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. MACROECONOMIC SITUATION

Gross domestic product of Poland

constant prices, yoy
source: GUS

In the first quarter of 2016 the upward trend
of Polish economy came to a halt. GDP
decreased by 0.1% (qoq, sa), following an
increase of 1.3% in the fourth quarter of
2015. The pace of growth (qoq, sa) of
households consumption accelerated and
investments decreased. However the pro-
spects for growth in the next quarters of this
year remain positive due to among others
expected improvement in dynamics of real
disposable income in the household sector
and absorption of EU funds from the new
financial perspective.

Contributions to Poland's GDP
growth

percentage points

source: GUS; py - average prices of the previous
year

In the first quarter of 2016 GDP was 3.0%
higher than a year ago as compared to 4.3%
in the previous quarter. Domestic demand
was the only source of GDP growth mainly
due to households consumption
(contribution of 2.0 pp), increase in invento-
ries (contribution of 1.3 pp) and public con-
sumption (contribution of 0.8 pp). Negative
contribution to GDP growth came from
investments (-0.2 pp), which were 1.8%
lower than a year before and mainly net
exports (-0.9 pp as compared to -0.1 pp

in the previous quarter) due to higher im-
ports dynamics (in yoy terms) than exports.

Poland's gross external debt
position

percent of GDP

source: NBP, GUS, MoF own calculation

Gross external debt reached EUR 300.7bn
(70.3% of GDP) at the end of the fourth
quarter of 2015 and was EUR 5.5bn lower
than in the previous quarter. The share of
general government sector debt in total debt
increased to 41.5%. Official reserve assets
reached EUR 88.5bn at the end of March
2016 and remained broadly adequate, cover-
ing over 5 months of imports.

Current account balance
percent of GDP, in 12-month terms
source: NBP, GUS, MoF own calculation

In March 2016, according to the preliminary
data, C/A deficit amounted to 0.4% of GDP
(in 12-month terms of GDP) as compared to
0.1% of GDP in the previous month. C/A
deficit was, with a wide margin, covered by
long term capital, i.e. inflow of EU structural
funds classified on capital account and to

a lesser extent inflow of direct investments
of non-resiedents.
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. MACROECONOMIC SITUATION

Harmonised unemployment rate

percent, seasonally adjusted data
source: Eurostat

Harmonised unemployment rate (sa) has
continued its downward trend since mid-
2013. In April 2016 it amounted to 6.3%
(versus 8.7% in EU on average). It was sta-
ble at the level observed a month before and
it was 1.3 pp lower than a year before. In
March and April 2016 harmonised unem-
ployment rate (sa) in Poland reached the
historically lowest level.

Monthly indicators of the real sector
sold production in constant prices, i10, seasonally
adjusted data
source: GUS

In April 2016 industrial output went up by
2.4% (mom, sa). As a result, production was
6.0% higher than a year ago (nsa).

In April 2016 construction production
dropped for the fifth time in a row (mom, sa).
As a result its level was 14.8% (nsa) lower
than a year before.

In April 2016 real retail sales went up by
2.2%, compensating decreases in two previ-
ous months (mom, sa MoF). As a result its
level was 5.5% (nsa) higher than in the
same month of 2015.

Inflation

percent, yoy
source: GUS, NBP

Since July 2014 consumer prices have been
lower than a year before mainly because of
a drop of commodity prices (energy and
food). In April 2016 deflation amounted to
1.1% (yoy).

Core inflation (CPI excluding food and ener-
gy prices) in the first quarter of 2016 dropped
below zero and in April amounted to -0.4%
(yoy).

Deflation in producer prices has been lasting
over 3 years (1.2% yoy in April 2016).

NBP interest rates
percent, end of period
source: NBP

In May 2016 the Monetary Policy Council
(MPC) left NBP's interest rates unchanged,
with the reference rate at 1.50%. In the
Council’s assessment, the current level of
interest rates is conducive to keeping the
Polish economy on the sustainable growth
path and maintaining macroeconomic bal-
ance.

According to the latest Reuters' poll (May,
4th) bank analysts expect the MPC to keep
interest rates unchanged in 2016.
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Il. STATISTICAL DATA

Unit 2014 2015 2016
Q04 Qo1 Q02 Q03 Q04 Qo1
GDP
Gross domestic product YoY 33 36 31 34 43 30
QoQ SA 07 13 05 038 13 0.1
Final consumption expenditure of the households sector YoY 28 31 31 31 30 SN
QoQ SA 1.0 0.7 07 0.6 0.6 09
Final consumption expenditure of the general government sectar YoY T2 18 08 09 87 44
QoQ SA 01 038 09 0.7 24 01
Gross fixed capital formation YoY 97 138 58 44 44 -1.8
QoQ SA 17 31 04 0.5 01 15
Exports of goods and services YoY 69 8.3 52 56 82 6.9
QoQ SA 17 20 11 16 22 12
Imports of goods and semices YoY 101 6.9 50 49 86 93
QoQ SA 07 13 09 17 38 24
Gross value added YoY 32 32 30 33 42 28
QoQ SA 04 1.0 07 038 14 04
Contribution to GDP growth
Final consumption expenditure of the hous eholds sector pp 14 20 19 1.9 15 2.0
Final consumption expenditure of the general government sector pp 1.3 0.3 0.1 0.2 1.6 0.8
Gross fixed capital formation pp 26 1.5 1.0 0.8 1.2 0.2
Changes in inventories pp 0.8 -1.0 0.1 0.1 01 1.3
Balance of trade turnover pp -1.2 0.8 0.2 04 0.1 0.9
Gross value added pp 29 29 26 29 3T 25
Taxes less subsidies pp 04 0.7 0.5 0.5 0.6 0.5
GDP structure
Final consumption expenditure of the households sector % of GDP 512 64.6 598 60.4 488 64.0
Final consumption expenditure of the general government sector % of GDP 19.0 174 17.8 17.3 19.5 174
Gross fixed capital formation % of GDP 2738 14.0 181 193 275 133
Changes in inventories % of GDP 05 -0.5 05 08 06 08
Exports of goods and senices % of GDP 448 518 501 49.8 46.4 535
Imports of goods and semvices % of GDP 44.0 479 472 48.4 434 49.8
) 2015 2016
Uit M11 12 Mot M2 Mo3 o4
Balance of payments
Goods: exports (EUR) YoY 12.6 115 0.4 4.7 0.1 -
Goods: imports (EUR) YoY 6.7 38 0.3 73 1.7 -
Current account balance” % of GDP 0.3 0.2 0.0 0.1 04 -
Balance on goods” % of GDP 0.3 0.5 05 0.4 0.3 -
Official Reserve Assets EUR min 926754 868935 914741 906055 885332 922826
Inflation
Consumer Price Index (CPI) YoY 0.6 -0.5 0.9 -0.8 0.9 -1.1
Core inflation (CPI excluding food and energy prices) YoY 0.2 0.2 0.1 -01 0.2 0.4
Producer Price Index (PPI) YoY -1.8 -0.8 1.2 -1.5 19 1.2
Production
Sold production of industry® YoY T8 6.7 13 6.8 07 6.0
Mal SA 07 0.7 02 0.0 06 24
Construction and assembly production YoY 12 -0.4 86 105 -158 -14.8
Mol SA 28 0.7 -32 -1.8 3.2 0.6
Manufacturing PMI SA 521 521 509 528 538 51.0
Households and labour market
Retail sales” YoY 57 7.0 32 6.2 3.0 55
Awerage paid employment in enterprise sector YoY 12 14 23 25 27 28
Mal 0z 0.2 14 01 0.3 0.1
Average monthly gross wages and salaries in enterprise sector (ré YoY 46 36 5.0 4.8 42 0.9
Mol 14 8.7 8.7 1.0 51 -1.2
Harmonis ed unemployment rate (Eurostat) %. SA 71 6.9 6.6 6.5 6.3 6.3
1) Data in 12-month terms
2) Constant prices. Data for units in which the numbsr of employsd parsons excesds 3 parsons
Source: GUS, NBP, Eurestat, MoF calculation based on NBP, GUS data. HSBC, Markit
Unit 2015 2016
M10 M1 12 Mo1 Mo2 M03
State Treasury debt
State Treasury debt (acc. to the place of issue criterion) nominal, PLN mio 827 082.6 836 817.3 8345506 8478753 8580009 8584234
Domestic debt nominal, PLN mio 5352341 544 4001 5432622 5371243 5631906 5745720
% 647 65.1 65.1 63.3 65.6 66.9
Foreign debt nominal, PLN mio 2918485 2924172 2912884 3107509 2948103 2838514
% 353 349 349 36.7 44 331
Unit 2014 2015
Q03 Qo4 Qo1 Q02 Q03 Q4"
Public debt (domestic definition)
Public debt (acc. to the place of issue criterion) nominal, PLN mio 802 133.0 626 7722 8461604 8562071 6764028 &772755
Dome stic debt nominal, PLN mio 522 068.5 534 790.1 5590395 5644788 56790894 5704825
% 651 647 659 658 66.1 B5.0
Foreign debt nominal, PLN mio 260 064.5 291 9821 2891409 2937282 2973133 306793.0
% 349 353 341 42 339 35.0
General Government debt (EU definition)
General Government debt nominal, PLN mio 8399911 867 920.7 8869449 8963576 915689.2 9214051

Preliminary data
Source: MoF




lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING

Gross borrowing requirements
in 2016

Financing of the State budget borrowing

requirements at the level of ca. 68% was

a result of:

e T-bond sale on domestic market: PLN
61.5bn,

e switch auctions: PLN 8.4bn,

e T-bond sale on foreign markets: PLN
17.3bn (EUR 2.5bn, USD 1.7bn),

e switch auctions in 2015: PLN 16.4bn,

e T-bonds buyback on foreign markets: EUR
0.7bn,

e and higher than planned financial re-
sources at the end of 2015: PLN16.9bn

Flows of funds into the market
related to domestic T-securities
transfers in June

Flows of funds between the market

and the budget*
as of May 31, 2016, PLN bn

As of May 31, 2016, to the end of the year
the funds to be transferred to the market
shall amount to PLN 55.7bn.

* figures include sale, redemptions and interest payments
on wholesale bonds and T-bills; monthly financing plans will
depend on market situation and feedback from investors
thus the detailed schedule of monthly flows to budget in the
following months is not presented.

Funds in PLN and in foreign
currency on budgetary accounts at

the end of month
funds financing the borrowing needs, PLN bn

The funds ensure liquidity in borrowing
needs financing.

Gross borrowing requirements in 2016
(acc. to the Budget Act)
Total: PLN 182.7bn, of which:

foreign debt
redemptions
18.8

domestic debt
redemptions
89.2

net requirements
74.7

Financing of the
borrowing requirements

foreign
34.0

domestic
89.6

In June there will be no funds transferred from the State budget to the market related to
T-securities (neither TS redemptions nor interest payments).
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4 r lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING

Change of debt in domestic

Treasury securities held by banks
without buy-sell-back transactions with MoF,
PLN bn

In the period of I-IV 2016 debt held by do-
mestic banks increased by PLN 49.7bn com-
paring to PLN 12.2bn increase during the
same period of 2015.

Change of debt in domestic Treasury
securities held by insurance compa-
nies

PLN bn

In the period of I-IV 2016 there was a de-
crease of PLN 1.2bn in debt held by insur-
ance companies. During the same period of
2015 there was an increase of PLN 0.4bn.

Change of debt in domestic Treasury

securities held by investment funds
PLN bn

In the period of I-IV 2016 there was an in-
crease of PLN 3.7bn in debt held by invest-
ment funds. During the same period of 2015
there was an increase of PLN 3.5bn.

Change of debt in domestic Treasury

securities held by foreign investors
PLN bn

In the period of I-IV 2016 outflow of foreign
capital from the domestic TS market amount-
ed to PLN 18.4bn comparing to inflow of
PLN 2.6bn in the same period of 2015.
Foreign investors' holdings reached the

level of PLN 188.3bn.
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lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING 4 r

Sale of T-bonds and T-bills 250 7 1250

in the period of I-V 2016 and 2015

auction date, nominal amount, PLN bn 20.0 4 100.0

In the period of |-V 2016 aggregated total

sale of: 150 1 750

e T-bonds amounted to PLN 72.1bn versus
PLN 49.5bn as compared to the corre- 10.0 +- 50.0
sponding period of the previous year,

e T-bills amounted to PLN 6.5bn (since April 50 | 50
2013 to December 2015 T-bills were not ’ '
offered).

0.0 + 0.0
1"15 1 mn v v Vi VIE VIIL IX X Xl Xnoo1'e 1} m v v
s T-bonds sale T-bills sale —a&— aggregated total sale (rhs)

Balance of T-bonds and T-bills DL - 700

in the period of I-V 2016 and 2015 18.0

auction date, nominal amount, PLN bn 150

In the period of |-V 2016 indebtedness in: 12.0

e T-bonds increased by PLN 36.4bn 2.0

e T-bills increased by PLN 6.5bn. 6.0

3.0
0.0
2.0
-6.0
-9.0

B 1 L -40.0

I'15 1} 1} v v v VI VI IX X Xl X re n [1l} v v
mmm T-bonds balance T-bills balance —&— accumulated total balance

External financing in the period of 3.0

1-V 2016 and 2015
bonds issued on foreign markets and loans
received from IFls, settlement date, EUR bn

Net financing on foreign markets in the peri-
od of |-V 2016 was positive and amounted to
EUR 0.7bn. This was a result of positive
balance of T-bonds issuance - EUR 1.4bn
and negative balance of loans incurred from
IFIs at the level of EUR 0.7bn.
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inflows s redemptions —— aggregated balance

Structure of marketable debt
PLN bn

At the end of May 2016 the marketable do-
mestic debt amounted to PLN 556.0bn com-
paring to PLN 513.4bn at the end of 2015.

s T-bonds T-bills  ——marketable debt




J lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING

Maturity breakdown of T-securities
in Poland and other countries
auctions and syndicates, local currency, ytd in the
period of January 1 - May 31, 2016

The sale of TS in Poland in 2016 is dominat-
ed by securities maturing up to 5 years.

Average maturity

At the end of May 2016 the average maturity
of domestic debt increased to 4.32 (while at
the end of 2015 it was 4.27). The average of
total debt increased to 5.35 (5.22 at the end
of 2015).

Reducing refinancing risk connected
with T-bonds’ redemptions maturing

in 2016
nominal amount, as of May 31, 2016, PLN bn

Buy-back of T-bonds maturing in 2016 (by
switch or cash settlement):

o OK0116: PLN 11.6bn (46%),

o EUR 02-2016: PLN 3.1bn (24%),
o PS0416: PLN 9.7bn (43%),
 OKO0716: PLN 2.7bn (21%),

o PS1016: PLN 1.6bn (7%).

State Treasury debt redemptions
in 2016

nominal amount, as of May 31, 2016;
PLN bn

The nominal amount of debt to be redeemed

in 2016 is equal to PLN 47.3bn, including:

e T-bonds: PLN 36.0bn,

e T-retail bonds: PLN 2.3bn,

o T-bills: PLN 6.5bn,

e bonds and loans incurred on foreign mar-
kets: PLN 2.5bn.
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lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING

Consolidation of public finances
liquidity management

PLN bn

As a result of consolidation of public financ-
es liquidity management there were PLN
39.4bn funds accumulated at the end of
May, of which PLN 30.1bn was as term de-
posits and PLN 9.2bn on O/N deposits.

Institutional distribution of domestic
T-bonds held by non-residents

as of April 30, 2016, the chart presents data
excluding omnibus accounts

In April 2016 the share of non-residents in
the domestic Treasury bond market
decreased by PLN 1.9bn. The foreign inves-
tors’ portfolio amounted to PLN 188.2bn
which constituted 34.9% share in total debt
in marketable T-bonds (35.4% in the previ-
ous month). As of the end of April 2016 cen-
tral banks and public institutions’ share in
holdings amounted to 26.9%.

Change of debt in domestic T-bonds

held by non-residents by institutions
change in April 2016, mom, PLN bn

In April 2016 the highest increase of PLN
0.5bn in T-bonds portfolio was noted by
central banks. The highest decrease was
recorded by banks which reduced their in-
volvement in Polish T-bond market by PLN
6.9bn.

Change of debt in domestic T-bonds
held by central banks and public
institutions

change in April 2016, PLN bn

In April 2016 central banks and public institu-
tions’ involvement in the Polish debt market
decreased by PLN 0.1bn. Since April 2014
to the end of April 2016, when the detailed
information is available, portfolios of those
entities increased by PLN 22.0bn.
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central banks
PLN 28.2bn ; 20.5%

investment funds;
PLN 40.7bn ; 29.5%

26.9%

publicinstitutions
PLN 8.9bn ; 6.4%

individuals
PLN 0.02bn ; 0.01% others
PLN 16.9bn; 12.3%
hedge funds;
PLN 0.06bn ; 0.03%
non-financial sector/

PLN 6.2bn ; 4.5% banks
insurance companies PLN 12.4bn; 9.0%

PLN 10.8bn ; 7.8%

pension funds
PLN 13.7bn ; 10.0%
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lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING

A

Geographical distribution of
domestic T-bonds held by

non-residents
as of April 30, 2016, excluding omnibus
accounts

Geographical structure of domestic T-bonds
held by non-residents, as well as institutional
distribution, is well-diversified.

Change of debt in domestic T-bonds

held by non-residents by regions
change in April 2016, mom, PLN bn

In April 2016 investors from the EU non-
eurozone increased their involvement in the
domestic T-bond market to a greater extent
(PLN 1.0bn). The highest decrease was
recorded by investors from the eurozone
(PLN 7.2bn).

Structure of non-residents’ holdings
in Treasury securities by countries
as of April 30, 2016, excluding omnibus

accounts and central banks, countries with more
than 1% share, PLN m

Europe - non-EU

PLN 10.5bn; 7.6%
Europe - EU non-

eurozone
PLN11.3bn;8.2%

North America;
PLN 27.6bn ; 20.0%

Middle East
PLN5.9bn; 4.3%

Australia and Oceania
" pLN13bn;0.9%

South America (incl.

Caribbean)
PLN 0.7bn ; 0.5%
Europe - eurozone Africa
PLN 34.9bn ; 25.3% PLN 0.05bn ; 0.04%

Asia (excl. Middle East)
PLN 45.8bn ; 33.2%
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Countries Outstanding in nominal Share in non-residents
value (PLN mio) holdings (%)

United States 26 778.2 24.4%

Japan 19 106.9 17.4%

Luxembourg 15 864.8 14.5%

United Kingdom 8570.7 7.8%

Norway 8434.5 7.7%

Germany 5491.6 5.0%

Ireland 5355.1 4.9%

Netherlands 37383 3.4%

Austria 2914.0 2.7%

United Arab Emirates 1983.3 1.8%

Switzerland 1818.9 1.7%

Denmark 1594.0 1.5%

Australia 1191.8 1.1%

Others 6 846.4 6.2%

Total 109 688.5 100.0%




lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING r

MoF comments

Piotr Nowak, Undersecretary of State, MoF
31-05-2016, Interview for the Polish Press Agency (fragments)

By the end of May we have financed 68% of this year’s borrowing requirements and
expanded the reserve of liquid funds to ca. PLN 60bn. The level of these funds consist
of both PLN and hard currencies in comparable amounts.

The level of financing of 2016 borrowing requirements and accumulated reserve funds

allow to limit the number and value of bonds offered at T-bond auctions during summer
holidays. We will be able to calmly observe the market and adjust bond supply structu-

re to market conditions. We do not plan to issue T-bills in the near future.

Because of the forthcoming referendum in the UK the date of second auction planned
for June was postponed by 2 days.

In April 2016 the foreign investors’ portfolio of PLN denominated Treasury Securities
decreased by PLN 1.9bn. It was mainly the result of the redemption from non-resident
investors of bonds falling due this month of PLN 4.7bn. Foreign investors rolled over
most of the redeemed bonds, reducing further the portfolios of bonds maturing within
one-year horizon (PLN -6.3bn) At the same time they expanded the medium-term
bond portfolios (PLN +3.4bn for bonds maturing in 2-7 years) and long-term (PLN
+1.0bn for bonds maturing above 7 years). In May we observed again an increase of
non-residents’ involvement in medium- and long-term bonds, with a stabilization of
short-term bond portfolios.

Additional information

On 14 May 2016 Moody'’s rating agency affirmed credit rating of Poland at the level of
A2/P-1 for long and short term liabilities respectively in local and foreign currency. Rat-
ing outlook has been changed from stable to negative.

Please find attached the references to pages with Moody’s press release and other
publications about Poland, as well as announcement of the Ministry of Finance:

e Moody’s press release,
Credit opinion (Moody’s),
Issuer in-depth (Moody’s),
MoF’s announcement.

GlobalCapital Bond Awards 2016

Republic of Poland has been honoured for achievements in bonds issuances in 2015
by periodical GlobalCapital. On 25 May 2016 commemorative statuettes were presen-
ted in London. Please find below the categories in which Poland was awarded top po-
sitions:

e Most Impressive Borrower in CEEMEA,

e Most Impressive Borrower in Central and Eastern Europe,

e Most Impressive EM (ex-Asia) Borrower.



https://www.moodys.com/research/Moodys-changes-outlook-on-Polands-A2-rating-to-negative-from--PR_348709
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1027082
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1026673
http://www.mf.gov.pl/ministerstwo-finansow/wiadomosci/aktualnosci/ministerstwo-finansow2/-/asset_publisher/M1vU/content/agencja-ratingowa-moody%E2%80%99s-utrzymala-ocene-ratingowa-polski-na-niezmienionym-poziomie?redirect=http%3A%2F%2Fwww.mf.gov.pl%2Fminis

IV. SUPPLY PLAN OF TREASURY SECURITIES IN JUNE 2016

Treasury bond auction PI £
Auction date Settlement date Series anned offer
(PLN m)
9 JUN 2016 13 JUN 2016 OK1018 / DS0726 3,000-6,000

The final offer and the supply will be announced 2 days before the auction and will result from the market
situation and consultations with investors.

The Minister of Finance is entitled to organize non-competitive auctions where bonds will be sold
at a minimum clean price.

Treasury bond

Auction/ Outstanding
H : H Settlement T-bond Source T-bond
switching auction settlement date (PLN m)
OKO0716 9,931
choice will depend on the
27 JUN 2016/ marketl conditions, 120816 3,689
29 JUN 2016 excluding bonds offered at
the first auction
PS1016 22,420
T-bill auctions Sale auctions of T-bills are not planned.
Offer on the retail market .
T-bond Issue price Coupon
PLN 100.00 ) o
DOS0618 (99.90 PLN for rolling-overy | X€d2:00%
TOZ0619 PLN 100.00 . Floatmg (1'00. WIBOR 6M) .
(99.90 PLN for rolling-over) 2.10% in the first coupon period
COI0620 PLN 100.00 Floating (inflation rate + 1.25%)
(99.90 PLN for rolling-over) 2.30% in the first coupon period
L ) o
EDO0626 PLN 100.00 Floating (inflation rate + 1.50%)

(99.90 PLN for rolling-over) 2.50% in the first coupon period




