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. MACROECONOMIC SITUATION

Gross domestic product of Poland
constant prices, yoy

source: GUS

In the third quarter of 2016 growth of eco-
nomic activity in Poland slowed. GDP went
up by 0.2% (qoq, sa), following an increase
of 0.8% in the second quarter of 2016. The
pace of growth (qoq, sa) of households con-
sumption accelerated. On the other hand
investments decreased for the fourth time

in a row. Exports and imports also declined
slightly. The acceleration in private con-
sumption dynamics was a consequence of
a positive labour market situation, robust
consumer sentiment and realisation of family
support programme “Family 500+”. Weak
dynamics of investments activity was a con-
sequence of low absorption of EU funds due
to the process of switching from the 2007-
2013 to the 2014-2020 financial framework.

Contributions to Polish GDP growth
percentage points

source: GUS; py - average prices of previous year
In the third quarter of 2016 GDP was 2.5%
higher than a year earlier as compared to
3.1% in the previous quarter. Data was be-
low market expectations. Domestic demand
was the only source of GDP growth due to
households consumption (contribution of

2.3 pp), increase in inventories (1.1 pp) and
public consumption (0.8 pp). Negative contri-
bution to GDP growth came again from
investments (-1.4 pp) which were 7.7%
lower than a year before. Contrary to the
previous quarter net exports had also nega-
tive contribution (-0.3 pp as compared to

1.0 pp in the second quarter of 2016) due to
higher imports than exports dynamics (in yoy
terms).

Polish gross external debt position
percent of GDP
source: NBP, GUS, MoF own calculation

Gross external debt reached EUR 309.2bn
(72.7% of GDP) at the end of the second
quarter of 2016 and was EUR 8.5bn higher
than in the previous quarter. The share of
the general government sector debt in total
debt decreased slightly to 38.9%.

Official reserve assets reached EUR
104.2bn at the end of November 2016 and
remained broadly adequate, covering
around 6 months of imports.

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

In October 2016, according to the prelimi-
nary data, C/A deficit stabilised at 0.7% of
GDP (in 12-month terms of GDP). Data was
above market expectations. C/A deficit was,
with a wide margin, covered by long-term
capital, i.e. inflow of direct investments of
non-residents and, to a lesser extent, inflow
of EU structural funds classified on the capi-
tal account.
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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 October 2016 it amounted to 5.7%
(versus 8.3% in EU on average) and it was
0.1 pp lower than a month before and 1.6 pp
lower than a year earlier. In October 2016
harmonised unemployment 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 November 2016 industrial output went up
by 2.1% (mom, sa). As a result production
was 3.3% higher than a year ago (nsa). Data
was better than market expectations. In
November 2016 construction production
expanded by 6.7% after a decrease in the
previous month (mom, sa). As a result its
level was 12.8% (nsa) lower than a year
before. Data was above expectations. In
November 2016 real retail sales increased
by 1.2% (mom, sa MoF) after similar pace of
growth in the previous month. Its level was
7.4% (nsa) higher than in the same month of
2015. Data was significantly better than
market expectations.

Inflation

percent, yoy
source: GUS, NBP

From July 2014 till October 2016 there was
CPI deflation mainly caused by a drop of
commodity prices (energy and food). In No-
vember 2016 consumer prices stayed at the
previous year level (0.0% yoy). Data was
consistent with the market expectations.
Since the beginning of 2016 core inflation
(CPI excluding food and energy prices) has
remained below zero (in November amount-
ed to -0.1%, yoy). After almost 4 years of
deflation in producer prices, since Septem-
ber these prices has been higher than a year
before (by 1.7% in November).

NBP interest rates
percent, end of period
source: NBP

In December 2016 the Monetary Policy
Council kept NBP's interest rates unchanged
with the reference rate at 1.50%. The deci-
sion was in line with market expectations.

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
balance.

The latest Reuters' poll median forecast
(December 5th, 2016) sees no NBP rate
move till the end of 2017.
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Il. STATISTICAL DATA

. 2015 2016
Unit Q02 Q03 Q04 Q01 Q02 Q03
Gop"
Gross domestic product YoY 34 a7 46 a0 31 25
Qo A 05 1.1 13 -0.1 0. 0.2z
Final consumption expenditure of the households sector YoY 33 a3 31 az 33 39
Qo A 0. 0.2z 0. 1.0 0. 1.4
Final consumption expenditure of the general government sector YoY -02 -02 71 42 39 49
QoQ SA 0.9 0.4 25 0.4 07 11
Gross ficed capital formation YoY 6.1 47 45 =22 -5.0 77
QoQ SA -0.2 1.0 -0.8 -2.5 -1.7 -2.4
Ex ports of goods and senices Yoy 6.1 6.5 9.1 6.7 11.4 6.8
QoQ SA -0.2 35 26 0.9 31 -0.4
Imports of goods and senvices Yoy 54 53 8.4 87 10.0 78
QoQ SA 0.4 22 34 23 27 -01
Gross value added Yoy 33 36 45 28 29 24
QoQ SA 1.0 0.9 13 0.3 0.3 0.5
Contribufion fo GDP growth
Final consumption expenditure of the households sector pp. 20 20 1.6 20 1.9 23
Final consumption expenditure of the general government sector PP 0.0 0.0 1.3 0.7 07 0.8
Gross ficed capital formation pp. 11 0.9 12 -0.3 -0.9 -1.4
Changes in inventories pp 0.1 0.1 0.1 1.3 04 1.1
Balance of trade tumaover pp. 04 07 04 -07 1.0 -03
Gross value added pp. 29 32 4.0 25 26 21
Taxes less subsidies pp. 05 05 06 05 05 04
GDP structure
Final consumption expenditure of the households sector % of GDP 59.4 60.0 429 63.9 58.8 500
Final consumption expenditure of the general government sector % of GDP 77 173 195 173 176 174
Gross fic ed capital formation % of GDP 18.1 193 24 133 16.6 17.3
Changes in inventaries % of GDP 05 08 06 08 10
Ex ports of goods and senices % of GDP 50.3 50.1 46.4 53.6 542 51.9
Impoits of goods and senvices % of GDP 47.0 483 432 496 49.0 49.3
. 2016
Unit M06 Mo7 o2 M09 M10 M11
Balance of payments
Goods: exports (EUR) YoY 57 51 85 15 -31 =
Goods: imports (EUR) YoY 0.4 -6.8 107 32 0.2 -
Cument accourt balance” % of GDP -0.6 -0.5 -06 07 07 -
Balance on goodsz: % of GDP 07 0.7 0.6 0.6 05 -
Official Reserve Assets EUR min 991744 982422 987175 1000780 1031576 104 1925
Inflation
Consumer Price Index (CPI1) Yoy -0.8 -0.9 -0.8 -0.5 -0.2 0.0
Core inflation (CP1 excluding food and energy prices) YoY -0.2 -0.4 -0.4 -0.4 -0.2 -0.1
Producer Price Index (PP1) Yoy -0.2 -0.5 -0.1 0.z 0.6 1.7
Production
Sold production of industry™ YoY 6.0 -34 75 az -13 a3
Mol SA 0.4 -1.5 21 -0.4 -0.7 21
Construction and assembly production’ YoY -13.0 -18.8 =205 -153 =201 -12.8
Mol SA -3.6 -0.6 -47 27 -1.6 6.7
M anufacturing PII SA 51.8 50.3 55 522 502 51.9
Households and labour market
Retail sales” YoY 65 44 78 6.3 46 74
Average paid employment in enterprise sector YoY 31 a2 31 a2 31 a1
Mol 0.3 0.2z 0.0 0.2z 0.1 0.2z
Average monthly gross wages and salaries in enterprise sector (real) YoY 6.1 58 55 44 38 40
Mol 19 1.2 1.7 0.1 05 1.5
Harmonised unemploy ment rate (Eurostat) %, SA 6.2 6.0 59 58 5T -
1}Plkase note that quarkerly natknalaccounts data are cumently nconsistent wih rev lsed anmual data
2)Data h 12-month ems
3)Constant prees. Data 1or kS In which Me numBDer of @mpDby &1 Persons exceeds 9 pesons
Source: GUS, NBP, Eurcstatl, IHS Mark b, MOF cakubitkn based on NBP, GUS data
. 2015
Unit Mos MOG Mo7 Mog M09 M10
State Treasury debt
State Treasury debt (acc. to the place of issue criterion) facevalue, PLN mio 8807146 8989858 8893506 8992008 9027095 9107504
Domestic debt facevalue, PLIM mio 5883055 5922403 5868442 59652031 6026320 603 3304
% 66.0 65.9 66.0 66.3 66.8 66.2
Foreign debt facevalue, PLN mio 3024091 2306739.5 3025064 3029977 3000774 207 411.0
% 340 341 340 337 32 338
. 2015 2016
Unit Qo2 Q03 Qo4 Qo1 Qo2 Qo3
Public debt (domestic definition)
Public debt (acc. to the place of issue criterion) facevalue, PLN mio 8582093 8764054 8772824 8992409 0360510 9305623
Domestic debt facevalue, PLN mio 5644811 5790921 5704827 6000237 6148984 624 336.0
% 65.8 66.1 65.0 B6.7 65.6 B6.4
Foreign debt facevalue, PLM mio 2937282 2073133 306799.8 2092262 3220526 315 2263
% M2 339 350 333 44 336
General Government debt (EU definition)
General Govemment debt facevalue, PLMN mio 892 160.3 9111620 919659.4 9385547 9770149 978 4936

1)Inma) asta




lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING

Gross borrowing requirements
in 2017

The level of financing of the 2017 State
budget borrowing requirements, after hold-
ing the auction on January 5th, reached the
level of 29%, of which ca. 26% due to the
prefinancing in 2016 (the final level will be
known following the closure of the budget
year).

* net requirements acc. to the Budget Act; debt redemp-
tions as of December 31, 2016

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

transfers in January
as of December 31, 2016, PLN bn

Value of funds transferred from the State
budget to the market in January shall
amount to PLN 13.7bn, of which:

e TS redemptions: PLN 12.4bn,

o interest payments: PLN 1.3bn.

Flows of funds between the market

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

As of December 31, 2016, to the end of the
2017 year the funds to be transferred to the
market shall amount to PLN 75.0bn.

* 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 2017*
Total: PLN 168.7bn, of which:
foreign debt

redemptions
15.7
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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-XI 2016 debt held by
domestic banks increased by PLN 67.3bn
comparing to PLN 17.0bn 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 |-XI 2016 there was

a decrease of PLN 0.4bn in debt held by
insurance companies. During the same
period of 2015 there was a decrease of
PLN 1.3bn.

Change of debt in domestic Treasury

securities held by investment funds
PLN bn

In the period of I-XI 2016 there was an
increase of PLN 8.7bn in debt held by invest-
ment funds. During the same period of 2015
there was an increase of PLN 3.3bn.

Change of debt in domestic Treasury

securities held by foreign investors
PLN bn

In the period of I-XI 2016 outflow of foreign
capital from the domestic TS market amount-
ed to PLN 18.6bn comparing to inflow of
PLN 10.6bn in the same period of 2015.
Foreign investors' holdings reached the level
of PLN 188.1bn.
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lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING

Sale of T-bonds and T-bills
in 2015 and 2016

auction date, nominal amount, PLN bn

In the period of |-XIl 2016 aggregated total

sale of:

¢ T-bonds amounted to PLN 149.6bn versus
PLN 110.3bn in the same period of 2015,

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

Balance of T-bonds and T-bills
in 2015 and 2016

auction date, nominal amount, PLN bn

In the period of I-XIl 2016 indebtedness in
T-bonds increased by PLN 62.1bn.

External financing in 2015 and 2016
bonds issued on foreign markets and loans
received from IFls, settlement date, EUR bn

Net financing on foreign markets in the peri-
od of I-XIl 2016 was positive and amounted
to EUR 3.0bn, which resulted from positive
balance of T-bonds issuance of EUR 3.2bn
and negative balance of loans incurred from
IFIs at the level of EUR 0.2bn.

Structure of marketable debt
PLN bn

At the end of December 2016 the marketable
domestic debt amounted to PLN 576.8bn
comparing to PLN 513.4bn at the end of
2015.
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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 - December 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 December 2016 the average
maturity of domestic debt amounted to 4.36
(while at the end of 2015 it was 4.27). The
average of total debt amounted to 5.27 (5.22
at the end of 2015).

Reducing refinancing risk connected
with T-bonds’ redemptions maturing
in 2016 and 2017

as of December 31, 2016, nominal amount, PLN bn

Buy-back of T-bonds maturing in 2016 and
2017 (by switch or cash settlement):

e OKO0116: PLN 11.6bn (46%),

e EUR 02-2016: PLN 3.1bn (24%),

e PS0416: PLN 9.7bn (43%),

e OKO0716: PLN 2.7bn (21%),

e PS1016: PLN 8.8bn (37%)

e WZ0117: PLN 6.8bn (35%),

e PS0417: PLN 2.2bn (13%),

e DS1017: PLN 4.6bn (20%).

State Treasury debt redemptions
in 2017

as of December 31, 2016, nominal amount,
PLN bn

The nominal amount of debt to be redeemed
in 2017 is equal to PLN 77.8bn, including:

e T-bonds: PLN 59.0bn,
e T-retail bonds: PLN 2.6bn,

e bonds and loans incurred on foreign mar-
kets: PLN 16.1bn.
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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 39.8bn funds accumulated at the end
of December, of which PLN 27.0bn was

as term deposits and PLN 12.8bn on O/N
deposits.

Institutional distribution of domestic
Treasury securities held by non-

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

In November 2016 the share of
non-residents in the domestic Treasury
securities market decreased by PLN 10.0bn.
The foreign investors’ portfolio amounted to
PLN 188.1bn which constituted 32.8% share
in total debt in marketable Treasury securi-
ties (34.7% in the previous month). As of the
end of November 2016 central banks and
public institutions’ share in foreign holdings
amounted to 28.9%.

Change of debt in domestic
Treasury securities held by non-

residents by institutions
change in November 2016, mom, PLN bn

In November 2016 the highest decrease was
noted by investment funds (PLN 4.4bn),
while the highest increase was recorded by
central banks (PLN 0.6bn).

Change of debt in domestic Treasury
securities held by central banks and

public institutions
change in November 2016, PLN bn

In November 2016 central banks and public
institutions’ involvement in the Polish debt
market increased by PLN 0.8bn. Since the
end of April 2014 to the end of November
2016, when the detailed information is avail-
able, portfolios of those entities increased
by PLN 23.5bn.
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lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING

A

Geographical distribution of
domestic Treasury securities held by

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

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

Change of debt in domestic Treasury
securities held by non-residents by
regions

change in November 2016, mom, PLN bn

In November 2016 the highest changes were
recorded by investors from North America
(decrease of PLN 3.4bn) and the euro area
(decrease of PLN 2.8bn).

Structure of non-residents’ holdings
in Treasury securities by countries
as of November 30, 2016, excluding omnibus
accounts and central banks, countries with more
than 1% share, PLN m
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Countries

United States
Japan
Luxembourg
Norway

United Kingdom
Ireland
Germany
Netherlands
Denmark
Austria

United Arab Emirates
Switzerland
Others

Total

Europe - EU non-

eurozone
PLN 11.7bn; 8.7%

North America
PLN 19.0bn;
14.2%

Europe - eurozone
PLN 37.6bn; 28.2%
Asia (excl. Middle
East)
PLN 47.0bn; 35.2%

Outstanding in nominal
value (PLN mio)

18 383.1
18 301.4
15 689.9
9078.4
6 982.1
6671.0
5684.0
4923.9
3500.9
2834.3
2169.4
1652.3
8488.1
104 358.8

Europe - non-EU
PLN 11.0bn; 8.2%

Middle East
PLN 5.3bn; 4.0%

Australia and
Oceania
PLN 1.1bn; 0.9%

South America (incl.
Caribbean)
PLN 0.7bn; 0.5%

Africa
PLN 0.06bn; 0.05%

Share in non-residents
holdings (%)

17.6%
17.5%
15.0%
8.7%
6.7%
6.4%
5.4%
4.7%
3.4%
2.7%
2.1%
1.6%
8.1%
100.0%




lll. BACKGROUND OF BORROWING REQUIREMENTS' FINANCING r

MoF comment

Piotr Nowak, Undersecretary of State, MoF
29-12-2016

The TS supply for January was determined in line with the new model, consulted with
investors and announced on December 22nd, 2016. At both auctions planned for
January 5th and 23rd we will offer a wide range of bonds, comprising three tenors of
the fixed-interest T-bonds (from 2 to 10 years) and two floaters, which, if an interest
from investors arises, may be supplemented at the second auction by T-bonds of WS
or IZ type. The supply for the second auction takes into account the redemption of
WZ0117 series and interest payments in the total amount of PLN 13.7bn. The final
sale structure will be based on objectives of the debt management strategy and
demand for particular bonds. We assume that the sale of a particular bond on the
auction will be limited to 50% of the upper value of the offer range.

We hope that the new policy of determining the structure of the T-bonds offer will help
to decrease the secondary market volatility, especially in the periods before the auc-
tions, as well as to limit the risk of the mismatch between the offer on the auction and
current market sentiment. After the 1st quarter we will review the new model and, if
needed, we will introduce some modifications.

As announced, we are planning to hold T-bills auctions after a one-year break. At two
auctions planned for January we will offer T-bills maturing in August. T-bills auctions,
as a rule, will be held on Mondays and detailed information will be included in the
monthly Treasury securities supply plans. The proceeds from T-bills sale will supple-
ment the liquid funds reserve in a period of excessive borrowing needs, therefore
mainly in the first months of 2017. Depending on the budget and market conditions
we consider regular issuances of T-bills of standard maturities (e.g. of 26- or 52-
week).

In the 1st quarter of 2017 issuances on foreign markets are possible, both public and
as a private placements.

In November foreign investors decreased their portfolios of PLN denominated
Treasury securities which resulted from the situation on the international markets after
the US presidential elections. The non-residents’ involvement decreased by PLN
10bn in total, of which PLN 5.5bn constituted investors from the US and Luxembourg,
mainly investment funds, and the remaining PLN 4.6bn was connected to omnibus
accounts. At the same time foreign central banks and public institutions increased
their portfolios by PLN 0.8bn in total. In December we are observing substantial
inflows from foreign investors.




r IV. SUPPLY PLAN OF TREASURY SECURITIES FOR Q1 2017

General assumptions

Offer of T-bonds
on the domestic market

Offer of T-bills

Foreign financing

in the first quarter of 2017 T-bond auctions are planned according to the an-
nounced yearly issuance calendar and new rules concerning the policy of deter-
mining the structure of the offer on the auctions announced on December 22th,
2016,

offer of T-bonds on the domestic market will depend on the market situation and
the consultations with investors,

auctions of Treasury bills will be held within the confines of the State budget
liquidity management,

foreign financing will be determined by the situation on the international financial
market and the domestic market,

the announced plan may be modified subject to the market situation.

sale auctions:

five or six auctions, total supply PLN 25.0-38.0bn, the structure of the sold
T-bonds will be subject to the market situation,

switch auctions:

in January and February auctions are not planned, possible auction in March
(subject to the market situation) — securities offered to repurchase would be
T-bonds maturing in 2017.

Detailed information on the offer of T-bills will be presented in the monthly
issuance plans.

possible issuance of bonds on the international markets,
possible loans from International Financial Institutions up to EUR 0.1bn,

possible private placement issuance.




V. SUPPLY PLAN OF TREASURY SECURITIES IN JANUARY 2017

T-bond sale auctions

T-bill auctions

Offer on the retail market

Auction date Settlement date
5 JAN 2017 10 JAN 2017
23 JAN 2017 25 JAN 2017

Series

OKO0419 / PS0422 / WZ1122/
WZ0126 / DS0727

OK0419 / PS0422 / WZ1122/
WZ0126 / DS0727 / possible
T-bond of WS or IZ type

Planned offer
(PLN m)

3,000-5,000*

5,000-10,000*

* At the auction on January 5th, 2017 the Ministry of Finance sold T-bonds at the level of PLN 6.0bn (including PLN 1.0bn
sold at the non-competitive auction), of which: OK0419 - PLN 1.0bn, PS0422 - PLN 1.6bn, DS0727 - PLN 1.5bn, WZ1122 -

PLN 1.1bn and WZ0126 - PLN 0.8bn.

** 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.

Auction date Settlement date
9 JAN 2017 11 JAN 2017
16 JAN 2017 18 JAN 2017

T-bill Maturity date
33-week 30 AUG 2017
32-week 30 AUG 2017

Planned offer
(PLN m)

1,000-2,000

1,000-2,000

The Minister of Finance is entitled to organize non-competitive auctions where T-bills will be sold at a minimum price of bids

accepted at the sale auction.

Coupon

Fixed, 2.00%

Floating (1.00 * WIBOR 6M)

2.20% in the first coupon period

Floating (inflation rate + 1.25%)

2.40% in the first coupon period

Floating (inflation rate + 1.50%)

2.70% in the first coupon period

Floating (inflation rate + 1.75%)
2.80% in the first coupon period

Floating (inflation rate + 2.00%)

T-bond Issue price

DOS0119 (PQLQITIQZJOISII_?\IOfor rolling-over)
TOZ0120 (PQIE)NQJ)OISL?\JO for rolling-over)
col0121 (F;Lg;lg:)OgL?\lofor rolling-over)
EDO0127 Z;Nggogl._?\?for rolling-over)
ROS0123 PLN 100.00

RODO0129 PLN 100.00

3.20% in the first coupon period




