
- banking sector 1035.4 1057.4 11594 1294.€ 1352.9 58.4 4.5%
- SKOK 9.4 11.6 14.0 15.2 16.9 1.7 11.1%
- insurance sector 138.0 139.1 145.2 146.2 162.9 16.7 11.4%
- OFE 138.2 179.0 2215 2247 269.6 44.9 20.0%
- investment funds 73.9 93.4 120.1 114.4 145.8 315 27.5%
The key role of banks for CInETits,
. - Financial system structure
ensuring stability of the
financial system 209
603 1
In 2012 the value of assets of the financial system 109 |
(excluding NBP) approached PLN 2 billion, 70% of
which concerned the banking sector. The value of the zpu; 13, Bﬂb
assets of the largest banks was similar or higher than ’@ ’—E
0%

the assets reported for other segmets. The above

means that the stability of the banking sector is of key
importance for the stability of the whole financial

system.

Ban king SHOK
sector
@12 /2007

OFE Investment

funds

Insurance
sector

W12/2012
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Growing importance of the
banking sector in the economy

The role of banks in the eonomy grows
systematically, the fact confirmed, among others, by

the increasing share of the sector assets in the GDP

(from 55% in 1999 up to 85% in 2012).

Noticeable in this regard is the increase of the share
of household loans (from 16% up td3%), in
particular of the housing loans (from 1% up to 20%)
and of the household deposits (from 24% up t82%)
and enterprise deposits (from 7% up to 12%).
Another noticeable phenomenon is longerm
stability of the share of enterprise loans (15%17%).

Share of household loans and
enterprise deposits in GDP
dropped slightly in 2012

The share of household loans and enterprise loans in
GDP slightly dropped in 2012 (drop in share of

consumer loans has been observed since 2010). This

is the consequence of decelerated growth of the
sector, appreciation of PLN (resulting in lowered PLN
value of the balancesheet items reported in foreign
currencies) and reduced enterprise deposits.

Chart6.
Role of the banking sector in the economy

Share of assets in GDP

0%
59 | 85 |
&60%
0%

20%

9% T T T T T T T T T T T 1
is99 2001 2003 2005 2007 2009 2011

Share of loans and deposits in GDP

500%

409

0% 53% 51%
- 169 | 45% |
109

Mg T T T T T T T T

1%9% 2001 2003 2005 2007 2009 2011

Loans for the nonfinancial sector
Deposits from the financial sector

Share of loans in GDP 350

33%%

1999 2001 2003 2005 2007 2009 2011

Household loans
- housing bans

- consumer loans
enterprise loans

Share of deposits in GDP

1999 2001 2003 2005 2007 2009 2011

——Deposits of households
Deposits of enterprises
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2. CAPITAL POSITION

The capital position of the
banking sector is strong

The capital base strengthened considerably and the main capital adequacy measures improved in 2012.

Table 3. Capital adequacy

Value (PLN billion) Change to 2011
2010 2011 09/12 2012  PLN bn %
Equity 100.6 110.7 126.4 128.8 18.1  16.4%
Total capital requirement 58.2 67.6 72.0 70.0 2.3 3.5%
- credit risk 50.9 59.7 62.6 60.8 11 1.8%
- operational risk 6.1 6.4 6.6 6.5 0.1 2.2%
- other risks 1.2 15 2.9 2.6 11 74.4%
Equity surplus / shortage 42.4 43.1 54.3 58.9 158 36.7%
Chart7.

Strong equity growth

Capital adequacy

PLN (billion 1288

The equity rose sharply in 2012 (by PLN 18.1 billion, i ( )
i.e. by 16.4%); the equity growth was twice higher

100 -
than the balancesheet total growth. To the large m m
extent, it was the consequence of implementation of 5
recommendations from the Chairman of the Polish  °° _/_/‘"‘—’_/—’—
Financial Supervision Authority who, considering the *07 E
OEOE AAAOI 61 AOGAA EsheetOand =0 7 43.1
difficult external conditions, defined principles for 0 ' ' ' ' ' '

2006 2007 2008 2009 2010 2011 2012

Equity
Total capital requirement

distribution of profits of 2011 by the banks. In
consequence, 72% of profits were retained by the

banks to increase the bank capitals (commercial ———Surplus / shortage in equity
banks: 70%, cooperative banks: 95%). Charts.
Capitals further increased as the result of Distribution of profit of previows yearz share of retained
recapitalization of some banks. profit
As at the end of 2012, all banks satisfied the 100% 7
minimum capital requirement (commercial banks: 2005 -
EUR 5 million, cooperative banks: EUR 1 million)
6004
4096 7
2096 -
U:}'E T T T T T T T T T T 1

2002 2004 2006 2008 2010 2012
Sector Commercial

Coopeative
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Relatively low increase of the
capital requirement

Growth of the total capital requirement in 2012 was relatively low (PLN 2.3 billion, 3.5%). This was the
consequence of the low increase in the credit riscapital requirement (PLN 1.1 billion, 1.8%) being the main
item of the capital requirements. This, in turn, was the effect of slowdown in lending and PLN appreciation
which effected a lower requirement for FX loans.

In the context of the credit risk cgital requirement, it must be noted that in June 2012 the risk weight was

increased (from the preferential level of 75% up to the base level of 100%dr retail exposures and housing
mortgage-backed exposures wherefore the principal or interest rate is dvien by FX rates for the currencies

I OEAO OEAT OEA 1T1TAO0 1T &£ AAAOI 060 ET AT i A8 #APEOAI OANOE
to the risk of FX household loans

The increased capital requirements for other risk categories was also limiteclthough the significant growth

in the capital requirement for other risks was caused by a changed method of the credit risk measurement at
one of large banks (for the duration of the implementation of the new model, the difference between the
standard method previously applied by the bank and the current advanced method is reported in other
capital requirement item).

Considerable growth of the
equity surplus over the total
capital requirement

The considerable growth of equity accompanied by limited total capital requirement increase translated into
higher equity surplus over the total capital requirement(from PLN 43.1 billion to PLN 58.9 billion).

Table 4. Solvency ratio and Tier 1 ratio

Solvency ratio (%) Share in the sector assets (%)
2010 2011 09/12 2012 2010 2011 09/12 2012

Solvency ratio (CAR)

Sector 13.8 131 14.0 14.7

Commercial banks 13.9 131 14.0 14.8

Cooperative banks 13.2 13.4 13.9 13.8

Bank distribution by solvency ratio

Below 8% 2 - - - 0.1% - - -
8-10% 28 28 20 15 7.4% 8.5% 4.2% 0.5%
10-12% 115 120 92 99 254% 35.8% 14.0% 9.5%
12% and more 480 473 507 503 62.4% 535% 79.8% 88.0%
Tier 1 ratio

Sector 12.4 11.7 12.7 13.1

Commercial banks 12.5 11.6 12.6 13.1

Cooperative banks 12.4 12.6 131 13.0
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; ; Chart9.
Considerable growth of CAR and Tier 1 Solvency ratio (CAR)

The consequence of the above changes was a
considerable growth of the solvency ratio (from 13.1 44 -
to 14.7) and of the Tier 1 ratio (from 11.7 to 13.1).

12 A1

10 1

E T T T T T T
2006 2007 2008 2009 2010 2011 2012
s Sector Commercial Coorerative

Chart 10.

Limited share of banks with

CAR < 12% and Tier 1 < 9% The banking sedr structure in terms of CAR and Tier 1

100% 1 27.9% |

The strong capital position of the banking sector is
reflected in the fact that only a small number of banks 7%
has the solvency ration of less than 12% or Tier 1 less
than 9%. S0%

As at the end of 2012, the solvency ratio of only 7 agg
commercial and 107 cooperative banks was below

12% and their total share in sector assets was only 0%
9.9%. At the same time, the Tier 1 ratio of only 5
commercial and 18 cooperative banks was below 9% Share of banks with | Share of banks with Tier 1
and their share in the sector assets was only 6,1%. AR

Further consolidation of the
capital base recommended

Although the current situation is sound, banks are recommended to maintain a strong capital base.
Simultaneously, some of them should further strengthen it due to the risk accumulated in their balance sheet
as well as difficult external conditions which may trigger disturbances on the financial markets and
AAOAOET OAOGETT 1T &£ OEA Al EAT 008 AOAAEOxT OOEET AOOS
Considering the above, the PFSA issued recommendations (to banks and other supervised institutions)as t
distribution of profit for 2012.
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3. LIQUIDITY POSITION

The current liquidity position is
good

The current liquidity position is good. Still, furtheractions to stabilise funding sources prove indispensable

Table 5. Selected liquidity ratios

Value (PLN bill ion) Change to 2011
2010 2011 09/12 2012 PLNbn %
Primary liquidity reserve 276.2 294.0 2934 301.0 6.9 2.4%
Supplementary liquidity reserve 119.6 148.5 148.1 142.6 -6.0 -4.0%
Unstable third-party funds 253.4 302.3 298.6 286.6 -15.6 -5.2%
Liquidity coverage ratio gap 142.4 140.3 142.9 156.9 16.6 11.8%
Liquidity coverage ratio 1.56 1.46 1.48 1.55 X X
Stable third-party funds 794.1 889.0 897.6 913.8 24.8 2.8%
Loans for nonfinancial sector 664.9 764.3 774.4 771.2 7.0 0.9%
Deposits of nonfinancial sector 620.4 698.6 695.7 724.0 254 3.6%
Deposit surplus/ shortage -44.6 -65.7 -78.7 -47.3 18.4 -28.0%
Loan to deposit ratio 107.2%  109.4% 111.3% 106.6% X X
L . Chart11.
Th? base liquidity ratios are Selected liquidity ratios
satisfactory a nd stable —
PLN billion
200 / y
A . . ] : A
The base liquidity ratios were relatively stable and - vo v g T
. _— bl
satisfactory. N o 200 -
At the end of 2012 the positive liquidity gap
increased up to PLN 156.9 billion and the liquidity . | 142,6
coverage ratio increased up td..55, boththe effect of
reduced unstable third-party funds. o
T T T 1
2008 2009 2010 2011 2012
—— Primary liquidity reserve
—— Supplementary liquidity reserve
Unstable third-party funds
Liquidity coverage ratio gap
Chart12.
Liquidity coverage ratio
1,75 A
1,55
1,50 -
1,25 |
Required
1.00 1 minimum
0,75 T T T .
2008 2009 2010 2011 2012

—— Liquidity coverage ratio
Required minimum
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Table 6. Number of entities not satisfying PFSA Resolution No. 386/2008 as at the period end

Number of entities not satisfying PFSA
Resolution No. 386/2008

Share in sector assets

2009 2010 2011 2012 2009 2010 2011 2012

January 11 S 3 2 2.7% 0.2% 0.0% 0.1%
February 8 7 1 6 0.4% 0.7% 0.0% 0.3%
March 10 7 1 1 4.7% 0.2% 0.0% 0.1%
April 15 8 3 2 0.3% 0.7% 2.1% 0.2%
May 12 5 1 4 0.7% 0.1% 2.1% 0.2%
June 13 10 4 1 0.3% 0.2% 2.1% 0.0%
July 8 6 3 2 0.2% 0.1% 2.1% 0.0%
August 13 7 - 1 0.3% 0.2% - 0.0%
September 14 6 5 3 0.4% 0.2% 0.1% 0.0%
October 15 4 5 2 0.4% 0.1% 0.0% 0.0%
November 9 5 2 1 0.3% 0.1% 0.0% 0.0%
11 4 2 5) 0.3% 0.1% 0.1% 0.1%

December

Provisions of PFSA Resolution No. 386/2008
are abided by to a satisfactory degree

Provisions of PFSA Resolution No. 386/2008 are abided by to a satisfactory degrébere were few instancesof non-
compliance identified which concerned entities of systemwise marginal importance (as at the end of 2012, only 2
branches of credit institutions and 3cooperative banks breached the provisions of the Resolutign

Chart13.
LTD ratio of the norfinancial sector

Loans and deposits of the non m

financial sector (PLN billion)

Loan to deposit ratio was stable

The loan to deposit ratio for the nonrfinancial sectorz 70
indirectly determining the scale of demand dr 500 1
financial market funds z remains stable since 2009. %30 ] | 6986
As the result of slowdownin lending and the PLN 500 1
appreciation, the above relation improved at the end 150 A 473
of 2012 andreached the lowest level reported for the 0 WWF;
last two years (106,5%). .150 A
2004 2006 2008 2010 2012
Loans
Deposits

Deposits surplus/ shortage
Loans to deposits

12096 1

11044

10094 T T T T T T T T

30%

20% 1

709 -
2004 2006 2p0e 2010 2012
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Actions to further stabilise
funding sources prove
indispensable

Lower mutual trust of market participants and recurring severe disturbances on the financial markets
remain the main impediment to liquidity management. In particular, the situation on the local interbanking
market was stable, characterised by low reciprocalending limits and marginal share of deals with
maturities exceedingl day.

With the above in mind actions to further stabilise funding sources and strategies that match difficult
external circumstancesare needed
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4. FINANCIALRESULTS

Net financial result similar to
2011, considerable impact of
unstable factors

Despite difficult external conditions, the financial results of the banking sector remained at the level of 2011
however, to a large extent, it was caused by factors of unstable nature

Table 7. Selected components of income statement

Value (PLN million ) Change t02011 Result in the last four quarters
2010 2011 2012 . PLN % 1/12 /12 /12 IV/12
million

Net income on banking activities 53083 57305 58751 1445 25% 14857 14999 14579 14316
- net interest income 30899 34979 35480 501 14% 9071 8809 9034 8566
S IR E HEES I 13754 14283 14342 59 04% 3539 3632 3592 3580
commissions
- other items 8429 8042 8928 886 11.0% 2247 2559 1953 2169
Operating costs 25477 26684 27776 1092 4.1% 7 008 6 938 6 869 6 961
Depreciation / amortisation 2534 2576 2582 6 0.2% 649 638 635 660
Provisioning and impairment 10ss 1) 535 ggs5  g9ggs 1133 12.8% 2170 2909 2311 2598
balance (negative)
NET FINANCIAL RESULT 11420 15539 15521 -19  -01% 4215 3813 4002 3491

The net financial result of the banking sector in 2012 Chart14.
was byz0.1% (PLN-19 million) lower as compared to Netfoaheidl resu_lt

Sector in total (PLN
2011. 15 o000 million)
413 entities accounting for 57.2% 6 the sector assets 12 500
saw results improve; in other entities the results iigﬂlg
deteriorated. 3 commercial banks, 4 cooperative ¢ 54
banks and 11 branches of credit institutions reported  z soo
a loss of the total amount of PLN 340 million (their L

. 1999 2001 2003 2005 2007 2009 2011
total share in the sector asses was 8.0%).

Per quarter (PLN million)

The net result of the commercial banks and the

. . 4 000
cooperative banks rose correspondingly by 0.2% and 2 000
8.8%; the net result of branches of credit institutions 2 000
dropped by 37.8%. 1 000
0
Two largest banks still generate the majority of the 2010
whole sector prdfit (in 2012 they generated 40% of 2008 2009 2010 2011 22012
. . . . SECTOR 13556 B27E 11420 15539 15521
the whole profit while their share in sector assets was Commercial banks 12475 7620 10833 14309 14337
only 25%). Bran. of credit inst. 181 .27 -14B 33z 206
Cooperative banks 00 = 736 898 977

9 Note: the data regarding the 2012 financial results are distorted due to the method of how the mergeetiveen Polbank

EFG S.A. and Raiffeisen Bank Polska S.A. was settled (impact of other mergers was immaterial). The effect was that the net
result of the banking sector was slightly overvalued and the incomes and costs and the negative impairment loss batdanc
and provisions were slightly undervalued. However, the data regarding the 2011 financial results of the banking sector
are also distorted (as the result of change legal form of Polbank EFgGIn consequence, the effects of the above changes
are offset.
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Table 8. Net financial result change drivers, 2012

Value (PLN million)

2011 2012 Change driven

1. Net income on banking act ivities 57 305 58 751

- net interest income 34 979 35 480 +501
- net income on fees and commissions 14283 14 342 +59
- other net income on banking operations 8 042 8 928 +886
2. Other operating incomes /costs (balancéy 404 862 +458
3. Bank ogeration costs 26 684 27776 -1 092
4. Depreciation / amortisation 2576 2582 -6
5. Provisioning and impairment loss balance (negative) 8 855 9988 -1133
6. Net income on operating activity (1+23-4-5) 19 594 19 266

7. Ne income on nonoperating activity 11 0 -11
8. Income on continued operations (6+7) 19 605 19 266

9. Statutory charges 3862 3730 +132
10. Net profit on continued operations (8+9) 15 743 15 536

11. Net profit on discontinued operations -203 -15 +188
12. Net financial result (10+11) 15 539 15 521 -19

Considerable impact of unstable Unlike in yea_rs 20102011_(whe_re the net profit of the bankir?g
factors sector was driven by the higher interest result and lower negatig
balance of impairment losses and provisions), in 2012 the main
factor driving the result was the result on other banking activities, then the result on interest, the result on
other operating costs and revenues, reduced losses on discontinued activitiesd reduced statutory charges
on the financial result, i.e. factors of an unstable or orA@me character. On the other hand, the negative
balance of impairment losses and provisions increased.

Interest result grew at a slower Chart15. _
pace Revenues, costs and thetinterest result

Per year (PLN million)

35 480
In 2012 the net interest income grew at a slower pace
as compared to that observed since 2010 (the highest 35 g12
interest result was reported for Q4 2011). This was
the consequence of moderate increase in the interest
revenues (by PLN 6,520 million; 10.1%) combined 58094 s55ses 57268 64773 712392
with high increase in interest cost (by PLN 6,019
[ETTETTN ¢n8cpbas ! Getiddielt 5005 2005 2010 2011 2012
income for 2012 was similar to hat of 2011 (increase Interest income
by PLN 501 million; 1,4%). mInterest cost

minterest result
Some banks faced the declinf the net interest perquart-er (PLN mmionj
income. These were in particular the banks 15 000 4 {>¢¢¢¢

specialising in consumer lending as well as car and i o
15 000 <><> {>{><><><><>¢,{><>
mortgage loans and banks wherefore change in s gpq 16

funding structure (from the parent group funds to s goo W

market funds) proved unfavourable Noticeableis the & aoo

relatively large growth of the interest result at the 3000 -

cooperative banks (by PLN847 million; 10.9%). 0 | | | | | | | | | | | | | | |
z008 | zooe | 2010 | 2011 | 2012 ‘

+—Revenues —#—Cost _ —#=Result

10 The following were also taken into account: result on adjustments of goodwill (hedge accounting) and the result on
discontinuation of recognising assets other than assets for sale.
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Reduced net interest income

Chart16.
Interest revenue and cost structure

from the consumer loans

The increase in the interest revenues was mainly
caused by the increase in revenues on enterprise loan:
(by PLN 2,243 million; 16.5%), receivables from the
financial sector (by PLN 1,657 million; 23.0%),
housing loans (by PLN 1,556 million; 15.2%) and, to &
lesser extent, on other household loans (by PL8B2
million; 15.8%) and on public sector entity loans (by
PLN 669 million; 24.1%). The above increases were
the consequence of larger business transactior
volume and higher interest rates valid for 2011 and
the first half of 2012 r.

On the other hand, revenes on debt securities and
consumer loans dropped (correspondingly, by PLN 36
million (-0.4%) and by PLN 531 million {3,4%)), the
result of their reduced volume.

The decline of 20112012 in interest revenue on
consumer loans resulted in significantly lover share
in the interest revenue structure (from almost 30% in
years 20092010 down to 21.4% in 2012 r.).

Steep increase in the interest
costs on the household loans

The increased interest cost was the consequence ¢
the steep increase in costs of the household deposit:
(by PLN 3,828 million; 28.8%). This waghe result of

increased deposit base, increased interest rates (the
effect of tightening the monetary policy in 2011 and in
the first half of 2012) and stronger competition at the

deposit market.

The increase in the interest costs paid to other
customers groups was materially lower (interest for

the financial and enterprise sector increased,
correspondingly, by PLN 1,341 million (16.1%) and by
PLN 789 million (14.3%).

Revenues (PLN million)

15 306

17 006

2008 2009
EDebt instruments

2010 2011
Public sector

mNon-commercial institutions

BEnterprises
Other household loans

EHousing loans

mConsumer loans

mFinancial sector _

Costs (PLN million)

2574
5 B4T

—207T
4 259

2008 2009

2010

2011 2012

Budget sector
mNon-commercial institutions
Enterprises
mHouseholds
EFinancial sector

34



Report on the condition of b&ks in 2012

Stagnated result on fees and Chart17.
commissions Result on fees and commissions
PLN million 18 413
17 353 — 17 981
The result on fees and commissions has not changed i

14935
(increase by PLN 59million; 0.4%), the result of

decelerated growth in lending (translated into low
increase in commissions on loans granted and on
sales of related insurance policies), reduced turnover
at the capital market and limited potential to increase
fees for banking services.

2008 2009 2010 2011 2012
—Revenues —ip—COStS —4—Result
Increased result on other Chart18. . o
. s Result on other banking activities
banking activities
PLN million

The result on other banking activities went up (by
PLN 886 million; 11.0%), the effect, amongthers, of
the situation at the government securitiesmarket. As
the profitability of the T-bonds fell down and their 10 772
value increased, some banks decided to sell a portion
of their portfolio to realize profits.

2008 20049 2010 2011 2012
Increa_sed result on other Chart19.
operating revenues and costs Otheroperating revenues and costs
PLN million
1862
1 &15 1700 1608 1579

The increase in the result on operating revenues and
costs (by PLN 396 million; 72.0%) took place as the
result of increased revenues combined with reduced
costs. Noticeable in this regard is the increase in
revenues from recovery of nonrcollectible debts.

2008 2009 2010 2011 aniz
-+ Revenues —#—Costs —i#—Result
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Chart 20.
Structure of the result on banking activities and on other
operating revenues and costs

Structure of the result on banking
activities remains stable

In a longterm, the structure of the result on banking
activities and other operating revenues and costs is
stable. Predminant portion is the net interest
income (approx. 60%) and the result on fees and
commissions (approx. 25%). It is the consequence of
a traditional model of the Polish banking, local
character of the banklrlg ?.CtIVItI'eS and the limited 179  14% — 079 —— 07% —— 14% _
development of the Polish financial system. apoe 2009 2010 2011 2012

15,206 15,00

== [nterest result
== Result on fees and commissions
—g— Result on other banking activities
o Reallt on operating revenues and costs

Moderate/low increase in the Chart 21.
operating costs Operating costs and depreciation/amortisation

PLN million m
. e . ) 2576
Continued difficult external conditions translated into m 2534

increased pressure oncost control. In consequence,
the operating costs rose slightly/moderately in 2012 5519
(PLN 1,092 million; 4,1%) and was mainly due to the
increased employment costs (by PLN 706 million;
4.8%) and, to a lesser extent, to the increased
overheads (by PLN 386 mlion; 3.2%). The rise in the
the employment costs was due to higher
remunerations and related costs (despite lower
employment rate) and to payments in the form of
own shares. The main reasons for the increased
overheads were higher rentals, Ifrelated expenses
and payments to BFG. On the other hand, the
marketing related expenses dropped.

5 693

The amortization/depreciation was similar to that of

2008 2009 2010 2011 2012
2011.

B Amortisation/depreciation
Other overheads
‘Payments to BFG

m Rental fees

| IT costs
Marketing costs

B Labour costs

Share of costs in the result on
banking activities is stable

] Share of operating costs and
The share of total operating costs and amortisation/depreciation in result on

AT T AAETNAAET 1 A A AEAAET T banking activities and in other operating A
Al T OOEUAOET T TAAPOAAEAOET T i o coets o
not materially changed (50.9% as compared to ‘

50.7%).

2008 2009 2010 2011 2012
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Table 9. Balance of impairment losses and provisions

Value (PLN million) Ch;gfle L2 Result in the last four quarters
2010 2011 2012 PLN ml % 1/12 iz /2 1v/12
Balance of imp. losses and provisions , incl: -11235 -8855 -9988 -1133 128% -2170 -2909 -2311 -2598
1/ Impairment losses on financial assets -10545 -7611 -8168 -557 7.3% -1813 -2419 -2052 -1883
Households -9004 -6360 -4771 1589 -25.0% -1299 -1426 -1381 -665
- consumer loans -7017 -3707 -2422 1285 -34.7% -714 -658 -751 -298
- housing loans -867 -1331 -1196 135 -101% -335 -369 -323 -170
- other loans -1120 -1322 -1153 169 -128% -250 -399 -308 -197
Enterprises -1524 -1257 -3391 -2134 169.7%  -517 -985  -679 -1209
Other entities -17 6 -6 -12 X 3 -8 8 -8
2/ provisions -769 -670 -1136 -466 696% -172 -265 -200 -499
3/ impairment losses on nonfinancial assets. -87 95  -295  -201 212.1% -29 -19 -17  -231
4/ IBNR/General risk 166 -479 -389 90 -18.8% -156 -206 -43 15
; ; . Chart22.
Increased |mpa|rment Iolsses The negative Balance of impairment losses and provisions
due to deteriorated quality of balance  of —
enterprise receivables impairment PLN million

losses and
provisions went up considerably in 2012 (by PLN
1,133 million; 12.8%), the factcaused by strong rise
in impairment losses for receivables from the
enterprise sector (by PLN2,134 million; 169.7%),
mainly due to the deteriorated financial condition of
some large construction sector enterprises (see
herein below). To much smaller extat, the rise in
negative balance of impairment losses and provisions
was caused by increased costs of setting up other
provisions and increased impairment losses for non
financial assets.

Drop in impairment losses on On the other
household receivables hand, _ the
negative

balance for household receivables went down
significantly (by PLN 1,598 million; -25.0%). This
was mainly the effect of considerable drop in
impairment losses for consumer loans (by PLN 1,285
million; -34.7%) - they have been dropping gradually
since the second half of 2010 (the recordbw balance
of impairment losses for consumer loans was
reported for Q4 2012). At the same time, the balance
of impairment losses for housing loans and other
household receivables dropped, for the first time,
consequently by PLN 135 million {10.1%) and by
PLN 169 million (-12.8%).

The negative result on IBNR dropped (by PLN 90
million; -18.8%).

Higher balance of impairment losses and provisions
translated into their higher share in results generated
by the sector (from 15.3% in 2011 up to 16.8% in
2012).

2008 2009 2010 2011 2012
Per quarter

4 00
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2009 2010 2011 2012
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w—Consumer loans
—#—Housing loans
—#—Receivables from enterprises

Share in result on banking activities and in other
operating revenues and costs

2008 2009 2010 an1i1 2012
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No big changes in the key performance
indicators for the sector

Table 10. Selected key performance indicators

Sector Commercial banks Cooperative banks
2010 2011 2012 2010 2011 2012 2010 2011 2012
Net financial result (PLN million) 11420 15539 15521 10833 14309 14 337 736 898 977
Banks reporting losses
- number of banks reporting losses 20 18 18 7 7 3 2 2 4
- share in the sector assets 82% 3.0% 80% 56% 28% 7.8% 00% 0.0% 0.0%
- total losses (PLN million) -1 265 -585 -340 -648 -507 -270 -15 -3 -6
NIM 3.20 3.23 3.19 3.18 3.17 311 443 460 461
ROA 1.03 1.26 1.22 1.10 1.27 1.23 1.12 121 1.9
ROE 10.21 12.64 11.19 10.19 12.712 11.19 1046 11.59 11.23
C/ 52.26 50.58 50.86 50.61 49.09 49.12 69.31 66.89 65.78
Share in assets (aerage)
Result on banking activities 4.78 4.66 4.62 4.80 4.61 4.58 5.71 5.74 5.60
- interest result 2.79 2.85 2.79 2.76 2.79 272 414 430 431
- non-interest result 2.00 1.82 1.83 2.03 1.82 1.86 1.58 143 1.28
Banking costs 2.30 2.17 2.19 2.22 2.07 2.08 3.72 3.61 3.50
- employee-related 1.29 1.19 1.21 1.22 111 1.12 2.66 253 245
- overheads 1.01 0.98 0.98 1.00 0.97 0.96 1.06 1.08 1.05
Balance of impairment losses/provisions 1.04 0.64 0.72 1.06 0.67 0.77 0.27 0.31 0.38
Assets r employee (PLN million) 6.6 7.3 7.9 7.5 8.4 9.2 2.2 2.4 2.6
Employeerelated costs per employee (PLN 81 83 90 87 88 9 55 58 61
thousand)
Gross profit per employee (PLN thousand) 89 114 115 102 131 134 30 36 38
Chart 23.
Sdected key performance indicators
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Key performance indicatorswere at the level close to 2011, except for ROE which dropped down. This was,

2008 200% 2010 2011 2012

2008 2009 2010 2011 2012

however, not the effect of deteriorated operating efficiency but o€onsiderable capital growth mentioned

above (positive phenomenon).

Further improvement of cost effectiveness of cooperative banks is worth noting
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%P@DAAOAA 1T ACAOEOA E
financial results
Negative impact of the interest rate

OAAOAOGETT 11 OEA AA

yl AT ETC PAOEI AdGh TTA TAU AopAAO OEAO OEA 1T ACAOEOA +
which is the consequence of the @mnomy downturn which, in turn, translates into deteriorated financial
condition of some borrowers and reduced demand for loans and banking products

Big challenge for banks will be dropping interest rateg on one hand it may drive the loan demand, on the

other hand it may negatively affect the interest revenues and limit the deposit base growth potential, among

I OEAOOh OEOI OCE OAAOAET ¢ OEA ADOOOI 1 AOOGE bPOI PAT OEOU Ol
The financial plans for 2013 sent to UKNF assumed the reduced sector profits for 20838 0.2%. However, as

the result of strong reduction of interest rates, banks updated the plans and reduced thmojections as

regards the interest result (by approx. PLN 2 billion). In consequence th@ojections regarding the banking

operations results ard the net results were adjusted downwards. The current estimated level is almost 7%

lower than the result realised in 2012.

10 OEA &EET AT AEAT PI AT O OEIi xh AATEO8 OEAxO AO OACAOA
particular, some banks assumesignificant improvement of the financial results. At the same time, other

banks assume considerable deterioration of their financial results. And that despite the fact that the scale

and the business model used by them are similar. Therefore one may assuthat some banks are too

optimistic and some are too pessimistic as regards the business perspectives (this may be explained by high
uncertainty as regards the economy growth perspectives). In consequence, the actual results may differ
significantly from the projections.

In the context of updated financial plans, noticeable is that, in case of loans for the riimancial sector,
significantly larger reduction in the interest rates (as compared to that expected by the banks) does not
translate into increased lending (asprojection in the original plans). Some banks reduced theprojections as
regards lending development and the consequence is that the actual lending growth is lower than that
assumed by the banks in the original financial plans. The reasofisr that may be threefold: the economy
downturn (affecting the loan demand and supply), the expected deteriorated financial results of the banks
(the consequence being lower appetite for risk) and the reduced expected deposit growth.

The additional preOOOOA 11 OEA AAT EOS A£ET AT AEAT OAOOI 06 xEI T AA
the orderly liguidation fund to be paid to BFG and from reduced interchange fees.
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5. MAIN LINES OF DEVELOPMENT

Moderate growth in scale of
operations of the banking sector

Still difficult external conditions and uncertainty as to the future economic growth, combined with limited
funding sources and reduced willingness of households and enterprises to take debts, resulted in moderate
growth in banking sector activities (measured by the balancsheet total growth).

The balance-sheet total growth
approximately the same as in
years 2010-2011

In 2012 the balancesheet total of the banking
sector increased by PLN 58.4 billion, i.e. by 4.5%
(the relatively low increase in nominal terms was
the effect of PLN appredtion which, in turn,
resulted in lower PLN value of the balancsheet
items expressed in foreign currencies). If adjusted
for FX rateg! the growth would be approx. PLN 84.9
billion, i.e. 6.7% and was slightly lower than that in
years 2010-2011 (correspondingly 7.5% and7.8%).

The balancesheet total grew mainly due to
increased lending and increase in the most liquid
assets.

Higher growth of banks
controlled by the domestic
investors

The same as in previous years, the growth of banks
controlled by the domestic investors was higher as
compared to banks contrdled by the foreign
investors (adjusted annual growth of the balance
sheet total was, correspondingly, 10.3% and 4.7%).

Chart 24.
The banking sector assets

PLN billion
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Change in the balane-sheet total in
years 20092012

135
102 E
59
2 E3
2009 2010 2011 2012
cONominal EAdjusted

Z008 2009 2010 2011 2ZD01z2

SECTOR 10354 10574 11594 12946 135239
Commercial banks 9226 9399 10342 11877 12389
Branch. of credit inst. 36.2 357 4.7 2B.5 282
Cooperative banks 56,5 617 0.4 784 B5.B

11 Note: to determine the growth adjusted for FX rates, FX rates at the yeand 2012 were taken (considering certain
limitations of the reporting system, data presented should be regarded as estimated values).
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Table 11. Lending Portfolio

. Change to 2011
Gross carrying amount (PLN bn) nominal adjusted

2010 2011 09/12 2012 PLN bn % PLN bn %

Lending total 787.5 911.3 9356 935.2 239 2.6% 46.0 5.2%

1/ Financial sector 25.5 25.8 33.2 32.8 7.0 27.0% 7.4 29.3%

2/ Non-financial sector 698.5 800.7 8134 8104 9.7 1.2% 30.2 3.9%

- households 475.4 532.0 532.6 533.2 1.2  0.2% 16.2 3.1%

- enterprises 219.7 264.5 276.2 2723 7.7 2.9% 134 5.2%

- non-commercial institutions 34 4.2 4.7 4.9 0.7 17.0% 0.7 17.0%

3/ Public sector 63.4 84.8 89.0 92.0 7.2 8.5% 8.3 10.0%
Per currency

-PLN 534.7 604.5 655.0 659.1 546 9.0% 546 9.0%

- currencies 252.7 306.8 280.7 276.1 -30.7 -10.0% -8.7 -3.0%

Chart 25.

Reduced growth in lending for

Loan value change, in total

the non -financial sector

Change (y/y, PLN billion)

124
The lending growth decelerated in 2012 (in Q4
lending stagnated). In consequence, the total value of &0 E = E .
loans in nominal terms increased by PLN 23.9 billion, 24
i.e. by 2.6% (adjusted for FX rates: approx. PLN 46.0 1
billion, i.e. approx. 5.2%). " appe | 2010 2011 2012
Reduced growth in he loan portfolio was the result oNominal mAdjusted
of reduced lending for households and enterprises; at Quarterly change (adjusted)

the same time, growth in loans for the financial and 20 -
public sector was relatively high.

20 -
Reduced growth in household and enterprise lending
was the effect of several dferent factors; the factors
of key importance were the economy downturn and u
deteriorated economic growth perspectives which
translated into limited demand for loans and more

selective supply. Another barrier was limited funding Chart26.

L Loan portfolio structure
sources. Further, reductionin volume of consumer

loans was, to a large extent, due to the sale of a 5o { (PLNbilion) Ex

portion of the bad debt portfolio. 400 -

Lending development is of 200 1

cyclical nature 100 - —r,jf-f_ m
0 : T — — 258 - 328

In the context of reduced lending growth, it must be 1999 2001 2003 2005 2007 2009 2011

noted that lending development is of cyclical nature.
Decelerated growth of lending took jace in the past
as well. It is a natural characteristic of each economy.

1%9% 2001 2003 2005 2007 2009 2011

Financial sector Households
Enterprises ——Budget sector
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Table 12. Household loans

. Change to 2011
Gross carrying amount (PLN bn) nominal adjusted
2010 2011  09/12 2012 PLN bn % PLN bn %
In total 4754 5320 5326 5332 12  02% 162 31%
1/ Housing loans 2675 3190 3191 3218 28 09% 165 54%
- PLN 98.2 1212 1375 1435 223 18.4% 223 184%
-FX 169.3 1978 1815 1783 -195 -9.9% -58 -32%
2/ Consumer 1341 1303 1256 1234 -69 -53% -6.2 -4.8%
- credit cards 14.7 135 12.8 12.6 -09 -7.0%
- car loans 7.7 6.8 6.0 57 -11 -16.1%
- instalment loans'2 464 459 424 41.2 -48 -10.4%
- other13 65.3 64.1 64.4 64.0 -01  -02%
3/ Other 739 82.7 879 88.1 54 65% 59 72%
- operacyjne 233 271 312 31.0 39 144%
- inwestycyjne 251 288 28.8 2838 01 0.2%
-TEAOOAET I T GAE 8.1 8.8 9.2 9.6 07 84%
-bT UT OOACA T AT AILTT GAE 174 180 187 187 07 39%
wg waluty
-uci OA 2908 3175 3370 3414 238 75% 238 75%
- waluty 184.6 2145 1955 1919 226 -105% 77 -39%
Chart27.

Slowdown in household lending Housahold loans

Annual change in volume of loans (PLN billior
In 2012 saw the lowest growth in household lending
within the last several years. The value, in nominal
terms, increased by PLN 1.2 billion, i.e. by 0.2%
(adjusted for FX rates: by approx. 16.2 billion, i.dy
3.1%).
The slow growth was the result of decelerated
growth in housing loans and reduced volume of 2008 2009 2010 2011 2012
consumer loans. Other household loans (the majority
of them for small enterprises) grew at a stable pace.

113

ONominal B Adjusted

. . Quarterly change (adjusted)
The decelerated growth was caused, in additioto
the factors specified above, by factors specific for an

each individual loan category (see herein below). 20

The decelerated growth in lending for households has 10
been observed not only in Poland, but in the majority 0
of the EU countries (see herein below).

Positive drop in share of FX 200 Structure of loans
loans

Limited lending in foreign currencies combined with 200 ]

PLN appreciation resulted in positive drop in share of
FX loans (from 40.3% as at the end of 2011 down to 120
36.0% as at the end of 2012).

{nlinl}
281
77
82,7
T

1999 2001 2003 2005 2007 2009 2011
Consumer loans

Housing loans
Other

12 This category includes cash loans repaid in instalments.
13 This category includes current account loans and cash loarspaid in full.
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Chart28.

Housing loans is the main Role of housing loans iretA A A1 E Gdheeth A1 Al

AAT EOG AOOAOO E(

41.3% 41704

. o
The housing loans ar& the main loan portfolio and 0% g

asset item of the sector.

As at the end of 2012, they accounted for 35.4% of
the loan total (loans according to their balancesheet
value) and 23.5% of the balanceheet total of the
banking sector (in the key banks, the share of housing
loans was considerably higher). This means that the
financial condition of the banks is largely dependent
on the quality of the housing loans and the situation 'zu'.m 2002 2004 2006 2008 2010 2012
at the real property market. —s— Share in assets

—#— Share in loans
+— Share in nonfinancial sector loans

309

20%

- - Chart29.
Slowdown in housing loans Housing loans for households

Annual change in the loan volume (PLN billion)

Growth in housing loans further decelerated in 2012.

In nominal terms, the portfolio value increased by - -

PLN 2.8 billion, i.e. by 0.9%. This was due to the large

share d FX loans, the value of which expressed in 23 E -
PLN dropped down as the result of the PLN .
appreciation. Adjusted for FX rates, the growth would . .—.-‘

be approx. PLN 16.5 billion, i.e. 5.4%. This means that ~ 200¢ 2””'3 2010 2011 2012
the realised growth in lending was the smallest in O Nominal B Adjusted
recent years. Quarterly change (adjusted)

The reduced growth was due to a number of factors
of demand, supply and regulatory nature. Futher, it
was also due to reduced market prices which
translated into reduced lending needs (in terms of
value, see herein below).

14 Note: additional information regarding the housing loan portfolio have been provided in Annex
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The number of active loan
agreements increased

According to AMRONSARFiIN, in 2012 banks granted
196.6 thousand loans for the total amount of PLN
39.1billion and the number of active loan

agreements increased by 100.9 thowsd up to

1,731.6 thousand. The drop is considerable as
compared to 2011 (the number and the value of loans
granted dropped, correspondingly, by 15.0%
and 20.5%), however, considering the current market

conditions and saturation, the loan sales level is
satisfactory. Although the annual growth in the

number of active loan agreements is lower than in
2011, it is still higher as compared to years 2009

2010.

Interpreting the data provided by AMRONSARFIN

(as regards the number and the value of loans
granted), one must take into account the fact that
they do not reflect the true scale of lending. These
data also include the customers that change the
financing bank. As the result, the actual scale of
lending is overvalued. Additionally, it may be the
source of msunderstandings in case of considerable
changes in terms of the number and the value of
those operations between periods included in

comparisons.

Improved currency structure of
housing loans

The positive trend was continued where the PLN

loans predominated in the new lendingdevelopment

Majority of banks either strongly limited, or

completely withdrew from the loans in foreign

currencies (throughout 2012 banks granted 8.4
thousand FX loans, 5.8 thousand of which were
granted in the first quarter). Combined with the PLN

appreciation, this resulted in reduced share of FX
loans in total housing loans (from62.0% at the end of
2011 down to 55.4% at the end of 2012).

Considering various risks generated by FX loans,
negative impact on the real property prices and

limited counteractions from the monetary

authorities, the FX loans should constitute an
exclusive offer available only for customers who
receive regular incomes in the loan currency (see
herein below).

Chart 30.
Development of housing loans
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FX structure of housing loans
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The trend of large share of new Chart32.

loans granted with LTV>80% LTV and tenors for newly granted loans

and excessively lengthened Share of loans with LTV > 80%

tenors continues 0% -

Eo0g
The negative fact is that there is still a large share of 4094 -
new loans awarded with LTV exceeding 80% (approx. amnag
50% of the total sales) and with excessively zo9g
lengthened tenors (oans with tenors of 25 years and 103
longer accounted for approx. 65% of new loans 0% | | |

2009

2010

2011

2012

Loans with high LTV ratio and excessively lengthened
tenors (the same as FX loans) contribute to increased
risk for the customer, the bank and the economy as a Share of loans >= 25 years
whole (see herein below). These are the factors that o o
contribute to creation of the speculative bubble at the ... | &0 525% &
real property market. This, in turn, results in limited < 62,794
) . | 55,605
access to market for households with average #0%

income.

2008

9% A
2010
< n total =—#—Including: +35 years
Source:AMROMNSARFIN
Chart 33.

Reduced sales of loans _unde;r' )
the Rodzina na Swoim O& Al E
i1 ) OCProgramini Number of loans (thousand) 513

The number and the value of loans granted in 2012 40 -
under the Rodzina na Swoim Programme dropped 3o
(correspondingly, by -10.8% and-22.5%). This was 20
the effect of changes in the Pgramme, the result of 10 4
was limited access to those loaris. o

Loans granted under the Rodzina na Swoim Programme

45,8

Changes introduced to the Rodzina na Swoim
Programme in 2011 and its expiration at the end of ,,
2012, despite resulting in reduced sales of loans,
were positive. On one hand, under the Programme
some families afforded to buy a flat and the
residential construction market flourished, on the
other, however, it was a large burden for the public
finances and a source of the systemic risk connected
with the abrupt growth of instalments to be repaid
after 8 years of subsidies.

= o 0a

(=]

2007 2008 2009 2010 2011 2012

Source:BGK

15 In the mid 2011 the ratios used to calculate the maximum flat prices that may be subsidised were reduced (from 1.4 to
1.0 (primary market) and to 0.8 (secondary market)) and the principle started to apply according to which the age of a
borrower cannot exceed 35 years (for marriages, as least one of the spouses must not exceed 35 years).
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Furthermore, in its previous form, the Programme contributed to maintaining negative price relationships at
the real property market, and that through using excessively high ratios for determining the maximum price
of flats that might be included in the Programme. This issue was limited, to a large extent, by introducing the
above mentioned changes in 2011, however the negative impact of the Programme was not fully eliminated
as there were still no mechanisms to ensure full objectivitywhen calculating the limits for the maximum flat
prices?s,

The MieszkanA A1 A -¢1 AUAE O0OI COAiIT A EO A AAOOAO Oi11 O606ETT A
growth of the instalments to be repaid has been eliminated. However, there are still doubts regarding other
assumptions used in the Programm¥. The drawback of both pogrammes is that they are oriented towards
the demand instead of towards creating supply and increased competition which would both result in greater
volume of available flats.

Reduced growth in lending for
housing purposes is the result of
reduced demand and high

prices for real properties

Slower growth of housing loans as observeih recent periods was causd by:

1 changes to theRodzina na Swoimprogramme resulting in considerable drop in production of those
loans;

1 some demand reduction in consequence of rising concerns about the economy outlook resulting in rising
concerns of households about their future fiancial situation; as the result , households are not willing to
take out longterm debts;

1 continued correction of prices at the real property market which results in restrained demand as the
potential buyers wait for more attractive sales prices (which isopposite to what happened in the
economic boom of 20052008 when the buyers intended to finalize the transaction as soon as possible
and the supply was restrained);

1 reduced loan demand in terms of value as the result of corrected real property prices (a alier loan is
needed to buy the same real propertyx in consequence, the value if new loans is lower (on the other
hand, the increased share of loans with LTV>80% in 2012012 entails opposite effects);

1 tightened loan policy at some banks as the resultf@rowing issuancerelated to repayment of housing
loans, deteriorated economic outlook, limited funding sources and modified strategies of the strategic
investors;

16 This was the result of lack of fully objective and indeendent methods for determining the so called conversion ratios

for the cost of replacement of 1 m2 of floorage of residence buildings. This led to large disproportions in the maximum

price limits in the Rodzina na Swoim Programme per region and/or per gitz not reflected in actual construction costs

and transaction prices at individual markets. For example, in Q4 2012 the maximum price limit for primary market in

"UACTI OUAU AT A 41006d j0,. vecy A O OEA DPOEI| ASUimilakEakdy AT A 0,

jo,. uxwe T O0,. teocq AT A | OAE EECEAO OEA] ET #OAAix jo,. 1
#11 OEAAOCETI ¢ OAOU EECE 1 EIiEOO £ O "UACIi OUAU AT A 41 00mh DPOAAOD
na Swoim Programme (the average transaction price at the primary market was PLN 4615 and at the secondary market

PLN 3371); at the same time, the share of flats available under the Rodzina na Swoim Programme was much lower.

17among others: the programme vas limited, in practice, to cities with developed developer market, lack of full objectivity

(as in case of the Rodzina na Swoim Programme) in determining the maximum price limits for flats to be qualified for the

Rodzina na Swoim Programme, lack of linkeiween the amount of subsidies and the financial situation of households

supported by the State aid. It would be reasonable to link the subsidy system with the obligation to save for buying a flat

this would encourage longterm savings and improved awar@ess as regards taking out financial debts.
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regulatory changes in years 201011 (the Chart34.
Selected relationships at the Warsaw real property nhat

maximum DTI value 50%/65%, 25years period
to calculate the credit capacity, actions aimed at
eliminating FX loans); however, according to the
UKNF analyses, the ragdatory factor is not an
actual barrier. It is rather a measure to prevent
negative phenomena that generate excessive risk
for the customer, the bank and the economy as a
whole;

unfavourable relation of the average flat price to
the average salary that cases that a large part of
households with average (or lower) incomes is
unable to take out a loan or, if taken, it would
entail excessive risk, reduced current
consumption and limited ability to generate
OAOET c0O8 4EA OAI AGET 1
incomA O 6
recent correction of real property prices
combined with increasing salaries The
availability of flats (measured as the number of
square meters that can be purchased for a
monthly salary) is still low18;

loan demand tas been largely satisfied through
extensive lending in previous years; the number
of active loan agreements increased from almost
300 thousand at the end of 2002 up to 1.7 million
at the end of 2012; the value of loans awarded at
that time increased from RN 20 billion to more
than PLN 300 billion; the share of loans in GDP
increased from 2% to 20% (similar as in Belgium,
Italy and Austria). In consequence, the demand
has gradually dropped down and stabilized at a
level lower than in the period of the loarboom.

Considering the above, the sales of loans by the banks

in 2012 is still satisfactory.

EIl DOT OAO COAAOAI

Average price of a flat at the primary market
and the average net salary
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Change inthe analysed period
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Number of square meters that can be purchase
at the primary market for average monthly gros
salary
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Source: GUS, NBP, own calculations

18 The availability of flats shown at the diagram (measured based on gross salary) is a large simplification. To present a
truly fair view, it would be necessary to use net salary less average maintenance costs.
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Chart 35.

Reduced portfolio of consumer
Growth of consumer loans

loans but the lending remains

stable Quarterly change in the loan volume adjusted
for FX rates (PLN billion)

g
In 2012, the share of consumer loans dropped by PLN
6.9 billion, i.e by 5.3% (adjusted for FX rates: by <
approx. PLN 6.2 billion;4.8%).

Instalment loans saw the highest declindPLN z4.8
billion; -10.4%) second came the debt under car , |
loans (PLN z1.1 billion; -16.1%) and credit cards | | |
(PLN z0.9 billion; -7.0%). Debt unde other loans 2005

2006|2007 | 2008|2009 2010|2011 2012
(mainly cash loans) remains stable
Structure of loans (PLN billion)
4EA AT 1001 A0 171 A1 08 OEA - ] o
balancesheet has been dropping since the second .,
half of 2010.
45,9

The lending peak (defined as the maximum value of g - 41,2
portfolio) was in August 2010; peaks for indvidual
products differentiated in time (peak for car loans: 20 12,6
03/2009, peak for debt under credit cards 12/2009, m— E
peak for other loans 06/2010, peak for instalment o ' ' '

1z.08 12.09 12.10 12.11 12.12
loans: 08/2011). Credit cards

Instalment loans

3%.8

Car loans
Other

The decline in loans does not mean that lending
drops down as well; the lendng remains stable (see

herein below).

Lending peaks

The situation is not homogeneous m

Lending development as per individual banks is
strongly differentiated.

Since the end of 2010 until 2012, the consumer loan
portfolio had shrunk at 416 banks (by PLN 19.1

12.08 12.0% 12.10 12.11 12.12

Banks reporting increase or decrease in

billion) and expanded at 214 banks (by PN 8.5 loans in years 20112012 (PLN billion)

billion).

The biggest drop is seen for the banks that pursued DAs at 12/2010

an aggressive strategy in the past periods, which ol WAs at 12/2012
caused some of them to establish high provisions m mchange
adversely impacting on their financial results, while o 49.5

others sustained even considerable losses In

consequence, those banks revised their strategies, the E
fact that affected the loan supply. n

Banks reporting DECREAS ~ Banks reporting INCREASE
in the loan portfolio in the loan portfolio
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. . Chart 36.
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and not of reduced lending

Sale and transfer of consumer loans to off
balance sheet regiter (PLN billion)

Drop in consumer loans reported for years 2011

2012 wasOEA AT T OANOAT AA | & € =]
OEAAGO &OI T 11x NOAI EOU ¢/

transfer to off-balance sheet items) of a portion of the

OAAA AAAOOG6 DI OOAEITEI8 ! 00

shrank by PLN 10 billion (by PLN 4.7 billion ire011

and PLN 5.3 billion in 2012).
2011 2012 pagjaqtion)
If the reporting data were adjusted (the same as in

case of adjustment for FX rates), the consumer 10an  reported and adjusted volume of consumer
portfolio 2011-2012 would be similar as at the end of  loans (PLN billion)

2010. It means that the lending remains stable, the

fact confirmed by analyses based on other data from 134,1 [ 1351
UKNF and BIK; those analyses show, in addition, that

the consumer loans slightly grew in 2012 (see herein
below).

REPORTED ADJUSTED

W12/2010 O12/2011 MW12/2012

Transfer of sales of a portion of
instalment loans to other
entities

The reduction in consumer loans throughout the sector was, to a large extent, caused by tramsbf sale of
small amount instalment loans by some banks téending companies,operating under the parent capital
group, in order to bypass the regulatory movesThese transfers were particularly large in 2012 and their
scale is estimated to be approx. PL3-5 billion.

The latter phenomenon is particularly adverse as it results in the credit risk being shifted to yet some other
place within the same capital group, further it causes increased compliance and reputation risks and lower
transparency of operatons as well as stimulates negative competitive pressure. However, for households it is
neutral z the loan is still available, but through different sales channel
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2AA0AAA AAI AT A /4
self-regulation are the main
reasons for slowdown in
consumer lending

The main reasons for slowdown in lending growth (in addition to those specifiedbove) are limited demand
AOT T EIT OOAET 1 A€guksafiodresdivng il sefctiv@ foanALipply.

Decline in demand is the consequence of deteriorated consumer sentiment and raising concerns about future
financial situation, the effect of worsened dbour market conditions (increased unemployment rate and

decline in real salaries) and deteriorated economic outlook. In addition, as the result of intense lending in
previous years, some households satisfied their financial needs through loans.

4 EA Adeif-rEgOiatory actions are the effect of material deterioration of the loan portfolio quality in years
2009-2010, increased aversion to take up excessive risk as the consequence of negative phenomena taking
pi AAA ET OEA AAT EOG6 A wésAbdiified stradebi€sFoOdoimd Bank® m redpnse <ok
modified strategies of their strategic investors. In particular, in 20092010 the consumer loan quality
deteriorated considerably, the effect of which was strong rise in noeperforming loans and related
impairment losses (the value of norperforming loans increased from PLN 9.1 billion as at the end of 2008 up
to PLN 23.2 billion at the end of 2010, share of neperforming loans increased from 8% to 17% and the
negative balance of impairment losses inaased from PLN 3 billion to PLN 7 billion). As the consequence of
strong selfregulation, the quality of loans stabilised in 20112012 and the impairment losses dropped
significantly (it was lower in 2012 as compared to 2008).

Insignificant role of the
regulatory factor in slowing
down the lending growth

As the analysis of suply and demand show, the actual role of the regulatory factor in slowing down the
growth in lending was rather insignificant (see herein below). However, the UKNF reviewed the current
regulations and decided to largely amend the existing regulations. In ¢hsecond half it presented a draft
amendment to the Recommendation T (see the Annex).

Insignificant/immaterial role of
non-banking lending
institutions

As the analysis of norbanking lending institutions show (see the Annex), their role is
insignificant/immaterial, although they grow at a stable pace. This facsicontrary to the popular opinion that
the customers flew from banks to norbanking lending institutions as the result of regulatory actions taken
by KNF in the banking sector (this phenomenon was in fact immaterial). At the same time, those institutions
experience exactly the same problems and those existing in the banking sector.
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Consumer loansz demand, supply and credit policy

The slowdown in lending was predominantly impacted by demand and supply, as confirmed in the
analyses, the BIK datéd T AT UOAO T £ OEA T PETEITO 1T &£ OEA AOAAE
consumer sentiment research. The analyses show that the role of regulatory actions is limited/insignificant.

NUMBER of loan applications and consumer loa
granted (million pcs)

157
=

2006 2007 2008 200% 2010 2011 2012
oNumber of applications mNumber of loans granted

21,0 23,2
17,3 = 170 160

VALUE of loan applications and consumer loans
granted (PLN billion)

1521

i3
6 1254 115,86 1150

58,9

4@

T

2006 2007 2008 2009 2010 2011 2012
OValue of loan applications BVvalue of loans granted

Loan applications approved (%)

2006 2007 2008 200% 2010 2011 2012

~—*—NUMBER OF LOANS approved (%5
—a—\/ALUE OF LOANS approved

According to the gestionnaire research performed by UKME-the consumer loan development peaked in ye
2007-2009 (sales peak in 2008, demand peak in 2009). In subsequent years, both the demand and

dropped. In years 2012012 the demand dropped by almost 30% (in qutéative terms) and by approx. 20%
(in terms of value) (as compared to 2009).

JKNF
5 AT T i

al's
supply

19 The research covered 21 entities that, at the end of 2012 held 92.8% of the total consumer loan portfolio. Caution needs to
be exercised, however, considering that it was a questionnaire research partly based on expert assessments made by

individual banks Despite that wakness, the results depict the actual situation quite well.

Note: there are large differences between banks as regards the number and the value of loan applications and the number of
approvals (the largest number and total value was refied by banks specialised in granting large number of small amount

loans).
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The demand realisation (approval of loan applications) analysis shows that the banks tightened their

policies in years 2002009, the fact reflected in drop in demandaksation from above 50% in years 2008007
down to approx. 40% in year 2009. Steep decline in the number of approvals for loan applications was the
of independent decisions taken by banks and of the crisis after the Lehman Brothers collapse atrdrafly
deteriorated loan portfolio quality in years 2002010. Since 2010 the loan application acceptance level

remained stable.

The research also shows that the role of regulatory actions was rather limited/insignificant. If the regulat
actions were the main reason for slowdown in lending, then considerable reduction in acceptance of
application would have to be expected in years 262011 (in particular in 2011, when all provisions o
Recommendation T started to apply). And it did not happen

NUMBER of loans granted per year NUMBER of lans granted per month
(million pcs) (thousand pcs)

00 4
GO0

400

200

il T T T T T T T 1

2005 2006 2007 2008 Z00% 2010 2011 2012 2005 2006 2007 2008 2009 2010 2011 2012
VALUE c_)f loans granted per year VALUE of loans granted per month
(PLN billion) (PLN billion)

o T T T T T T T 1
2005 2006 2007 2008 2005 Zol0 2011 Z01E 2005 2008 2007 2008 200% 2010 2011 2012

Source: BIK

According to data from BIR?, the loan boom peaked in the middle of 2008 (in Q3 and Q4 loans were grante
the total amount exceeding PLN 20 billion). Lending in subsequent periods dropped. The biggestwadi®
reported at the end of 2008/beginning of 2009 and at the end of 2009. Since Q4 2009 lending stabilised in
of value (the value of loans granted in each individual period is approx. PLN 15 billion). The number of
drops, however, it is a coaguence of reduced demand and se&fulatory actions taken by banks reflectec

oan

effect

1as

ory
loan

d for

terms
oans
il

among others, in limited lending for customers with the lowest financial standing.

20 Note: the data from BIK also include SKOKs and do not include debts in current accounts and under payment cards.
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As the data from BIK show, the resolution and coming into force of the Recommendation Tdtassulted in
considerable changes as regards the number and the value of loans granted (the key provisions came int
at the end of 2010). The fact is that the value of loans in 2011 was slightly lower as compared to

y force
2010

(correspondingly by 6.7% ath 5.1%), however it is difficult to say if it was the effect of regulatory decisions or
the effect of seffegulatory actions by banks and limited demand. If the Recommendation T had a strongly

negative impact, then a considerable drop in the number and thalue of loans granted would have to be

expected. And it did not happen.

The negative impact of the Recommendation T has been observed since 2012. At that time a portion of sales of

small amount instalment loans was transferred by some banks to othdities in order to avoid consequences
regulatory decisions. As the result, the number of loans granted dropped sharply (by 21.0%). In terms of
however, the lending slightly increased (by 0.6%%)These developments were without impact on househpttie
loans for which were still available (through a different sales channel). In this context, the Recommendat
proved neutral.

of
value,

onT

The negative impact of the Recommendation T is also reflected in the reduced number and value of cash loans

for up to PLN10 thousand (in particular up to PLN 2 thousand), this being partially the effect of introducing
DTI limit and requirement to provide a declaration of income.

SUPPLY of consumer loans DEMAND for consumer loans
Difference in market share of banks which Difference in market share of banks which
loosened (+) or tightened €) the loan policy reported increase (+) or decrease-f in demand

10068
7565
506
2565

0%

-25006

-S04

-7olh

-100%%
2004 2006 2008 2010 201z 2004 2006 2008 2010 201z

Source: NBP

According to the analyses of the opinions of the credtdo EOOAAO8 AEAEOI AT AAOOE
stages in the consumer loan policies of banks: 2Q0the beginning of 2008: policy loosening; Q2 20984
2010: polisy tightening; years 2012012: stabilisation of the loan policies (slight adjustmes). Q4 2012 saw
considerable retightening of the loan policies.

Banks reported the rise in demand in years 200008, then fluctuations in years 2002012 with several
quarters where the demand dropped considerably.

he

21 The BIK reports focus on quantitative approach which, considgrithe sales structure (large number of small amount

instalment loans) may bias the assessments of ten actual scale of lending.
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2008
i I

2009
i

2010
i I mw

2011
i I miw

2012
i I

Reasons for changing loan policies
Capital condition of banks
Monetary policy

Economic situation

Risk of realization of collaterals
Quiality of loans

Competitive pressure

Changes in demand

Other factors

Reasons for changes in demand
Demand for fixed assets

Demand for securities

Use of other funding sources

Economic standingof households
Changes in conditions for granting loans
Changes in criteria for granting loans
Tightening

Other factors
e

To improve the transparency, only net changes exceeding 10% of the market share were presented

Source: NBP

The main fators affecting the loan supply was the macroeconomic situation (especially in years 2008 and
at the end of 2011 and 2012), the loan quality (Q3 209&2 2010) and the monetary policy. For some perio
banks reported other factors (including the redatory factor) due to which loan procedures needed to
tightened. The impact of the regulatory factor was particularly large in the second half of 2010 (heed to ada
the T Recommendation).

Important drawback of the NBP research is the lack of weighdssigned to individual supply/demanc
generating factors. Therefore it is not possible to determine the impact of individual factors. Despite that
research results clearly show the importance of selfjulation (especially in years 2002010) in the pocess of
tightening the loan procedures.

Consumer trust indexes (GUS)

Consumer trust index

Changes in the economic standing of household:

Changes in the unemployment rate

-43.1

12/12

Major purchases

12/06

12/07  12/08 1209 12710 12711

Strong impact of the demand factor has been confirmed in the consumer sentiment analyses (GUS anc
research centres). According to those analyses, the customer sentiment has deteriorated congidenabthe
households are less interested in making large purchases or take out debts.

e
pt to

, the

| other
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Chart 37.

Stable growth in other Other household loans

household loans

Adjusted quarterly change(PLN billion)

Other household loans (mainly operating and

investment loans for small enterprises) has grown at

a stable pace in recent periods. The value of those
loans increased in 2012 by PLN 5.4 bhillion, i.e. by
6.5% (adjusted for FX rates: approx. PLN 5.9 billion,
i.e. approx. 7.2%).

Negative phenomenon is the slowdown in the

investment loan growth, the resut of deteriorated Structure of loans (PLN billion)
economic outlook that translates into limited
investments.

B2

2008 2009 2010 2011 an1iz

o4 T T T T

Low/negative growth of 12.08 12.03 12.10 12.11 12.12
h hold | . L f Operating loans Investment loans
ousehold loans in majority o Real property loans Other loans

the European Union countries

Low or negative household loan growth has been reported for the majority of the EU countries. It is the
indirect proof that the main reason for slowdown in lending is thelong-term financial crisis and related
modified attitudes of some households and banks.

Chart 38.
The annual growth in household lending in 2012 as per EU country (%)

IN TOTAL HOUSING LOANS CONSUMER LOAN¢
Slovakia Slovakia Slovakia ’

102 . 111

Luxembourg Romania g7 Luxembourg
Finland B4 Luxembourg 72 Finland
Belgium 3 Malta . Sweden
Sweden :’g Ireland E-:E- Germany
Malta *’3 Belgium 6.0 Malta
Netherlands 3’4_ Finland Czech Republic
Czech Republic . Poland ﬁ France
Poland Czech Republic 43 Cyprus
France - Sweden T 28 Belgium
Ireland T 1’5 Netherlands T 43 Austria
Cyprus T e France T 2= Bulgaria
Germany T 1e Austria T 25 EURO zone
Austria . U’E Great Britain _' 2,0 Netherlands
Great Britain T u:'? Gamany 1l 15 Estonia
Denmark T Slovenia 1l Denmark
EURO zone . ﬁ Denmark 1 Poland
Bulgaria 0.5 ] EURO zone 1 13 Great Britain
Italy 1 Bulgaria 1 oz Lithuania
Romania Cyprus 1 o3 Italy
Slovenia Estonia ] oz Romania
Lithuania Italy -0.2 Greece
Estonia Lithuania -1.0 Spain
Spain Portugal -2.8 Slovenia
Portugal Spain -3.3 Portugal
Greece Greece -4,7 Latvia
Hungary -12,5 Latvia -11,0 Hungary
Latvia ___.._ -12,& Hunaarv -13,5 Ireland

Source: ECB, central banks, own calculations
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Table 13. Enterprise loans

Gross balance-sheet value Change to 2011
(PLN billion) nominal adjusted
2010 2011 09/12 2012 PLN bn % PLN bn %
In total 219.7 2645 276.2 2723 7.7 2.9% 134 52%
1/ SME 127.0 159.0 167.2 164.9 59 3.7% 8.8 5.6%
- operating loans 46.2 57.5 64.9 62.3 48 8.4%
- investment loans 35.2 47.5 48.3 47.2 -0.3  -0.6%
- real property loans 35.0 39.9 41.0 42.0 22 54%
- other 10.6 14.2 13.0 13.3 -0.8 -5.8%
2/ Large enterprises 92.7 1055 109.0 107.4 19 1.8% 46 4.4%
- operating loans 44.2 47.9 50.5 47.1 -0.9 -1.8%
- investment loans 30.1 36.5 345 34.4 -20 -5.6%
- real property loans 9.2 8.4 9.1 9.2 0.8 9.5%
- other 9.2 12.7 14.9 16.7 40 313%
as per currency
- PLN 165.1 192.9 2115 208.8 159 8.3% 159 8.3%
- foreign currencies 54.6 71.6 64.6 63.5 -8.2 -11.4% -2.6  -3.9%
Chart 39.

Reduced growth in enterprise
loans, slowdown in investment
loans Adjusted quarterly change (PLN billion)

Enterprise loans

12
The enterprise loan growth slowed down n 2012

(the loan value increased by PLN 7.7 billion, i.e. by
2.9% and, after being adjusted for FX rates, by
approx. PLN 13.4 billion, i.e. by approx. 5.2%); in Q4 i}
the debt of enterprises to the banking sector dropped | | | | | | | | | | | | | | | | | | | | | | ||
down.

The above is the effect of gragal decline in economic

activity, deteriorated economic outlook and Structure of loans (PLN billion)
v

G o 9 oo

2005 | 2006|2007 (2008 | 2009|2010 | 2011|2012

increased uncertainty as to future growthz as the

result some of the enterprises reduced their demand 122 m
for loans. It is particularly noticeable in the area of
investment loans. It was alsa@aused by tightening the
loan policy by some banks (especially as regards 5° 483 51.2
loans for sectors which are strongly sensitive to
economic slowdown) and slight tightening of the
monetary policy in the first half of 2012. T T T

. : 12.08 12.09 12.10 12.11 12.12
Lending growth was strongly affected byreduction of i

] ] ) Operating loans —— Investment loans
debt by several large enterprises, in particular from Real property receivables— Other receivables
fuel and telecommunication industry (partially, a SEAOA ET A Afiedtd

result of a changed financing structure); as the result, 0%
their debt at banks dropped down by approx. PLN 5, %
billion. 5005 33.2% 33.6%
Reduced growth in enteprise loans translated into 2004 - m m
slight reduction in their share in the balancesheet 3094 2

total and in total loans; the share of enterprise loans  zn9 M

in non-financial sector loans slightly increased. 109 - 19,13
0og — T T T T T T T T T T
2000 2002 2004 2006 2008 2010 2012
—p Share in assets

—— Share in loans

%= Share in nonfinancial sector loans
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Table 14. Enterprise loans per sector (la rge commitments)

Value (PLN billion) Change to 2011

2010 2011 09/12 2012 PLN bn %
In total 2159 2535 266.5 260.9 74 2.9%
Industry sector 60.0 67.9 68.4 66.1 -18 -2.7%
- food 14.2 155 16.3 16.0 0.6 3.6%
- metallurgy 80 9.6 9.8 9.8 0.2 23%
- chemistry and pharmaceuticals 8.2 9.3 10.0 9.7 04 4.3%
- timber and paper-making 70 7.3 7.1 72 -01 -1.4%
- machines 5.7 6.1 6.3 58 -04 -5.7%
- refineries and coke 6.4 8.2 6.3 5.6 -25  -311%
- other 10.6 11.9 125 119 0.0 -0.1%
Trade 43.1 49.6 53.2 50.9 13 2.6%
Property management 379 46.9 46.6 459 -10 -2.0%
Construction 273 314 34.8 328 14 4.3%
Scientific and technical professional activity 57 8.2 9.3 9.6 14 16.5%
Rental, lease and services 8.1 8.1 9.0 8.7 0.6 7.4%
Catering and hotel trade 6.6 76 8.0 79 0.3 34%
Power 36 5.6 58 72 17 29.8%
Agriculture, forestry and fishing 51 6.1 71 71 10 16.3%
Telecommunications and the media 36 6.0 6.6 59 0.0 -0.5%
Transport and warehousing 51 53 55 5.6 0.3 5.4%
Otherindustries 9.8 10.8 120 13.2 24  226%

In sectoral terms, the loans extended to industrial Chart40.

processing companies (25.3%), trading companies Enicipliselsantstileiie
(19.5%), property market management companies
(17.6%) and construction companies (12.6%) §6.1 653 |
prevailed; they accounted for 75% of all loans m
granted to the enterprise sector

PLN billion B2p10 DO2011 B2012

Industry Real properties Other
Trade Construction

Chart41.
Loans forpublic sector

Adjusted quarterly change (PLN billion)

Reduced growth in lending for
the public sector

Limited growth in public investments and tightened 15
budgetary discipline translated into reduced growth 10
in lending for the public sector (loans for self

government agencies increased by PLN 2.6 billion, i.e.
by 6.0%; loans for central government agencies 2009 2010 2011 2012
increased by PLN 4.7 billion, i.e. by 11.4%). Structure of loans (PLN billion)

B0
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20
20
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o 00 L E— 0.8 + 0.8
12.08 12.09 12.10 12.11 12.12
Central government institutions E

Selfgovernment institutions
Social security funds
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Table 15. Selected liquid assets

Value (PLN billion) Change to 2011

2010 2011 09/12 2012 PLN bn %

In total 350.1 355.4 370.7 385.7 30.3 8.5%
1/ Cash in hand, with central banks 50.4 40.3 42.7 71.4 31.1 77.3%
- cash in hand 12.8 13.4 12.5 14.9 1.5 10.9%

- cash with central banks 37.7 26.9 30.2 56.5 29.7 110.4%
2/ Receivables from banks 68.5 71.8 80.4 76.3 4.5 6.3%
- resident 44.4 41.3 49.1 45.4 4.1 9.8%

- non-resident 24.1 30.5 31.3 30.9 0.4 1.4%
3/ Debt and equity instruments 231.2 243.3 247.7 238.0 -5.3 -2.2%
- central banks 74.6 93.3 104.3 98.4 5.1 5.4%

- government securities 143.8 130.8 124.6 120.5 -10.3 -7.8%

- debt instruments from other issuers 10.5 16.3 15.9 16.1 -0.2 -1.0%

- equity instruments 2.3 2.9 2.9 2.9 0.0 1.3%

Chart42.

Increase in most liquid assets
and drop in the government
securities portfolio Selected current assets (PLN billion)

Liguid assets

Reduced growth in lending translated into
considerable growth in the most liquid asset® (by

PLN30.3 billion; 8.5%), including their share in
balancesheet total (27.5% at the end of 2011 up to
28.5% at the end of 2012).

The liquidity surplus was, in majority, invested in
government securitiesand the NBP cash certificates.
Some banks benefited from the government
securities price hikes and decided to ealize profits
through sales of a portion of papers. In consequence,
the bond portfolio shrunk (by 6.5%). The long lasting
trend of marginalization of T-bonds continued.

Sharein assets (%)

Stable level of foreign deposits

The deposits of Polish banks at nomesident banks
remains stable (within the lad years, the value of
deposits is between PLN 150 billion).

Cash, NBP Receivables from bank
Capital and debt instr. IN TOTAL

Structure of debt instruments (PLN billion)

Central banks Treasury bills
Treasury bonds Other debt instruments

22 Defined herein as the total of: cash in hand, cash with central banks, receivables from banks and the debt and equity
instrument portfolio.

58



