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l. INTRODUCTION

Pursuant to Article 75 of the Public Finance Aca@fAugust 2009, the Minister of Finance
is obliged to develop annually a 4-year strategyr@maging the State Treasury (ST) debt and
influencing the public finance sector debt. Thisulment is presented by the Minister of Finance
to the Council of Ministers for approval, and thers submitted by the Council of Ministers to
the Sejm, together with the justification to thaftiBudget Act.

Public debt management is conducted at two levels:

* in a broader sense, debt management is part distted policy and covers decisions on what
portion of State expenditures is to be financedugh debt, hence what the level of public
debt should be (this aspect is discussed in doctsnd®voted to the government economic
programme which updated on a yearly basis, espeaiahe justification to the draft Budget
Act and the Convergence Programme Update);

e in a narrower sense, debt management means detagnthe way of financing the State
borrowing requirements and designing the debt &tracby selecting markets, instruments
and dates of issuance.

The Strategy,including forecasts of public debt, has been developed orb#sts of the
assumptions of the draft Budget Act for 2014. Thaes it takes into account the planned
changes in the pension system, which will haveiogmt effect on the reduction of public debt
in 2014, and the reduction of debt growth in thessaguent years.

Table 1. Public debt and debt servicing costs Stiategy’s key forecasts

2012
Item 2013 2014 2015 2016 2017
(execution)

1. Public debt
a) PLN bn 840.5 899.5 810.9 875.5 920.9 964.9
b) GDP % 52.7% 54.8% 47.1% 47.8% 47.1% 46.2%
2. General government debt
a) PLN bn 886.9 952.1 859.5 934.9 993.9 1 046.6
b) GDP % 55.6% 58.0% 49.9% 51.1% 50.8% 50.1%
3. State Tresury debt servicing costs
a) PLN bn 42.1 42.7 36.2 35.4-37.0 37.9-395 41.2 -43.0
b) GDP % 2.64% 2.60% 2.10% 1.94% - 2.02% | 1.94% - 2.02% | 1.97% - 2.06%

With reference to the revision of the Budget Amt 2013, an increase in the public debt-to-
GDP ratio from 52.7% at end of 2012 to 54.8% atdhd of 2013 is expected. The amount of
public debt recalculated using the yearly averagjdoceign exchange rates for the year
concerned and reduced by the value of State buidgél funds raised to finance the borrowing
requirements for the following budget year is eateal at 54.0% in 2013. Thus there is no threat
that the sanctions specified in the Public Finaatefor exceeding the 55% threshold will come
into force.

As a result of pension system changes, planneddyCbuncil of Ministers in 2014, there
will be a significant decline in debt, primarily eltio the transfer of non-equity assets from OPF
to the public pension system. After a one-off iase in 2015, in subsequent years, the public
debt-to-GDP ratio will decrease and will fall to.2% in 2017. The general government debt-to-
GDP ratio in the timeframe of th&trategywill decrease to 50.1%. The general government
debt-to-GDP ratio is not expected to exceed the 80%shold set out in the Maastricht Treaty.

A slight decrease in ST debt servicing costs-to-Gat® in 2013 (to 2.60% from 2.64% in
2012) is forecasted. The ratio will fall signifidgnto 2.1% in 2014, resulting to a great extent
from the cancellation of Treasury securities acelipy the Minister of Finance from the Social
Security Institution (ZUS). In subsequent yeargqetheling on the Polish zloty exchange rate, the
ST debt servicing costs-to-GDP ratio will remairthe range of 1.9-2.1%.
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This Strategyis a continuation of the strategy developed lasary The objective of

minimisation of the long-term debt servicing costsbject to risk constraints remained
unchanged. Three interconnected tasks of the previairategy: to increase the liquidity,
efficiency and transparency of the Treasury seesrinarket were supplemented with the new
task of broadening of the scope of the publicriseasector liquidity management consolidation.

The following has been assumed for the accomplisthimietheStrategy'sobjective for 2014-

2017:

the flexible approach towards shaping the financstigicture in terms of selecting the
market, currency and instruments shall be mainthiteethe extent that cost minimisation is
achieved, subject to the assumed risk limitationsavoiding distortions of monetary policy;

the domestic market shall remain the main sourcnahcing the State budget borrowing
requirements;

the share of foreign currency debt shall rise tenaly as a result of the cancellation of the
Treasury securities acquired from Social Securigtifution to ca. 35-37% in 2014, and then
will be decreasing , ultimately to less than 3@%® rate depending on market conditions;

large and liquid fixed rate issue programmes, botthe domestic, as well as the euro and
US dollar markets, shall be a priority of the igst&policy;

the average maturity of domestic debt shall beem®ed to about 4.5 years, if possible is
possible taking into account demand and profitgbih particular segments of the yield
curve, and the average maturity of the State Trgadebt will be maintained at no less than
five years.

The Strategyincludes six annexes supplementing the main teih a glossary of terms

included.



[I. CHANGES IN VOLUME AND STRUCTURE OF PUBLIC DEBT

The goal of debt management is to shape the delotste so that the public debt entails the
least possible cost in the long term with an aa@ptlevel of risk.

Subsequent subchapters present recent changes woltime of public debt, the structure
and servicing costs of the ST debt, as well as/theme of contingent liabilities resulting from
guarantees and sureties.

[I.1. Volume of public debt and the costs of its se  rvicing

Changes in the volume of public debt in 2002-2C4sulted mainly from changes in the ST
debt. Change in nominal debt was primarily an omte®f a relatively high borrowing needs and
changes in exchange rate of Polish zloty, and sk@ddl, also the consolidation of the public
finance sector liquidity management. In 2012, fo first time since 2007, there was a decrease
in the debt-to-GDP ratio, according to both Pohséthodology (from 53.4% at the end of 2011
to 52.7%) and the EU methodology (from 56.2 % atehd of 2011 to 55.6%).

Chart 1. Public debt volume in years 2011-2012
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Chart 2. The influence of FX rate movements onebt id years 2012-2013
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The debt-to-GDP ratio according to the EU methogpl(general government debt), which
amounted to 55.6% at the end of 2012, was higham that of public debt according to the
national definition (the difference results printarirom the debt of the National Road Fund,
which is included in debt according to the EU melthlogy). The general government debt-to -
GDP ratio was lower than the ratio for the whole 85.2%) and the Euro zone (90.6%)

1 The detailed data concerning public debt volamgeincluded in annex 6.

2 The main differences between the Polish and Elhauetlogy result from matured payables includedahilities,
which constitute public debt in accordance with #haish methodology and National Road Fund (KFDbtde
included in public debt only in the EU methodoloByfferences between these both methodologies rasepted in
Annex 2, while data concerning deficit and debthef EU Member States are presented in Annex 4.
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Chart 3. Changes in the level of debt accordingn&dional methodology (public debt) and EU
methodology (general government debt)
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* in compliance with Eurostat guidelines on secttassification of some motorway projects, generalegoment debt figures
include capital expenditures of the projects ingjign

** due to changes in sources of financing The Agtiaal Market Agency was incorporated in generavgmment sector in
2004. Other differences concerning the scope o$élator are negligible

*** Matured payables, debt assumption - activatioof guarantees, up-front payments on off-market swaps
restructured/refinanced trade credits

Chart 4. Factors influencing changes in the debGIDP ratio
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resulting from borrowing requirements (changes dftdesulting from: changes of budget account baéantS discount, TS
capitalization and indexation, off-budget drawingsitten off debt, conversion of FUS debt to OFE sigies) and changes in
other ST debt (among others: matured payables andsf deposited with Minister of Finance under thelipufinance sector
liquidity management.

Changes in the level of ST debt servicing costewlee result of increasing debt volume and
changes in interest and exchange rates. To mitittedestabilising effect of variable debt
servicing costs on the State budget, measures aahesnmoothing the distribution of debt
servicing costs over time were undertaken. Thededed:

+ derivatives - in use since the end of 2006,

e setting coupons of newly issued bonds at levelseclto their yields to reduce the
accumulation of discount costs at maturity,

» switching auctions, in use since 2001, and buy-tmadtions aimed primarily at reducing
refinancing risk, but allowing also for the redilstition of debt servicing costs over time.



Chart 5. ST debt servicing costs in years 2001-2012
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Foreign debt servicing costs were much lower tlase¢ of domestic debt, due to the lower
share of foreign debt in ST debt, and the diffeeent interest rates on domestic and major
foreign markets. An increase in foreign debt semgccosts since 2009 resulted from an
increased importance of foreign financing and dept®n of the Polish zloty. The significant
increase in domestic debt servicing costs in 2@k2lted from higher discount expenses from
redeemed securities, which was the effect of tihectire of debt issued in previous years
(especially 2-year zero coupon bonds issued ddin@global financial crisis).

Chart 6. Market interest rates and average sengansts of foreign and domestic debt
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[1.2. Structure of the State Treasury debt
Changes in the ST debt structure were the resulnpfementing theStrategy’sobjective,
I.e. minimisation of debt servicing costs over ager time horizon subject to risk constraints.
The flexible issuance policy and other operationsdebt kept the risk connected with the ST
debt structure on a safe level.
Refinancing risk
The domestic debt refinancing risk has been grédwatuced since 2004, and has been
relatively stabilised since 2007. The risk reduttieas a result of:
* the growing importance of medium and long-term lond financing the borrowing
requirements, and at the same time the diministulegof T-bills;

» large-scale of switching auctions;

e pre-financing of the next years’ State borrowinguieements in the‘ﬁquarter of the current
year;

¢ maintaining the liquidity reserve of the State befdg



Chart 7. Residual maturity of the ST debt in ye82-13
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Chart 8. ATM of ST debt in years 2002-2013

gears ATM

1 8,51

8 |

. 7763 7,58
5,49

o 501 511 530 527 522 538 _ 5,40 5,48

° 3,90

90 375 3,

1 : 733 =

447
357 3% 423 405 4307 405
3 2 345 - -
2,66
2 T T T T T T T T T , : ‘
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 VIM3

Domestic debt —=— Foreign debt ~—a— Total debt

The refinancing risk of foreign debt is significgniower in comparison with that of
domestic debt. It was considerably reduced in 2808,to early redemption of a part of the Paris
Club debt which was refinanced by issuing bonds vaitsignificantly longer maturity. The
average time to maturity (ATM) of domestic debtatead a record high level in the first half of
2013 (4.56 years in May), and for the overall Sbtdeas remained at a stable level in recent
years.

Foreign exchangerisk

The share of debt denominated in foreign currenc®T debt has been slightly exceeding
30% in 2011-2013, and at the end of June 2013 atedun 30.6%. The increase of the role of
foreign currency debt since 2008 was on the ond ktaresult of volatility of the exchange rate
of the Polish zloty and a flexible approach to ieménting the objective of minimising the debt
servicing costs in the context of foreign exchangk constraints on the other. It was allowed to
temporary increase in foreign financing, if justdi by striving towards domestic market
stabilisation, diversification of sources of capitand taking advantage of the possibility of
issuing bonds with a yield lower than that prevaglin the domestic market and incurring low-
interest loans at international financial instibuis (IF1).

Chart 9. Currency structure of ST debt
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Chart 10. Polish zloty exchange rate against eurd dollar in years 2002-2013
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Chart 11. Currency structure of foreign debt
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Interest rate risk for domestic and foreign debs$ wearecent years subject to similar trends as
the refinancing risk. Interest rate risk of foredgbt remains at an acceptable level.

Chart 12. ATR and duration of ST debt in years 20023
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[1.3. Volume and structure of public finance sector debt
At the end of 2012, the unconsolidated debt ofsunther than ST amounted to 10.8% of
public debt (the ratio for consolidated debt wes8. compared to 10.5% (8.3%) at the end of
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2011. After the first half of 2013 that ratio wa®.9% and 7.8%, respectively. The local
government sector debt, in particular that of lagalernment units, had the highest share in this
part of the debt. The social security sector uncbaated debt had been steadily decreasing until
2008, only to increase to 3.2% since 2009. Theeddfice between the social security sector
unconsolidated and consolidated debt since 20@9censequence of shortages of funds in the
Social Security Fund (FUS) that have been finanaéa loans from the State budget.

Chart 13. Debt of public finance sector units otliean ST before and after consolidation by sectors
(PLN bn).
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Chart 14. Share of debt of public finance sectoitsuather than ST before and after consolidation in
public finance sector debt and as a GDP ratio.
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Chart 15. Unconsolidated debt of public financetseanits other than State Treasury (PLN bn).
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The following part of the subchapter focuses onomsolidated debt of public finance sector
entities other than ST.
11.3.1. Debt of local government units

The debt of local government units and their asggmeis has been gradually increasing, and
at the end of 2012 amounted to PLN 68.2 billiormpared to PLN 66.1 billion at the end of
2011. After the first half of 2013, the debt deelinto PLN 66.5 billion. In 2009 yearly debt
dynamics peaked - it grew to 40.3% (consolidatelt)dend 45.7% (unconsolidated debt). In
subsequent years, the growth rate has been samifyjcreduced, and in 2012 amounted to 3.2%
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and 4.6%, respectively. The debt of local governinuerts and their associations from the end of
2008 to mid-2013 increased by 129.2% (consoliddedat) and 151.3% (unconsolidated debt).

Chart 16. Debt of local government units and tlasisociations: quarterly changes and yearly dynamics
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In 2012, the local government units and their assionis recorded a budget deficit of PLN
3.0 billion. This result is significantly betterah that of 2011 — PLN 10.3 billion. Debt of local
government units and their associations in 2012ased by PLN 2.1 billion.

Local government units incurred liabilities primgrin the last quarter of the year, which
was associated with highly seasonal nature of tiesults, although in 2009-2011, a significant
increase in debt took place also in the secondtlaindl quarters of the year. In the first half of
2013 there was a decline in the debt of local gavent units by a total of PLN 1.7 billion (with
a budget surplus of PLN 8.1 billion). A similarustion occurred in 2012. In the first half of
2012, the debt decreased by PLN 1.4 billion, wittugplus in the amount of PLN 6.7 billion, but
in the second half of the year increased by PLNo8lion.

The ratio of total debt of local government unddheir revenues in 2012 was well below the
legal constraint of 60% and stood at 38.1%, a desereof 0.2 percentage point compared to
2011. It was the first decline in the debt ratiocgi 2007. In 2012, the highest average debt ratio
was recorded in cities with county rights (48.3%3Jl @ahe lowest one was recorded in counties
(26.5%).

Chart 17. Debt volume and debt-to-revenues ratiocdl government units and their associations.
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The majority of total liabilities incurred by alb¢al government units are liabilities of cities
with county rights (43.6% in 2012 and 45.3% in fin&t half of 2013). The share of liabilities of
municipalities remained in 2002-2011 at a relayivelable level of ca. 36-40% (at the end of
2012, the share rose to 38.6%, just to decrea3é.@8%6 at the end of June 2013) and the share of
voivodeships and counties after several yearsmitr stabilized at ca. 8-10% (at the end of the
second quarter of 2013, it amounted to 9.2% anth8t&spectively).
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Chart 18. The debt structure of local governmeritsuand their associations according to the lewals
local government
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In 2012, the debt-to-revenues ratio (excluding detdrred on EU co-financed programmes
and projects) exceeded 60% in the 30 local govenhonats (compared to 32 in 2011). The vast
majority of units who exceeded the ratio whichhe timit specified in the Public Finance Act
were the municipalities, in 2012, only three coesitand Opolskie Voivodeship exceeded the
limit value.

The structure of local government liabilities wasmdnated by domestic debt, although the
share of foreign debt has been increasing steadtilg,at the end of June 2013 stood at 20.0%.
Loans prevailed in the structure of liabilitieslotal government units and their associations.

Chart 19. Structure of debt of local governmentaiand their associations
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11.3.2. Debt of independent public health care units

At the end of 2012, the debt of independent pubéalth care units amounted to PLN 5.7
billion, while at the end of June 2013, it was PBM billion compared to PLN 5.2 billion in
2011. Since 2007, loans have been the dominant@oamp of the debt. Matured payables which
have arisen as a result of untimely settlemeniabilities continue to be a significant component
of debt. Changes in the debt structure in 2005-2@88lted from a reduction of the growth rate
of matured payables while pursuing remedial procesiat the same time.
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Chart 20. Debt volume and structure of indepengeiblic health care units
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Chart 21. Debt of independent public health carésuowed to public finance sector and other units
(PLN bn)
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In 2006-2012, the debt of independent public headtre units owed to the public finance
sector decreased - and at the end of 2012 it amduatca. PLN 1.2 billion, and remained at that
level at the end of June 2013. This was mainly wuthe restructuring of independent public
health care units and partial cancellation of lo@os the State budget granted under the Act of
2005, as well as a decrease in liabilities tow#ndsSocial Insurance Institution.

11.3.3. Debt of the Social Insurance Fund and other entities

In 2002-2012, the Social Insurance Institution (J@8d funds managed by it were, among
public finance sector units which weren’t mentiomegrevious subchapters, the most indebted
entities. The debt of ZUS and its funds consistetbat exclusively of liabilities incurred by the
Social Insurance Fund (FUS). In 2003-2008, the délthe FUS was gradually decreasing as a
result of repayment of loans at commercial banks emnversion of matured payables to T-
bonds. In 2009 and subsequent years, there wagificent increase of the FUS debt, up to
PLN 21.1 billion at the end of 2012 and PLN 30.6idn at the end of June 2013. The increase
in the Social Insurance Fund debt was a resultafrsiderable imbalance of the fund resulting
from slow increase of revenues due to the redudaifdihe disability pension premium in 2007-
2008, economic slowdown and a significant increasxpenditures related to disability pension
and retirement benefits. As of 2009, the loan ftbeState budget was used as an instrument for
financing FUS deficit. In mid-2013, it accounted f5.7% of the total debt of the fund, while
the debt in commercial banks has been repaid in ful

The debt of other entities constituted an insigaifit share of public debt (less than 0.1% of
the unconsolidated public finance sector debt, bothe end of 2012 and in mid-2013).
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Chart 22. Debt of Social Insurance Fund other pubilhance sector entities (PLN bn).
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[1.4. Guarantees and sureties granted by public fin  ance sector entities

Contingent (undue) liabilities that arise from guetees and sureties owed by public sector
entities at the end of the first half of 2013 amednto PLN 111.2 billion, compared to PLN
101.1 billion, i.e. 6.3% of GDP in 2012 and PLN®Billion, or 6.4% of GDP in 2011.

Guarantees and sureties granted by the ST had mauanshare in guarantees and sureties
granted by public finance sector entities. In tingt half of 2013, they amounted to PLN 107.6
billion compared to PLN 97.5 billion, i.e. 6.1% GDP in 2012, and PLN 94.3 billion, i.e. 6.2%
of GDP in 2011.

ST operations related to granting guarantees amdissi do not pose a significant risks to
public finance. At the end of 2012, ca. 90% of aayent liabilities under ST guarantees and
sureties belonged to the low-risk group. The ineeesn contingent liabilities resulted mainly
from a large volume of guarantees granted for wnekbpment of road infrastructure. At the
same time, payments under guarantees and suretesned at the similar level, rising slightly
by PLN 0.1 billion and at the end of 2012 amourti®das in the previous year, ca. 0.34 % of
GDP. At the end of 2012, the long-term risk fadtmrthe portfolio of guarantees and sureties
stood at less than 6%.

The biggest amounts of ST contingent liabilitiesh&t end of June 2013 resulted from:

- guarantees granted for Bank Gospodarstwa Krajoweg PLN 76.6 billion
including support for the National Road Fund (KFD) PLN 74.4 billion

- guarantees of payments from the National Roadd Fan Gdask PLN 8.9 billion

Transport Company S.A.

- guarantees of payment from the National Road Fandutostrada PLN 7.6 billion

Wielkopolska Il S.A.

- guarantees granted for PKP Polskie Linie Kolej&wa. PLN 5.6 billion

- guarantees granted for Autostrada Wielkopolska S. PLN 3.5 billion

- guarantees granted for Polskie Kolejasaowe S.A. PLN 2.9 billion
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Chart 23. Contingent liabilities under guarantiesdasureties granted by the ST and the public fiean
sector.
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[ll. EVALUATION OF IMPLEMENTING THE STRATEGY'S OBJE CTIVE

In 2012 and the first half of 2013, debt managemeas conducted in accordance witkbt
Management Strategy for the Public Finance Sectd2(12-2015approved by the Council of
Ministers in December 2011 arfRkbt Management Strategy for the Public Financetd@dn
2013-2016approved in September 2012.

Table 2 presents the evaluation of implementing Skrategy’sobjective along with risk

constraints in 2012 and the first half of 2013.

Table 2. Evaluation of implementing the Strategypgective in 2012 and over the first half of 2013

|. Strategy's objective — minimisation of debt sericing costs

Level of
implementation’

Way of implementation

High

1. Selection of instruments

The domestic market was coreusce of financing borrowing requirements. In 20t
face value of TS issuance amounted to PLN 140lidiiin the domestic market, and P
43.8 billion in foreign markets (including PLN Stllion from IFIs); in the first half o
2013, this was PLN 22 billion and PLN 8.3 billion, respectively (incling PLN 3.(
billion from IFIs). Main factors taken into accouwhen deciding about the financi
structure in 2012 and first half of 2013 included:

« external factors, in particular:

o the economic and fiscal situation in Europe (fallthe GDP growthin the EU
debt crisis in some countries) leading to furth@widgrades ofratings of
European countries (including the loss of top AA#ing by France and Austria)

0 restructuring of Greek debt and international adkages for Cyprus;

o0 the actions taken by the EU to restore macroecanetability and improve long-
term sustainability of public finances as well & @nd preventive measurdbd
fiscal pact, agreement on common banking supervisastablisment of g
permanent financial assistance mechanism for thezZéoe: the ESM);

o the low interest rates policy conducted by thosetreé banks, thahave thg¢
greatest impact on the situation in the globalrfcial markets;

0 increasing the scale of asset ghase programme by the Fed and the Bar
Japan, resulting in significant capital flows, inding to the Polislgovernmen
bonds market;

o volatility of the EUR/USD exchange rate (within tteange of 1.21-1.36).

« local factors, in particular:

0 investors' expectations as to the scale and pacaoogtary policy easinffrom
November 2012 to June 2013, the Monetary PolicynCibiut interest rates kg
2.0 percentage points);

0 upgrading the rating outlook fdPoland by Fitch from "stable" to "positive"
February 2018 and upgrading the credit rating from £ A by Japan Creo
Rating Agency (JCR) in March 2013,

o the continuing interest of foreign investors indb@urrency TSmarket (the
inflow of foreign capital in the amount of PLN 3&#8lion in 2012 and BN 11.4
billion in the first half of 2013);

o significant fluctuations in the exchange rate ofligho Zoty: in 2012, thg
EUR/PLN exchange rate was fluctuating in the ramigé.044.50, and in the firg
half of 2013 in the range of 4.07-4.35;

0 decrease in yields of domestic and foreigeaBury bonds to the lowest leve

* Government debt rating of EU countries is giverimex 5.
*In August 2013, Fitch downgraded the rating outlémkPoland back to “stable”.
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the history at the end of 2012. The positive downwaethd continued in the fir
half of 2013, and bond yields reached another telmavs in May.

« distribution over time of State borromg requirements, including those connected
the redemption of large series of bonds in Januguyi] and October;

« flexible approach tehe choice of instruments and timing of issuamcerder to adjug
the size and structure of the offer to current exgkected market conditions;

* maintaining a safe level of state budget liquidig, reflected in prefinancing of
significant part of borrowing requirements of thexhyear (19% of requirements|of
2012, and 29% of requirements planned for 2018)eaend of the preceding year.

As far as foreign debt is concerned, the most itambioperations included:

 regular issuance in the euro market (in 2012, ¢hal tvalue of debt incurred in t
euro market was EUR 5.3 billion, while in the fitsalf of 2013,it was EUR 1.1
billion) and US dollar market (two issues of bomwd¢h total facevalue of USD 3.
billion);

e maintaining the Polish presence in other major mtarkin 2012, bonds issued on
Japanese yen market amounted to JPY 91.0 billith,0; the Swissrinc market t
CHF 825.0 million;

 drawing credits fromHls (in 2012 and the first half of 2013, a totaEbJR 2.0 billion
including EUR 1.2 billion from EIB and EUR 0.8 lilh from the World Bank).

2. Efficiency of the TS market
The main measures aimed at cost minimisation ircud

« the policy providing liquid benchmark bond issuasttie domestic market. In mid-
2013, 17 issuances of bonds had a par value exapedé equivalent of EUR
billion. At the end of June 2013, benchmark issaesourtied for 84% of the fag
value of fixed rate medium-term and lotegm bonds outstanding. The aver
liquidity ratio® having decreased to 111.2% in 20b@reased to 173.7% in 2012 &
remained at a similar level in the first half ofl30(173.1%);

* issuance of liquid bonds series (regular issuaotesfacevalue ensuring the liquidi
of a given issuance) in the euro and US dollar etark

 adjusting the level and structure of the TS supplyhe current market situation g
influencing this situation through information pyli

* introduction in October 2011 of new rules to asgbssactivity of Primary Deale
(PD), which facilitate the creation of the best ditions for entering transactio
involving Treasury securities in the secondary rearkhe inroduction of assessme
of TS quotations quality in the electronic markettlae sole criterion for assessing
activity of primary dealers and candidates in tleeomdary market resulted in
significant decrease in the spread between tharmdask gces quoted by participar
of the electronic trading market, with a simultameignificant increase in quot
volumes. This made the electronic market a reattpafi reference for all TS mark
participants (including non-bank and foreign);

* introducton in 2012 of the single price auction formula athg possibility o
submitting noncompetitive tenders at all TS sales auctions. Asesult, it wag
observed that the yields obtained at an auctiorevedten lower than those in t
secondary market.

> Liquidity ratio —the quotient of the monthly valoétransactions involving bonds to the debt montt-e
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II. Constraints - quantitative

Constraint

Level of

implementatior
*

Way of implementation

Value

Measure

2011

2012

June
2013

Refinancing risk

High

e Limiting T-bills issuance (in August 201

the debt in Treasury bills was dischar
completely)

High sale of medium and long-term bondj
2012 and in the first half of 201
(respectively 64% and 65% of all Treas

ATM
J&Iq years)
5-idomestic

13foreign
UNotal

4.25
7.77
5.40

4.47
7.63
5.49

4.53
7.56
5.48

securities sold atoutright and switchin
auctions) with favourable market condition
High importance of switching auctions
the period from January 2012 to June 2
30% of the initial debt in bonds was bou
back at switching auctions);

Extension of ATM of domestic debt, desf
volatile market conditions.

SShare in
fpmestic TS:

D1 .
mes VYIth
aturity up to

feyear
- T-bills

19.9%

2.3%

14.2%

1.1%

14.9%

0.5%

Foreign exchange risk

Satisfactory

Share of foreign debt remained sligh
above the level of 30% assumed in
Strategy which was due to the circumstan
in which theStrategyallowed for this exceg
(i.e. due to the prafancing of borrowing

tBbare of
cleseign debt in
ST debt

32.0%

31.6%

30.6%

requirements of 2013, as increased in 2
with bond issues on international market
lower yields than that on the domestic ma
and the depreciation of Polish zloty in J
2013);

Share of euro denominated debt in

foreign debt was slightly lower than assun
in the Strategy (70%), due to th
circumstances in which the Strategy alloy
for deviations (i.e. an increased share of
issues in US dollar in 2012);

Continuation of long-term non-marketable
financing from IFIs.

N19
U1z,
5

at

ine
Share of euro-

denominated
"&bt in foreign
P!

new

66.9%

69.4%

69.3%

Interest rate risk

High

Duration of domestic debt remained in
range of 2.5-3.5 years set in thiFategy;
ATR of domestic debt remained in the ra
of 2.8-4.2 years set in ti&trategy;

Risk of foreign debt remained at a safe I¢
and did not pose a threat to the c
minimisation objective

ATR (in years

thdomestic
- foreign
- total

3.25
6.55
4.33

3.29
6.40
4.30

3.37
6.27
4.28

Duration
Y8l years)
DSt .

- domestic

- foreign

- total

2.80
4.96
3.52

3.01
5.37

3.81

3.02
5.16
3.73
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[ll. Constraints — non-quantitative

Constraint

Level of
implementatio
n*

Way of implementation

Liquidity risk

High

The main instruments used in liquidity risk managamncluded:

* switching auctions (in 2012, bonds of the face @altiPLN 40.3 billion werg
bought back, while in the first half of 2013, itsvBLN 12.1 billion);

* interest-bearing PLN-denominated deposits at th@-N&eposits of the total
value of PLN 123.5 billion were made in 2012, wiih®se made in the firgt
half of 2013 amounted to PLN 52.4 billion,

* PLN-denominated deposits where Bank Gospodarstwagowego (BGK)
acted as an intermediary. In 2012, transactionsuated in total to PLN
980.1 billion, while in the first half of 2013, tiaactions amounted to PLN
523.9 billion;

* FX swap transactions enabling temporary usage ldfdwerencies in order t
raise funds denominated in PLN. In 2012, transastiamounted to th
equivalent of USD 1.4 billion;

* Interest-bearing foreign currency deposits - in 20deposits amounted fo
EUR 125.5 billion, while in the first half of 2018 EUR 61.8 billion;

» sale of a part of foreign currency funds from tHg ftnds directly in the
foreign exchange market (in 2012, foreign curren@quivalent of EUR 6.
billion were sold, in 2013 sale continued);

« deposits of liquid funds of public sector entities the accounts of th
Ministry of Finance in BGK as part of the consotida of public finances
sector liquidity. At the end of June 2013, the acualated funds amounted o
PLN 29.7 billion.

The level of State liquid assets in 2012 and infitis¢ half of 2013 provided fo
smooth execution of budgetary flows.

(OB~

\"A]

D

S

Credit risk

High

» Deposits in BGK, secured with TS, did not genecagglit risk;

» For unsecured deposits a system of credit limiis dace;

e Credit risk connected with derivatives is limitedy bselection of
counterparties with high credit rating;

* A collateral system related to transactions onwvaéines in the form o
blocking TS in the National Depository Securitid€DPW) is in force.
Secured transactions do not generate credit risk;

» The credit risk generated by unsecured transaci®rdiversified through
limits imposed on the total value of transactionadm with individual
partners. Creditworthiness of potential partnemha@itored on an on-going
basis;

» Only short-term transactions (up to one year) veareied out.

Operational

risk

Satisfactory

» Debt management conducted in one department iNthistry of Finance.

 Technical infrastructure adequate to the requirésneh conducting marke
transactions.

 Security of information related to debt management.

* Integrated database of the ST debt.

—
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Distribution of debt
servicing costs over time

Satisfactory | « The level of servicing costs in 2012 was affecbgd swap transactions
carried out in 2011 (the costs for 2011 grew by PLB6 billion and costp
for 2011 fall by PLN 1.61 billion in 2012) and id22 (an increase in the
costs by PLN 0.49 billion in 2012 and a decreasePhi 0.50 billion in
2013). The purpose of the transactions was to muairthe debt servicing
costs in a given year at a level consistent with ltimits specified in the
Budget Act, lowering at the same time those costhé following year;

» Coupons of new issues were set close to theirgield
» Switching auctions of T-bonds on domestic marked eoro denominated
bond buy-back auction contributed to smooth distrdn of costs.

*) In accordance with the following scale: high, sfdictory, moderate and low.

21



IV. IMPACT OF CHANGES IN THE PENSION SYSTEM ON PUBLIC
FINANCE AND TS MARKET

The following subchapters outline main assumptiointhe planned changes in the pension
system that will affect public finance and the By securities market.

IV.1 Changes in the pension system

In accordance with the provisions of the Act ofM&rch 2011 on the amendment of certain
laws relating to the operation of the social sagusystem, in June 2013 a review of the
pension system was published and on September 18, 2Be concept for changes in the
pension system to be introduced in 2014 was predent

The following changes in the pension system arendd:

1. Cancellation of 51.5% of accounting units recordedhe settlement account of each
member of the open pension fund and transfer @tass a corresponding value to the ZUS
Simultaneously records on individual accounts inSZ{dub-account) with at least similar
value will be made. Asset classes to be transfetoedUS will be specified by law,
however Treasury securities and bonds guarantedigeb$tate Treasury will be transferred
in the first place. The assets will be transferugdto the 51.5% of the net asset value of
each open pension fund.

After the conversion of ST liabilities which wilhvolve the acquisition of TS by the
Minister of Finance in exchange for the guarantegedng the payment of pension
entittements to the insured, corresponding to thdexed value of TS recorded on
individual sub-accounts in ZUS, the TS will be calfed.

2. As of the day of the transfer of the assets OpersiBe Funds (OPF) will be obliged to
maintain the share of TS and bonds guaranteedeb$Thin their assets at a level not lower
than on September 3, 2013 (i.e. the day precediaghbtice of changes to the pension
system).

3. The introduction of a so-called "safety zipper'mdigate the risk of adverse impact of the
asset price changes on the financial market ovahee of capital accumulated in OPF by
the insured who are 10 years or less from retirénidre assets remaining in OPF of those
insured will be subject to a gradual transfer froORF to SSI in the form of cash. ZUS will
be held responsible for the payment of pensions tooth pillars.

4. Members of OPF and individuals entering the pensigstem will be granted a choice
between OPF and ZUS regarding the 2.92% portigheaf future contributions.

5. OPF will be prohibited from investing in TS and berguaranteed by the ST.

IV.2. IMPACT OF CHANGES IN THE PENSION SYSTEM ON PUBLIC FINANCE

The inception of OPF and their operation under ¢beent formula enforces funding
additional borrowing requirements of the State lmidghich result from the transfer of funds to
Social Security Fund as a compensation for coriohutransferred to OPF since the
introduction of the pension reform (i.e. since 1P98is also necessary to incur servicing costs
accrued on this additional debt. According to tegneates of the Ministry of Finance, at the
end of 2012 the total amount of debt issued tonfieaadditional borrowing requirements
resulting from the establishment and operation &FGstood at PLN 279.4 billion, which
accounted for 17.5% of GDP. This means that th¢ died to OPF constitute more than 30% of
the total public debt.
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Table 3. The influence of OPF on budget deficit pmidlic debt in years 1999-2012

11999 | 2000| 2001] 2002 2008 2044 2005 2006 2007 200809 2 2010 | 2011 | 2012

1. Funds transferred to Social Security Fund as compesation for contribution transferred to OPF

PLN bn 2.3 7.6 8.7 9.5 9.9 10,6 126 149 162 19/21.1 | 223 154 | 82

GDP% 0.3 1.0 1.1 1.2 1.2 1.1 1.3 1.4 1.4 1.4 16 6 1./1.0 0.5

2. Servicing costs on additional debt issued due pension reform*

PLN bn 0.2 0.8 1.8 3.0 3.8 4.3 5.1 6.4 7.0 7.7 10(@1.4 | 124 | 144

GDP% 0.0 0.1 0.2 0.4 0.5 0.5 0.5 0.6 0.6 0.6 0.7y 8 0./0.8 0.9

3. Influence of pension reform on general governmenteficit (1+2)**

PLN bn 2.4 8.4 10.5] 125 13794 149 1777 213 232762|31.1 | 338 | 278 | 22.6

GDP% 0.4 11 1.3 1.5 1.6 1.6 1.8 2.0 2.0 2.2 23 4 2|18 1.4

4. Influence of pension reform on public debt*

PLN bn 2.6 12.0| 241| 37.7, 520 683 871 109.2 A34163.7 | 196.5| 232.9 260.6 279/4

GDP% 0.4 1.6 3.1 4.7 6.2 7.4 8.9 103 114 128 614.164 | 171 | 175

") .Estimates of the Ministry of Finance

**) Since 2004 funds transferred to Social SecuFitywd as compensation for contribution transfertePF are classified as
a financial transaction (State budget’s outflowsycérding to the EU methodology the funds are treéate expenditures and
thus they increase general government deficit.

The changes in the pension system will bring alaaditop in public debt in 2014, mainly as
a result of a one-off effect of the cancellation @ acquired by the Ministry of Finance.
According to preliminary estimates and assuming tleav contributions of half of the insured
will go to ZUS instead of OPF, public debt-to-GD&tio (domestic definition) will fall as a
consequence of changes in the pension system by qarcentage points, and the general
government-debt-to-GDP ratio by c.a. 8 percentagetp respectively. ESA2010 when come
in force in September 2014 will in comparison WHSA95 be neutral for the impact of
changes in the pension system on general governdedsit Net borrowing requirements in
2014 will be reduced by about PLN 16.5 billion.

The introduction of a "safety zipper" and a lowentibutions to OPF, along with lower
number of people insured in OPF will have a permaredfect on the level of borrowing
requirements as well as the volume of public deltering both in subsequent years.

According to preliminary opinions of rating agers;iehe proposed pension system changes
are deemed neutral for Poland’s credit rating @ktl@s a result of both the reduction of public
debt and the increase of future pension liabiliGéSocial Security Fund) assuming that debt-
to-GDP ratio thresholds will be adjuste@uch adjustments are to be implemented in théynew
introduced stabilizing expenditure rule (see Chaytd.1).

IV.3. Impact of changes in the pension system on TS market

The planned pension system changes will alter tthaeln's structure of domestic TS. As of
the day of the transfer of the assets from OPRU48,42here will be a one-off drop in the share
of the nonbanking sector in domestic ST from 46%mid-2013 to around 31-33%, and the
share of domestic banking sector and non-residgilitsncrease to c.a. 24-26% (from 20%)
and c.a. 42-44% (from 34%) respectively. The cdatieh of the part of the domestic debt
resulting from the acquisition of TS by the Ministé¢ Finance will also lead to the increase in
the share of foreign currencies denominated ddhirm 30.6% at the end of June 2013, to c.a.
35-37%. In the following years lower borrowing r@gments and thus the lower need for
foreign financing shall lead to gradual increasedomestic investors’ share in Polish TS
market and to a decrease of the foreign debt shaotal debt.

Open pension funds have played substantial rolhéndevelopment of the TS market,

especially in the early stages of their existeBge2008, the increase in OPF investments in TS
had grown intensively. In years 2005-2008, OPFdased their investments in the TS with an

® Such a view was presented in the comments by Msaady5 September 2013 and by Fitch Ratings on 10
September 2013.
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average of PLN 15.6 billion per year in nominaluel In recent years, pension funds’ net
investments in TS were not material for financihg state budget borrowing needs, in spite of
the fact that OPF had TS portfolio with the highesliue among nonbanking investors. From
2009 OPF investments in TS have been trending danchw

Chart 24. Change in holder’s structure of dome3i®& and net borrowing requirements in years 2008-
2013.
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In recent years, the share of TS in pension fuadséts fell below 50%, which means that
the transfer of contributions to OPF, which araunelied by the ST with the issuance of debt,
requires seeking TS buyers more actively amongréneaining group of investors, mainly
foreign ones. In the long term, reduction in theeleof borrowing requirements resulting from
changes in the pension system should stabiliz& $hmarket.

Chart 25. Inflow of contributions and TS interest@PF and the changes in OPF's TS portfolio in
years 2008-2013.
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The growing importance of foreign investors in felish TS market (see Chapter V.2) was
partly an outcome of a significant level of borragirequirements, which were increased due
to the need to refund social security contributittaasferred to OPF and servicing costs on the
debt incurred for this purpose. At the same tinhe, tole of OPF as a stabilizer of the TS
domestic market in the event of foreign capital®vements in recent years has been
ambiguous.

Monthly changes in the TS portfolio of OPF andefgn investors between the end of
2007 and mid 2013 are presented in Table 4.

Table 4. Comparison of changes in TS portfolios gl OPF and foreign investors

Changes in TS portfolio .
no of observations 00
OPF Foreign (months) Y%
investors
1 + 28 42.4%
2 - 14 21.2%
3 - + 20 30.3%
4 - - 4 6.1%
Total 66 100%

.(+) is related to increase in TS portfolio in p@xlar month, (-) is related to decrease in TS fudit in a particular month

The positive impact of OPF on the stabilizationtltd TS market in the event of foreign
capital outflow was particularly evident when famiinvestors were shorting their positions on
TS moderately. Then OPF took over a significanttiporof TS sold by foreign investors.
However, in the event of high outflows (at least &N 5 billion in one month) the value of
TS purchased by OPF was significantly lower thanwhlue of TS sold by foreign investors.
OPF more explicitly mitigated the volatility on Tr8arket in case of inflow of foreign capital
on the Polish market. In such cases, OPF have ¢sdléng TS and thus reducing the scope of
the decrease in TS yields. In almost half of thentn® analysed, OPF have been behaving
similarly to foreign investors: purchased TS (42.dPall observations) and sold (6.1%) in the
same months as foreign investors.

Chart 26. Monthly changes of TS portfolios heldd®F and foreign investors in years 2008-2013
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OPF are generally stable long-term investors, ithadsts also in less liquid securities. The
funds do not constitute a group of investors wlamer securities actively in the secondary
market and thus they do not stimulate liquiditythis market. At the end of June 2013, OPF
held 20.5% of all domestic TS, including 17.7% igetl rate bonds (most liquid) and 31.2% of
floating-rate and inflation-linked bonds (less lidju The share of OPF in TS market turnover is
much lower their share in domestic TS and at thd eh June 2013 it accounted for
approximately 6% of the turnover.

Chart 27. OPF share in domestic TS and market tgno
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The average time to maturity of T-bonds portfolielchby OPF in 2008-2013 ranged
between 4.9-5.4 years. OPF have TS portfolio witl of the highest maturities among major
groups of investors in TS, however insurance congsahad a portfolio with higher average
maturity (4.9-5.6 years, including 5.6 years at ¢inel of June 2013 as compared to 5.3 years
for OPF). At the end of June 2013, TS portfolioshwATM similar to the average time to
maturity of all domestic TS (4.5 years) were hejditvestment funds and foreign investors.
Domestic banks had TS portfolios with maturity lovitean the ATM for total domestic TS (3.9
years).
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Chart 28. Average time to maturity of marketablddnrds portfolios held by selected groups of
investors in years 2008-2013
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The cancellation of TS acquired by the MinistefFafance, resulting from pension system
changes, will cause a decline in ATM of domestibtdeom ca. 4.4 years to ca. 4.2. In the long
term, reduced borrowing requirements will limit thigpply of TS, probably those with shorter
maturities, i.e. those most often purchased by $amd some foreign investors. This should
result in a gradual increase in ATM to the levsdwaned in th&trategy

The portfolio of government bonds held by OPF had of the lowest ATR (average time
to refixing), which is an interest rate risk measwamong TS buyers. In years 2008-2013, this
measure was in the range of 3.2-4.6 years for QRF3a3-3.8 for total domestic TS. The
portfolio of T-bonds held by domestic banks hadowdr ATR, and so was the one of
investment funds. T-bonds portfolios with the higth@nd stable value of ATR (4.6-5.0 years in
the analysed period) had insurance companies.

Chart 29. ATR of marketable T-Bonds portfolios hajdselected groups of investors in years 2008-
2013
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The cancellation of TS acquired by the Minister Fbhance will be neutral for ATR
measure, which will remain at a level close to tdme before the cancellation and will be
amount around 3.4 years. It means that interestrigk will stabilize.

Apart from pension funds, also insurance compaares investment funds belong to the
group of stable long-term nonbanking investors.tid¢ end of June 2013, their share in
domestic TS totalled 17.5%. TS represent more B of the assets of insurance companies
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and more than one-quarter of investment funds sisgetsets under management of non-
banking insurance companies are increasing ste&dibyn the end of 2007 to the end of March
2013, assets of insurance companies rose from P2&91bn to PLN 168.5 bn (32.8%
increase), while investment funds assets under gesment rose from PLN 133.8 billion to
PLN 166.2 billion (24.2% increase).

Chart 30. Assets of nonbanking financial institui@nd TS share in their assets
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The main factors that will determine the value bk tassets under management of
nonbanking financial institutions include:

» further development of the market for insurance iandstment funds;

» situation on the stock market, which is one of thetors determining the savings
allocation by households;

» changes in the level of domestic savings.
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V. ASSUMPTIONS OF THE STRATEGY

The following subchapters present the main macma&oic assumptions of the Strategy
and the market conditions that affect debt managenidey discuss the role of domestic and
foreign investors, as well as the international keidevelopment, including markets in which
ST borrowing requirements are financed.

V.1. Macroeconomic assumptions of the Strategy

Assessment of the macroeconomic situation and tohrec of the fiscal policy has been
presented in the justification to the draft Budgstt for 2014. Table 5 presents the
macroeconomic assumptions of Bieategy

Table 5. Macroeconomic assumption adopted in tregesty

ltem 2012 | 2013| 2014| 2014 2016 2017
Real GDP growth (%) 19 15 2,5 3,8 4,3 4,3
GDP at current prices (PLN bn) 1595B642,91721,51829,8 1955, 2 089,6
Average CPI (%) 3,7 1,6 2,4 2,5 2,5 2,5
USD/PLN - enfdperiod 3,100 3,14 3,02 2,95 2,92 2,92
EUR/PLN - enfdperiod 4,09] 4,07 3,92 3,84 3,80 3,80

*including reserve for exchange rate risk

V.2. The domestic Treasury securities market

The level of development of the domestic finanonalrket, including the domestic investor
base, as well as the role of foreign investorhiendomestic market are important determinants
of debt management. Under conditions of free moverakcapital, a well developed and deep
domestic market allows for absorption of extertacks and outflow of foreign capital.

The planned introduction in 2014 of the changethe pension system and operation of
pension funds will be the main determinants infeieg the further development of the
domestic investor base and the TS market (impacOBF and other domestic non-bank
financial institutions on the TS market is discusseChapter 1V.3).

Foreign investors play a significant role in finaogr the state budget borrowing
requirements on the domestic market. Their demsarad high volatility and strongly depends
on the international situation.

After a significant outflow of foreign investorsofn the TS market in 2008, when their
share in the domestic debt declined from ca. 20%atal3%, since 2009 they have increased
their interest in TS market, largely as a resulingbroved sentiment in financial markets and
good perception of macroeconomic situation in Pablay financial markets. As a result, non-
resident’s portfolio in domestic Treasury secusitiad been increasing in subsequent years and
thus reached a record high in April 2013 on the estio debt market, both in absolute terms
(PLN 207.1 billion) as well as in relation to thendestic debt (over 36%). At the end of July
2013, after the outflow of foreign investors in duhy more than PLN 5 billion due to
deterioration in global sentiment, these values wtexl to PLN 202.1 billion and 35%
respectively.
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Chart 31. Non-residents’ holdings structure of detieeST debt in years 2009-2013
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In the period from January 2009 to July 2013, tmeolvement of foreign investors in
Treasury securities increased 3.5-fold. The magtlstgroup of buyers among non-residents
and holders of the largest portfolio of TS was tim®-banking financial sector (its portfolio
increased by PLN 122 billion in the analysed pexi@trowth of the TS portfolio held by this
group of investors was a result of both the broadgof the foreign entities buying Polish TS
(insurance funds, pension funds, investment fupdslic funds asset management entities) and
the growing diversification of the geographicalusture. The traditional buyers of domestic
Treasury securities from Western Europe and theéedristates were joined to more and more
extent by buyers from Asia, the Middle East angatts of Europe, including the central banks
of all these regions.

In the portfolio structure of TS held by non-resitt,e a dynamic growth of 10-year bond
portfolio has been continued (in the period frore #nd of 2011 to July 2013, it grew by
almost 80%), and at the end of 2012, the portfolidloating-rate bonds saw a significant
increase. The involvement of foreign investorshe bonds with the shortest maturities fell
gradually (a decrease of 30% compared to the eB@1f).

Chart 32. Structure of non-residents T-bonds pédfo

PLN bn
250 - 100% - 43%  51%  3.5%
65%  80% o 102% 10:8%
11,6% 1310% 10,5% 8,5% 9145 99% 8.3%
200 - 278 80% -| : !
194 ’ 302% 282%
: 16,7 9 g
150 - 53 | 188 - | 60% - . V] 33,2% 38,1%
64 TA3 93% 47,79
; g0 111
10,7 43,0 ' 9 30,1%
100 - - 34 916 ] e 40% o o %6% 7”296"/” -
o4 2 B9 w1 s 0% 8% g15%
- o7 22z B9 49 ’ : 20% +-30,1% ~ ~27,9% ~ 1
2e w2 m ke B OED
0 ,4__’__'__12.4__'_1111 ' ' ' 0% | ramow
2007 2008 2009 2010 2011 2012 VIM3 2007 2008 2009 2010 2011 2012 VI3
W2Y 57 m10Y  20Yand 30Y [ Floating rate bonds and others m2y 5Y 10Y 20Y and 30Y Floating rate bonds and others

The perception of Poland by foreign investors Wéle a significant influence on the terms
and conditions of financing State budget borrowneguirements in the timeframe of the
Strategy The influx of foreign investors had an impact thke TS yields decline along the
whole yield curve, close to all-time low, both lretdomestic and foreign markets.

The inflow of foreign capital into Poland shouldntioue, however the foreign investors’
share in domestic TS market, after an increas¢éeckta the cancelation of the bonds purchased
by the Minister of Finance from ZUS, most probabiyl be diminishing. The risk of sudden
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outflow from the TS market should remain limitedpyided that the main factors fostering
decisions to invest in Polish TS by foreign investorevail:

* there is a disparity in interest rates,
* the investment risk assessment for Poland is maadar improved,
* there is a relatively good fiscal and macroeconasitiation,

 there is a big and liquid financial market, paridely TS market and its adequate
infrastructure.

Stronger short-term foreign capital flows unrelatedthe above factors may occur as a
result of turmoil on international financial marketn the medium term, the effects of gradual
reduction of the asset purchase programmes cortlbgteentral banks, especially by the Fed,
might be expected. The effects of such capital $lelould be cushioned by the market itself
(over-liquidity in the interbank market and a ligdt supply of short-term TS make the market
capable of absorbing significant pools of such s&es), or by introduced market instruments.

Due to free flow of foreign capital, non-residentsestment in domestic TS, as well as
raising funds in international markets, pose exgearate risk for ST debt. Therefore, this
factor determines a flexible approach to shapirfigancing structure in terms of selection of
the market and currency, including temporary insega foreign currencies issuance.

V.3. International situation

The improvement of the situation in the financiabrkets of UE, as a result of the
weakening of concerns of the Eurozone , has nt#ated into an improvement in the rate of
growth. The indexes of the EU economy in the sedwitiof 2012 turned out to be worse than
expected, and throughout 2012, the European ecohasyecorded a slight decline in GDP (-
0.3%). Some improvement in the external environneantbe expected only in the second half
of 2013. According to the European Commission faséx published in May 2013, a fall in
GDP in the Eurozone in 2013 will be 0.4% (in 20tt# decline was 0.6%) , while in 2014 it is
expected to increase by 1.2%. The growth rate ef ilygest economy - Germany, will
decrease to 0.4% compared to 0.7% in 2012. In daoce with the forecasts of the European
Commission, the GDP growth in the USA in 2013 Wil 1.9%, compared to 2.2% in 2012.
From a point of view of the Polish economy theaiton on export markets will be a key factor
in determining the path of external demand for $toproducts..

The most important international conditions frone fherspective of ST debt management
include:

» considerable borrowing requirements of numerousic@s resulting from a loss of budget
revenues due to global economic downturn and frosasures undertaken by individual
governments to stimulate the economy;

» the situation on the interest rate markets for ¢berencies in which liabilities will be
incurred, predominantly in the EUR and USD markats] actions undertaken by central
banks

o the ECB has been maintaining the main rate at OtG&jyecord low level, which
depending on the macroeconomic situation may hlibdureduced,

o since December 2008, the FED has been maintaihegasic federal funds rate in a
range from 0.00 to 0.25%; it has not changed iteyto stimulate the market, but it
has declared the readiness to reduce the scalssef purchase programme at the
time of the apparent upturn of economic situatiob/5A,

o in April 2013 the Bank of Japan decided to take tbeolutionary step in its
monetary policy. It switched from interest ratesitcol to money supply control and
declared to conduct its operations so that the yneapply grows at an annual rate of
JPY 60-70 trillion,

0 since September 2011, the Swiss National Bank (SNB)been striving to weaken
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the Swiss Franc and to maintain its exchange tateramum level of 1.20 per euro;

» perception of Poland credit risk and liquidity mefnces of buyers of Polish bonds
operating in global markets, which affect the antewf the premium in relation to core
markets. The spread between the yields of PolishG@&rman 10-year euro government
bond decreased to around 100 basis points in npte8der 2013. The cost of market
financing in euro fell sharply compared to predsrievels due to the decline in interest
rates on core markets. At the same time, the mankeing of credit risk of a substantial
part of the EU countries increased, including theoZone, which was also reflected in
downgrades of ratings of some counttida September 2013, the credit rating of Poland
measured by CDS quotations were on the level sirtdléhe one of Slovakia and the Czech
Republic despite the fact that these countries havigher credit rating than Poland.

Chart 33. 5-year Polish CDS and 10-year euro-demateid Treasury bonds vyields in
Poland and Germany
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VI. STRATEGY'S OBJECTIVE

The objective of the Strategy, superior to all defainagement activities, will remathe
minimisation of the long-term debt servicing costsubject to constraints on the level of:

refinancing risk,

exchange rate risk,

interest rate risk,

State budget liquidity risk,

other risks, in particular credit risk and operadibrisk,
distribution of debt servicing costs over time.
There are two aspects in which this objective [giap:

* selection of instruments,i.e. cost minimisation within the timeframe of thengest
maturities of debt instruments with a significanaie in debt volume, through the optimal
selection of markets, debt management instrumesitscture of financing borrowing
requirements and issuance dates;

* increasing the efficiency of the TS marketcontributing to the lowering of TS yields. It
means aiming at spreads between TS issued by Palahdhose EU countries with the
highest credit ratings to reflect only differenéesreditworthiness of a given country and
not barriers and restrictions in the organisatiod imfrastructure of the TS market.

The approach to accomplishment of the objectivesisting in minimisation of debt
servicing costs has not changed in relation to ghevious yearStrategy This means the
possibility of a flexible financing structure inrbtes of selection of the market, currency and
type of instruments. The choice of a financing aiee should result from an assessment of
market conditions (level of demand, interest rated the shape of the yield curve in individual
markets, as well as the expected levels of excheatgs), and it should result from comparison
of the costs of obtaining funds in the long teraking into consideration constraints resulting
from the acceptable risk levels.

Experience in debt management indicates the impoetaf flexibility and diversification
of sources of financing borrowing requirementstifktes of financial turmoil it is advisable to
use instruments adequate to the market situatibaic€ of the currency and the market allows
for appropriate distribution of incurred liabilisever time and the accumulation of reserves in
case of periodic market turmoil and, consequetlyower the overall cost of raising capital.

The domestic market will remain the main sourcérancing the State budget borrowing
requirements. The financing structure in the dormesarket will be designed in such a way as
to prevent excessive yield growth because of oypgiguin particular segments of the yield
curve. Funds raised in the international marketslvei an important supplementary source of
domestic financing. Meeting the budget borrowinguieements in foreign currencies should:

» ensure diversification of funding sources throughaRd’s access to the investor base on
major financial markets,

» take into account foreign currency borrowing reemients including repayment of
principal instalments and interest on foreign debt,

* maintain the Polish position in the Euro market aodd the position in USD market as a
complementary source of funding,

» utilize the access to attractive financing in intgronal financial institutions,
» stabilise the domestic market through:

0 ensuring security of financing the State budgetdwing requirements in case of
temporary disturbances in the domestic market,

o0k owbdR
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o absorbing a significant part of foreign investatsmand for Polish TS, which is an
alternative to increasing the debt to foreign ineesin the domestic market,

» allow for selling currencies on the financial mdrke in the NBP as an instrument of
managing foreign currency borrowing requirementsd amtilising funds raised in
international markets to finance borrowing requiees in the domestic currency, taking
into account the monetary policy and the econostionale.

Minimisation of long-term debt servicing costs bk subject to constraints related to the
debt structure. Therefore, the following has bessumed:

1. refinancing risk

» striving for increasing the role of medium and ldaegm instruments in the State budget
borrowing requirements financing in the domesticrkeh at a pace dependent on
investors’ demand,

» striving for even distribution of interest paymer#ed redemptions of domestic and
foreign debt in subsequent years,

» reaching the ATM of domestic debt at the level tleast 4.5 years, provided that is
possible from the perspective of the demand and Yewel in particular segments of the
yield curve,

* maintaining the ATM of ST debt at the level of @ast 5 years;

2. exchange rate risk

* atemporary increase in the share of debt denosdnatforeign currencies as a result of
the redemption of bonds transferred from the penfiods to around 35-37% in 2014,
followed by its reduction to less than 30%, atta epending on market conditions,

» possibility of using derivatives in managing excjparrate risk in order to create an
adequate currency structure of debt and financimgolwving requirements of the State
budget,

« aiming, within the timeframe of the Strategy, fbeteffective (i.e. taking into account
derivative transactions) share of the Euro in fymeturrency debt of at least 70%, with
the possibility of temporary deviations from thevél in the case of limited access to the
Euro market, its inefficiency or adverse conditiomsderivatives market;

3. interest rate risk
» keeping ATR of the domestic debt in the range 8§20 years,

» possibility of separating the management of theregt rate risk from the management of
the refinancing risk by using floating-rate bonid$lation-linked bonds and derivatives,

» the current level of foreign debt interest rat& dses not restrain cost minimisation;
4. State budget liquidity risk

* keeping a safe level of State budget liquidity whitanaging liquid assets in an effective
way,

» utilisation of free funds of selected public finansector entities in managing the State
budget liquidity, including the extension of unéisd available funds covered by liquidity
management consolidation,

* the level of liquid assets will be determined bg ®tate budget's demand for funds and
the smoothening of TS supply within a year, takimg account seasonal considerations
as well as current and expected market situation,

» possibility of using liquid assets in managing ldjty in the Polish Zloty;
5. other risks, in particular credit risk and opera#ibrisk
» concluding transactions involving derivatives wikbmestic and foreign entities with high
creditworthiness,
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» using instruments limiting credit risk and solusoallowing for its diversification when
concluding transactions involving derivatives,

» diversification of credit risk generated by unctdlalised transactions;
6. distribution of debt servicing costs over time

» striving for smooth distribution of debt servicingsts over time with the use of available
instruments, especially switching auctions andvdities,

» setting bond coupons at the levels close to theldy over the sales period.
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VIl. STRATEGY TASKS

The major tasks for implementing tBé&rategy’sobjectives include:
Increasing the liquidity of the TS market,

Increasing the efficiency of the TS market,

Increasing the transparency of the TS market.

Extending liquidity management consolidation of jpubnance.

The tasks assumed in tBé&rategyare long-term ones and cover measures implemented
continuous basis. The tasks of Beategyare to a large extent interdependent, i.e. indiid
measures may contribute to the implementation afentikan one task at a time. The task of
consolidating the liquidity management of the palfinance sector is intended to increase the
efficiency of managing the assets and liabilitidstlee public finance sector. Within the
timeframe of theStrategythere are plans to expand the liquidity manageroensolidation to
new sector entities and instruments.

VII.1. Increasing the liquidity of the TS market

Increasing the liquidity of the TS market and of {hS issues contributes to elimination of
the spread that investors expect in case of irgeffi liquidity of TS, i.e. those with high costs
for pulling out of an investment, as well as torease demand from investors interested in
liquid investments only. Both these factors conti#bto decreasing TS yields and hence to the
minimisation of ST debt servicing costs. The follogymeasures are planned to be carried out
in the timeframe of th&trategy

» Continuation of issuing large series of benchmamkds on the domestic market ensuring
their sufficient liquidity on the secondary markéhe policy of issuing medium and long-
term fixed-rate bond series until their value resclat least EUR 5 billion equivalent,
adopted in 2003, remains in force.

* EUR 5 billion has been adopted as a reference \atltige current stage of the domestic
TS market development, and it is considered adegieatnsure sufficient liquidity for
large institutional investors, not posing at thensatime excessive refinancing risk at
maturity. Individual issues can have a value inesscof PLN 30 billion.

* Neutralization of potential consequences that nesult from changes in the pension
system for the liquidity of some of TS, by re-openthe issues for which the outstanding
amount was significantly reduced, taking into actothe budgetary and market
conditions.

Large liquid bond issues in the euro market andui8® market. In mid-2013, there were
three bond issues of EUR 3 billion or more, of vilhame exceeded EUR 5 billion, while
two issues in USD were worth USD 3 billion or more.

* Extending the uniform price auction formula to sifuctions.

» Adapting the issuance policy, including sale, skiitg and buy-back auctions to market
circumstances, in particular to the demand in ciffié segments of the TS market.

VII.2. Increasing the efficiency of the TS market

Increasing the efficiency of the TS market coversasures aimed at minimising debt
servicing costs under the second out of two aspkstsissed in Chapter VI. It applies to both
the primary and secondary market. The following sneas are planned:

* Adjusting the timing of issuance on the domestid &reign market to marketable and
budgetary conditions, taking into account measarsged at increasing transparency of
the TS market;

* Increasing the role of participants of the PD gsysie the development of the TS market
and in debt management operations - in the areasewgarticipants of the PD system are
at least as competitive as other participants ef financial market, conclusion of

PN PE
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transactions and selection of partners will beiedrout taking into account preferences
resulting from their participation in the system;

* Removing technical and legal obstacles in the ddmasd foreign TS market;

» Direct meetings with investors in the domestic afwdeign market along with
consultations with TS market participants in ortterexchange information effectively,
taking into account investors’ requirements in pinecess of implementing the Strategy,
including:

— regular meetings with banks participating in the $3Stem,
— meetings with non-banking sector investors,

— meetings with foreign investors and foreign banks,

— ad hoc meetings and phone consultations with iovest

* Broadening the investor base, also by regular mgetivith foreign investors in the form
of non-deal roadshows in key foreign markets aiated

— building and maintaining relations with key foreigwestors,

— separating specific issues of foreign T-bonds fignmmotional activities (roadshows)
enabling issuance at best possible timing, regssdd marketing readiness,

— promotion of Polish TS issued both on the domesit foreign markets;
» Active participation in conferences and seminarsrieestors;

* Broadening the channels of electronic communicatwith domestic and foreign
investors.

VII.3. Increasing the transparency of the TS market

Measures undertaken to increase the transparentlyeoS market allow for limiting
uncertainty connected with its functioning and reiog reliable information on current market
prices. They also help to formulate expectationwdsiture market prices. Both predictability
of the issuance policy and transparent functionofg secondary market contribute to
transparency of the market as a whole. The follgwireasures are planned to be carried out in
the timeframe of the Strategy:

* Transparent issuance policy, including announcing iEsuance calendars, yearly,
guarterly, and monthly plans of TS supply in thendstic and foreign markets, as well as
supply offers for particular TS auctions;

* Promoting the electronic market through appropritidesystem regulations in accordance
with competitiveness and transparency rules, maimtyobligations imposed on dealers
and candidates concerning quoting benchmark bandsjtaining specific spreads and
participation in the fixings of TS.

VIl.4. Broadening the public finance sector liquidi ty management consolidation

Liquidity management consolidation is implementihg Strategy’sobjectiveunderstood in
the first aspect, i.e. as a selection of instrumdot debt management. The first stage of
consolidation was introduced in May 2011 and olaligelected public sector entities to deposit
surplus funds in the accounts of the Ministry ohdfice. This represented a change in the
system, leading to more efficient asset managemehte sector. The result was a reduction in
the borrowing needs by the amount of consolidateul$ of public sector entities (since the
introduction of the consolidation until June 20b§, about PLN 29.7 billion), as well as the
reduction of the public debt (by PLN 26.8 billiomyhile maintaining the autonomy of units in
the use of funds needed to carry out their tasks.

The first stage of consolidation did not imposeigdtion on all public finance sector
entities to deposit its funds in the accounts @& Ministry of Finance, therefore following
activities are planned for broadening the pubhaifice sector liquidity management:
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. broadening the group of public sector entities cesteby the obligation of
consolidation of funds,

. consolidation of court deposits by placing themtba account of the Minister of
Finance, and not on courts' bank accounts asaws

. temporary use of funds in the State Treasury swetguarantee reserve account to
finance the borrowing requirements,

consolidation of foreign currency funds at the dissgd of the Ministry of Finance.
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VIIl.  IMPACT ON THE PUBLIC FINANCE SECTOR DEBT

Pursuant to Article 74 of the Public Finance ActAagust 27, 2009, the Minister of
Finance is in charge of the public finance sectoregards the rule which states that the public
debt must not exceed 60% of the annual GDP.

In the case of public finance sector units othantthe State Treasury, which are autonomous
in incurring liabilities, the influence on theirviel of debt is indirect and is derived from the
regulations of the Public Finance Act. Above aley include constraints imposed on the
manner of incurring liabilities by local governmamtits, as well as prudential and remedial
procedures, which are applied to the public fineseeor entities when both the public debt-to-
GDP ratio and at the same time the ratio to GDEi@famount of public debt calculated using
yearly average of foreign currencies exchange rates the year concerned and reduced by
the value of the State budget liquid funds raisedirtance the following year’s borrowing
needs exceeds 50% and 55% respectively.

VIII.1. Changes in legal regulations

Apart from changes in the pension system discuss&hapter IV, regulatory changes in
the following areas are planned within the timefeaof theStrategy

1. Broadening the public finance sector liquidity mangement consolidation

After the positive outcome of the so-called puldlitance sector liquidity management
consolidation introduced in 2011, further stepsthis area are to be undertaken. These
operations are discussed in more detail in Chagtér concerning the objectives of the
strategy. In order to extend the liquidity managemeonsolidation, a legislative process
aiming at amending Public Finance Act has been rizkkn.

2. Introduction of the stabilizing expenditure rule

On 16 July 2013, the Council of Ministers approwbeé draft guidelines for the act
amending the Public Finance Athat introduces the stabilizing expenditure rugER).
Currently works are conducted on the draft act drap on the basis of these guidelines. On 19
September this year, the draft was adopted by then€il of Ministers Committee, and on 24
September it was submitted to the Council of Mamst However, the rule was already used
supplementary in the planning of expenditure fat£0and according to the draft act SER will
be binding in the budget process for 2015. The gbé#he rule is ensuring the sustainability of
public finances in Poland and correction of thasgible excessive imbalance (especially the
sum of the differences between the general govarhmaminal balance and the medium-term
budgetary objective — MTO), but at the same time gausing excessive tightening of fiscal
policy, especially under conditions of severe ecoicoslowdown and excessive loosening
under favourable economic conditions. At the same,tthe introduction of the rule will be an
implementation of Council Directive 2011/85/EU @guirements for budgetary frameworks of
the Member States, in part relating to the fiscales, and implementation of the
recommendations of the Council of the EU from Majg2

The expenditure resulting from the rule coversedkpenditure of public finance sector and
funds in BGK, which are included in the general ggovnent sector according to the EU
definition, with the exceptions indicated belowrsEj the calculation of the limit will exclude
budget spending of EU funds and that part of th@eesgiture which is financed by means of a
non-refundable grant from the EU and EFTA countriéscondly, the costs of those units
which do not have the ability to generate highdtfiwill be also excluded.

From the amount of expenditure determined in thesymer, we will subtract the expected
level of consolidated expenditures of LGUs andrtlassociations, units referred to in Article
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139 of Public Finance Act and the National HealtmdF (NFZ). The rest of the amount will

constitute a limit distributed within the rest bktsector. The limit will be legally binding and

aggregated. This means that the expenditure of smmt® covered by the limit will be able to

grow faster at the expense of slower growth or e in expenditures of other entities
subjected to the limit. Decisions on the directiafidiscal policy, and thus on allocation of

adequate financial resources necessary to implethent, will be made by the Government
and the Parliament. Distribution of the amountiwiitl between the different units of the sector
will depend on the government's economic policycampliance with applicable laws and

programs, including the priority of using the aahie allocation of resources under the EU
funds.

Due to a much wider range, the new rule at the tfnentry into force will replace the
temporary expenditure rule, which limited the growf certain budget expenditures to forecast
CPl inflation rate increased by 1 percentage pdiatnporary expenditure rule concerned only
planned budget discretionary spending and so-caksdlegally mandated expenditure, which
also included the existing legally mandated expeneli when the determining act was
modified.

Entry into force of SER will also change the samtsi applicable beyond prudential limits
of public debt. The draft act provides that thectans after exceeding 55% and 60% of GDP
will be maintained. Previous sanctions invoked rafbeceeding the threshold of 50% of GDP
will be replaced by sanctions resulting from theRSEorrection mechanism. Current sanctions
amount only to the imposition of restrictions ore tstate budget, without taking the whole
public sector into account, which would not prevédm@ increase in public debt in the coming
years. The additional disadvantage is their stymogcyclical nature due to the need to tighten
fiscal policy during poor economic conditions. Tsgbilizing expenditure rule stipulates a
different type of sanctions that will primarily afft a much wider range of public sector, thus
ensuring more effective correction, which also wi#ipend on the economic situation forecast
for the next year. According to the draft act, $h@ctions relating to the higher (55%) threshold
will be supplemented by the SER correction mecmanis

After the entry into force of the changes to th@gien system, in connection with the
reduction of the public debt-to-GDP ratio, there ptans to adequately reduce the public debt
thresholds on which the correction mechanism igdhas

3. Changes in the regulations relating to local govement units

From 1 January 2014, the system of setting indadidumits on incurring debt by local
government units, as defined in the Public FinaAce of 27 August 2009, will come into
force, making the possible amount of debt of ea@GUldependent on the ability to repay the
debt. The new solution is to customize an indicd&fming the safe level of debt and to reflect
the creditworthiness of units and their financiainsling. At the same time, in order to increase
the absorption of EU funds by local governmentsyritiere are deliberations on alleviating the
constraints of the Public Finance Act. Deliberasioimter alia, pertain to the exclusion of
interest on the liabilities incurred to finance jpris co-financed with EU funds from the debt
limit and some exclusions regarding certain lidgileii incurred to co-finance expenditure.

In order to provide the Minister of Finance withwader range of information on the
projected financial position of local governmenttsinwhich is important for exercising by the
Minister of Finance the overall control over thdtand the deficit of the public finance sector,
the Act of 7 December 2012 on the amendment ofaitericts in connection with the
implementation of the Budget Act introduced solnsi@xtending the range of data collected by
the Ministry of Finance and improving their subnossprocess. This regulation have made it
possible to obtain information about the foreca$tsGUs in electronic form, and introduced a
uniform model for multi-year financial forecast foGUs.
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VIII.2. Assumptions of the strategy of granting sur  eties and guarantees

In order to reduce the risk associated with grgnt8T sureties and guarantees while
preserving advantages of using them as an instruimlethe State's economic policy, the
following principles shall be maintained:

e granting sureties and guarantees shall concentmatsupporting development-oriented
projects concerning infrastructure investments,irenment protection, creating new jobs
and regional development, in particular EU foundeés (loans and bonds guaranteed by
the ST should help to acquire the EU funds), bsi @in subsidising other investments that
may arise from possible new support programmegfanting sureties and guarantees in
compliance with the EU rules;

» sureties and guarantees can also be granted torsuppssible measures undertaken in the
event of potential deterioration in the Polish final system that could be a result of the
global financial and economic crisis;

* limiting the role of sureties and guarantees paldity risky for the ST, which are granted
on the basis of special-purpose, so called "sdttacts.

The amount of new sureties and guarantees gramteéwigiven year is determined by the
Budget Act. Pursuant to Article 31 of the Act of WM&, 1997 on sureties and guarantees
granted by the State Treasury and certain otheal Ipgrsons, each year the Budget Act
stipulates the total amount to which guarantees sewlrities can be granted by the State
Treasury. The limit for 2014 in the draft budget was set at PLN 300 billion.

The extent of use of ST sureties and guarantegsesillt primarily from the continuation
of infrastructural investments, as well as possibkeasures which can be undertaken in the
event of potential deterioration of the Polish fingl system resulting from a global financial
and economic crisis. An increase in contingentiliizs resulting from sureties and guarantees
granted by the ST will be affected to a large eixtgnsureties and guarantees granted to the
following entities:

« Bank Gospodarstwa Krajowego for bonds issuancagualyment of loans incurred for the
National Road Fund (KFD) in order to co-finance thastruction of a road infrastructure;

« PKP Polskie Linie Kolejowe S.A. for the repaymehtaans incurred in order to co-finance
the investment in railway infrastructure.

VII1.3. Debt of public finance entities other than the State Treasury

Under the adopted assumptions, the nominal deptiolic finance sector entities other than
the State Treasury will increase slightly, withire timeframe of th&trategy from PLN 110.1
bn to PLN 117.6 bn before consolidation, and frabNF3.5 billion to PLN 76.1 billion after
consolidation. The increase will be the result of:
« decreasing deficits in the following years, anchtbarpluses in the budgets of LGUSs,

« stabilisation of debt of other units of central dochl government sector
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Chart 32. Debt of public finance sector entitiekestthan State Treasury by sectors, before and afte
consolidation (in PLN billion)
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Chart 33. Debt of public finance sector units ottiean ST in relation to GDP and total public fin@nc
sector debt
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The timeframe of thé&trategy,the before consolidation debt of the other pubhance
sector units in relation to GDP will amount to 6a3%, whereas the debt after consolidation
will amount to approximately 4.1% of GDP. The shaf¢his group of entities in the total debt
of the public finance sector before consolidatimexpected to amount to ca. 12.1%, and to ca.
7.8% after consolidation.

VIII.3.1. Debt of local government units

The Strategyassumes that the debt of LGUs and their assorgatidl continue to increase
until 2014, but at a a decreasing rate and it iesllt from declining total deficit of this group
of units. From 2015, the debt of LGUs is expecte@nter a downward trend, resulting from
the total surplus of this group of units.

Borrowing requirements of local government unitdl ie determined by investment
expenditures, in particular by expenditures onaistituctural projects, including those co-
financed with the EU funds. Similar to the previgesrs, most of the debt will be generated by
cities with county rights and municipalities.

Commercial banks loans incurred in the domesticketawill remain the main source of
financing of the borrowing requirements of LGUs.idtassumed that the significant role of
foreign debt, both under bonds issued on internationarkets and loans incurred at
international financial institutions as a suppletaen source of financing the borrowing
requirements of those units, will be maintained.

The balanced current budget rule for local govemtnoaits, in force since 2011, will have
an impact on the amounts of newly incurred lialedit Until 2013, local government units will
be incurring liabilities under the rules definede Public Finance Act of June 30, 2005. Rules
regarding incurring liabilities that are definedtime Public Finance Act of August 27, 2009
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aimed at preventing local government units fromesso/e indebtedness will come into force
in 2014.

VIII.3.2. Debt of independent public health care units

It was assumed that within the timeframe of thet®fyy the debt of independent public
health care units before consolidation will staali The debt of local government units will
continue to have a dominant share in the totailiiegs of independent public health care units.

Changes in the debt will be the result of:

* changes in the legal form of those units, includirepnsformation of some of them into
commercial partnerships,

» current financial balance of individual entities.
Loans will remain the dominant debt component.

VIII.3.3. Debt of other entities

Credits and loans, including those granted by tlageSudget to the Social Insurance Fund
will predominate in the debt of other public fin@ngector entities. It is expected that the debt
of the Social Insurance Fund after consolidatiodl Wwe significantly lower than before
consolidation due to utilisation of loans from ®Bi&te budget as a source of financing.
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IX. EXPECTED EFFECTS OF IMPLEMENTING THE STRATEGY

The expected effects of tisrategyimplementation include forecasts of:
» the volume of public debt and its servicing costs,
* contingent debt resulting from granted guaranteessareties,
» changes in risk related to public debt.

These are the expected results of the implementafiothe Strategy’sobjectives under the
adopted macroeconomic and budgetary assumptions. rfitst important threats to the
implementation of th&trategy'sobjectives were also presented in this chapter.

IX.1. Debt volume and its servicing costs

With reference to the revision of the Budget Amt 2013, an increase in the public debt-to-
GDP ratio from 52.7% at end of 2012 to 54.8% atehé of 2013 is expected. The amount of
public debt recalculated using the yearly averafjdoreign exchange rates for the year
concerned and reduced by the value of State buldpetl funds raised to finance the
borrowing requirements for the following budget yéa estimated at 54.0% in 2013. Thus
there is no threat that the sanctions specifietthénPublic Finance act for exceeding the 55%
threshold will come into force.

As a result of pension system changes, plannetidybuncil of Ministers in 2014, there
will be a significant decline in debt, primarily eltio the transfer of non-equity assets from OPF
to the public pension system. After a one-off imsein 2015, in subsequent years, the public
debt-to-GDP ratio will decrease and will fall to.2% in 2017. The general government debt-
to-GDP ratio in the timeframe of ti&trategywill decrease to 50.1%. The general government
debt-to-GDP ratio is not expected to exceed the 80%shold set out in the Maastricht Treaty.

A slight decrease in ST debt servicing costs-to-G&t® in 2013 (to 2.60% from 2.64% in
2012) is forecasted. The ratio will fall signifidgnto 2.1% in 2014, resulting to a great extent
from the cancellation of Treasury securities aapliioy the Minister of Finance from the Social
Security Institution. In subsequent years, depandim the Polish zloty exchange rate, the ST
debt servicing costs-to-GDP ratio will remain i ttange of 1.9-2.1%.

Table. 8 Forecasts of public debt volume and theél servicing costs

Item [ 2012 | 2013 | 2014 | 2015 | 2016 2017
1. State Tresury debt
a) PLN bn 793.9 841.5 771.0 837.7 884.4 929.5
- domestic debt 543.0 587.4 504.2 550.4 585.3 618.7
- foreign debt 250.9 2541 266.8 287.3 299.1 310.9
b) in relation to GDP 49.8% 51.2% 44.8% 45.8% 45.2% 44.5%
2. Public debt
a) PLN bn 840.5 899.5 810.9 875.5 920.9 964.9
b) in relation to GDP 52.7% 54.8% 47.1% 47.8% 47.1% 46.2%
3. The amount specified in article 38a of Public Fin  ance Act*
a) PLN bn 818.7 887.5 803.7 864.0 909.6 950.3
b) in relation to GDP 51.3% 54.0% 46.7% 47.2% 46.5% 45.5%
4. General government debt
a) PLN bn 886.9 952.1 859.5 934.9 993.9 1046.6
b) in relation to GDP 55.6% 58.0% 49.9% 51.1% 50.8% 50.1%
5. State Tresury debt servicing costs (on cash basis  )**
a) PLN bn, including: 42.1 42.7 36.2 354-37.0 37.9-39.5 41.2 -43.0
- domestic debt servicing 31.8 324 24.4 25.1 26.8 29.3
- foreign debt servicing 10.3 10.3 11.8 10.3-11.9 11-12.7 11.9-13.7
b) in relation to GDP 2.64% 2.60% 2.10% 1.94% - 2.02% | 1.94% - 2.02% | 1.97% - 2.06%

* The amount of public debt recalculated using yearly average of foreign currency exchange rateste year concerned
and reduced by the value of State budget liquidisuraised to finance the borrowing requirementstfa following budget

year.

** ST debt servicing cost forecasts for the ye#084-2016 are presented in ranges including resefer exchange rate risk
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Chart 34. Debt-to-GDP ratio
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Chart 35. ST debt servicing costs-to-GDP ratio
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IX.1.1. Contingent liabilities (guaranties and sureties)

It is expected that the ratio of ST contingent iliabs resulting from sureties and
guarantees to GDP will amount in 2013 to ca. GDP9%.. At the same time the amount of
expected payments on this account will remain atfe level, i.e. they will not exceed the

threshold of 1.4% of GDP.
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Table 9. Forecast of contingent liabilities undaraganties and sureties granted by the ST and the

public finance sector units

| 2013 | 2014 | 2015 | 2016 | 2017
Forecasted payments under guaranties and suregieted by:
- Public finance sector
PLN bn 6.6 8.0 8.6 9.5 9.4
GDP % 0.4% 0.5% 0.5% 0.5% 0.5%
- State Treasury
PLN bn 6.5 7.9 8.5 9.4 9.3
GDP % 0.4% 0.5% 0.5% 0.5% 0.4%
Contingent liabilities under guaranties and suseginted by:
- Public finance sector
PLN bn 114.4 138.6 151.2 167.8 184.5
GDP % 7.0% 8.0% 8.3% 8.6% 8.8%
- State Treasury
PLN bn 110 133.5 145.4 161.2 176.9
GDP % 6.7% 7.8% 7.9% 8.2% 8.5%

IX.2. State Treasury debt structure
It is expected that in the timeframe of Beeategy

« the refinancing risk will remain at the level sianilto that prevailing at the end of 2012. The
ATM of the ST domestic marketable debt will remaiithin the range of ca. 4.2-4.4 years
compared to ca. 4.4 at the end of 2013, whileah#te total ST debt will be in the range of
5.3-5.5 years;

» the interest rate risk will remain within the ranget in theStrategy Depending on the
adopted financing structure, ATR of the domestiakatable debt will remain within the
range of ca. 3.2-3.4 years compared to 3.3 atrdeoé 2013, while ATR of the total debt
will be in the range of ca. 4.2-4.3 years. The tloraof the domestic debt will be in the
range of ca. 2.7-3.0 years compared to 3.0 atrideo£2013, while that of the total debt will
be in the range of ca. 3.5-3.7 years;

» the average share of foreign debt will reach c&6,3Bhough deviations from the basis
scenario are possible in connection with a flexidppgproach to foreign financing and the
volatility of the exchange rate of the Polish Zloty

Chart 38. ATM of the ST debt
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Chart 39. ATR of ST debt
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Chart 40. Duration of the ST debt
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Chart 41. Share of foreign debt in the ST debt
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IX.3. Threats to the Strategy implementation
The main threats to the implementation of the presEStrategyare connected primarily
with:
1. a macroeconomic situation in Poland varying from dissumed one, in particular a slower
GDP growth, higher interest rates, as well as ililain foreign exchange rates;
2. conditions in the international market, including:
* slower than expected economic growth in EuropetaadJSA,

* lending capital withdrawal towards investments onecmarkets resulting from limiting
the asset purchase program by the FED;

3. the risk of excessive growth of public debt andegahgovernment debt to GDP ratio, in
resulting from:

* higher borrowing requirements of the State budgsgiedding, among others, on the
Polish of Polish economy,

» a lower exchange rate of the Polish Zloty as coegh&r the one assumed in Beategy

* a lower demand for TS at auctions that could batedl to the limited base of investors
due to an exclusion of OPF after introduction aigien system changes,

» a considerable increase in debt of public finartas entities other than ST, in particular
local government units,

* the necessity to execute sureties or guaranteategray public finance sector entities.
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Annex 1. Abbreviations and glossary

A. Abbreviations used in the Strategy

ATM — average time to maturity

ATR — average time to refixing

BGK — Bank Gospodarstwa Krajowego
CDS - Credit Default Swap

CPI — consumer price index

ECB - European Central Bank

EDP — Excessive Deficit Procedure
EFSF - theEuropean Financial Stability Facility
EU — European Union

FED — the Federal Reserve System
FUS - Social Insurance Fund

GDP — Gross Domestic Product

GG - general government sector

IFI — International Financial Institutions
KDPW — National Depository Securities
KFD — National Road Fund

LGUs —local government units

NBP — National Bank of Poland

OPF — Open Pension Funds

ST — State Treasury

TS — Treasury securities

PD — Primary Dealers

VAT - value added tax

ZUS - Social Insurance Institution

B. Glossary

Average maturity (also ATM — average time to maturity) the measure of public debt

refinancing risk. Average maturity is the averageiqu, expressed in years, after which the
issued debt will be redeemed. The further the ntgtdates, the lower the refinancing risk and
the higher the average maturity. Average maturftyd@mestic marketable TS is calculated
according to the following formula:

DN,
ATM = o0

2Nl

tar

where:

t — maturity date,

T — set of all maturity dates,

N; — face value paid at tinte

lo — current indexation coefficient of inflation-liad instruments’ face value (for non-indexed Treasur

Securitiedg =1).
ATR (average time to refixing— the measure of interest rate risk related eptblic debt.
ATRIis interpreted as the average period, expressgéairs, for which the debt servicing costs
are set. The larger the share of short-term aratifig rate instruments, the higher the interest
rate risk and the lower ATR. ATR was introduced2®05 as a complementary to duration
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measure of the interest rate risk that covers Hetit with indexed and non-indexed principal.
The ATRof domestic marketable TS is calculated accortbripe following formula:

ZNL+ZW&+ZéNWO

ATR = rOR taT jad
> Nz, +> NS+ NI,
rOR taT i0J

where:

r — payment date of the nearest fixed coupon fatifhg-rate instruments,

t — maturity date for fixed-rate instruments,

j — maturity date for inflation-linked instruments,

R — set of all payment dates of the nearest fixagboas for floating-rate instruments,
T — set of all maturity dates for fixed-rate instemts,

J — set of all maturity dates for inflation-linkestruments,

NZ — face value of floating-rate instruments,

NS — face value of fixed-rate instruments,

NI; — (non-indexed) face value of inflation-linked tinsnents,

lo — current indexation coefficient of inflation-liak instruments’ face value.

Benchmark

1.

(issug the large amount of TS issue with a liquid se@wpdnarket. Yields of benchmark
bonds are a reference point for yields in a givexunity segment.

(portfolio) target characteristics of the public debt portfolMiich constitutes aeference
portfolio for the existing portfolio and specifies the direntof public debt management.
The characteristics of the reference portfolio nmyude the share of particular currencies,
interest rates and types of instruments, as welthas/alues of synthetic indicators which
most often constitute the risk measures, e.g.\bheage maturity or duration.

Buy/sdll back — transaction which consists of two agreementst pprchase and forward sale
of securities at a price set upfront at the datheftransaction.

Credit risk —associated with the risk that the other party eftiansaction will fail to meet its
obligations in whole or in part. The risk occursasesult of transactions in assets. For the
entity managing the debt such a situation occursnafinancial derivatives are used, swaps in
particular. Credit risk also occurs in liquid assetanagement, e.g. through making deposits
with banks and purchase of securities.

Credit risk is managed mainly by choosing partrveith high creditworthiness (measured by
their ratings) and by setting limits for total teaction size for partners, dependent on their
credit credibility and type of transaction.

Duration —the measure of vulnerability of debt servicing sdst changes of interest rates and
thus the measure of interest rate risk relatedulolip debt. Duration is interpreted as the
average period (expressed in years) of debt sagrmosts adjustment to the change of interest
rate levels. The higher the level of interest raied the larger the share of short-term and
floating-rate instruments, the higher the interagt risk and the loweturation

CFZ SCFS

1
Duratior= " U RZQEF; z fﬁé +IS)
i) i)

where:
s— payment date (of interest or face value),
S— set of all payment dates (of interest or fadaaja
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r — payment date of the nearest fixed coupon fatifhg-rate instruments,

R — set of all payment dates of the nearest fixagboas for floating-rate instruments,

S- set of all payment dates for these floating-rateiges. which the nearest fixed maturitiy is r,
CFZ - payment (of interest or face value) for floatirage instruments,

CFS - payment (of interest or face value) for fixeteranstruments,

is— zero-coupon interest rate for tesm

Duration of total debt of State Treasury is weighawerage of appropriate duration coefficients
for every currency, where weights are marketableevaf debt in particular currency.

Exchange rate risk — stems from the existence in the State Treasubt destruments
denominated and settled in foreign currencies. @&whange rate risk manifests itself in the
vulnerability of the debt level and debt servicoasts to exchange rate fluctuations, which is a
consequence of the floating exchange rate regirpbeaipin Poland. The Zloty appreciation or
depreciation against a given foreign currency tesul a proportional increase or decrease (in
the zloty terms) of debt volume and debt servidagts denominated in this currency.

Financial derivatives — financial instruments, which depend on the valfiether assets called
basic instruments. They are used to change the piskle of the parties concluding a
transaction in financial derivatives, i.e. hedgiagainst risk, change of one type of risk to
another or an conversion of the cost into the (eskrade-off — a decrease in costs and an
increase in risk). The examples of financial ddmves most often used in public debt
management include swaps and options.

Interest rate risk — risk that payments related to the debt servidaogts will change as a
consequence of a change in interest rates. It sfeons the necessity to finance the debt
maturing in the future at unknown rates and froratiity of coupon payments of the floating-
rate debt.

Operational risk — risk associated with the threat that the costtee to the debt management
or the level of other types of risk will increasaedto an inadequate to the scope of tasks
infrastructure, organization and control of the tdelanagement. Operational risk is the type of
risk most difficult to measure.

Limiting the operational risk is achieved by intafipn of public debt management procedures
in one organizational entity, having its structumgfrastructure and procedures adjusted to
efficient operations in the environments of statmmistration and financial markets

Option — the right (but not the obligation) to buy or salspecified asset at an agreed price,
which the issuer of the option is obliged to obsemith respect to the holder of the option. The
options may be separate financial instruments @y thay be built into other instruments, e.g.
an option to present savings bonds to the Statastlrg for early redemption.

Place of issue criterion — the criterion of the division of public debt inlomestic and foreign
debt, according to which the domestic debt is &t dssued on the domestic market.

Potential debt — liabilities that are not public debt, but whicAn become public debt once a
specific event takes place. Guaranties and surgteaged by the public finance sector units are
a classical example of potential debt. In the cafsexecution of a guaranty or surety, the
liabilities became payable and increase expenditamfean entity that granted them, thus
increasing its borrowing requirements and publistde

Primary Dealers — a group of institutions (banks) selected throagbompetition that have
specific rights and obligations related to the ipgrétion in the primary and secondary TS
market. The dealers act as intermediaries betweeissuer and other entities in TS trading and
have the exclusive access to the primary market.

Private placement — an issuance addressed to a selected invesgoowp of investors.

Refinancing risk — associated with debt issuance in order to findheeState borrowing needs
resulting from the redemption of the existing ddltite risk applies to both the ability to redeem
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maturing debt and conditions on which it is refioeah (including in particular servicing costs
generated by newly issued debt). The larger thenpay related to the redemption of maturing
debt and the closer the date of redemption, tlgeetathe risk related to refinancing of this debt.
The refinancing risk is influenced by the levelanitstanding debt and its maturity profile. The
extension of the debt maturity and the even distian of debt redemption over time contribute
to the reduction of refinancing risk.

Residency criterion - the criterion of the division of public debt inltmmestic or foreign debt,
according to which the domestic debt is the deltexivby domestic investors (i.e. investors
with the place of residence or registered seablari).

Spread — the difference between yields of two securitiesnémrower meaning cred#pread
(also credit margin) — the difference between waltitwo securities with all the characteristics
(especially maturity date) identical (or almostntieal) except for issuer. Spread is often
understood as a difference between yields of cresktburdened and credit risk free (or
characterized by the lowest risk in the class) sgcu

State budget liquidity risk — risk associated with the loss of the state busligdtility to meet
the current obligations and to timely execute budygenditures. In order to reduce this risk
the State budget should have an access to the adegmount of liquid financial assets,
enabling the independence from temporary eventsiggs which prevent or make difficult the
acquisition of funds on the financial market ataa&l cost.

State budget liquidity risk is managed by keepiafg seserve of funds at the lowest possible
level on one hand (by improving the process okstatdget liquidity planning and monitoring)
and on the other by the management of liquid asse® way that they generate budget
revenues which in the highest possible extent coisgde for costs of keeping a given level of
liquidity.

Swap — exchange of streams of payments with rules of &aticg their value specified in
advance, which takes place between the partidgseecdgreemenSwapis a financial instrument
from the group of the so-callefinancial derivatives.Swap may be a separate financial
instrument or it may accompany other instruments.

52



Annex 2. Legal regulations applied to public debt i n Poland and the EU

Table 1. Public debt — basic legal regulations

Polish regulations EU regulations
1. Constitution of the Republic of Poland 1. Treaty on the functioning of the European Union
ban on contracting loans and granting guaran{ 3> level of general government debt and restrictigpiad to general
and sureties resulting in the public debt government deficit constitute the criterion on liasis of which the
exceeding 3/5 of GDP (Article 216(5)); Commission examines the compliance with budgetagipgline in

Member States (Article 126) — specifies the scecalixcessive Deficit
Procedure (EDP);

2. Public Finance Act 2. Protocol on the excessive deficit procedure xethéo the Treaty
> regulations on public debt: definitions, ba Ligstablishing the European Community and the Treatthe functioning of
principles of issuing public debt and debt the European Union
management, prudential and remedial > definition of general government debt and referaradae of debt to

procedures applied to public debt levels; : O/
» definition of the scope of the public finan GDP ratio at 60%;
sector. 3. Council Regulation on the application of the Protoon the ExcessiVe
Deficit Procedure annexed to the Treaty establgshithe Europeajp
Community
> definition of general government debt with speeifion of

categories of liabilities which constitute it;

4. The European System of Accou(ESA 95/ESA 2010%)

> definition of categories of financial liabilities;
> definition of general government sector.

* The ESA 2010 will be applied for the first timel&da transmitted from 1 September 2014

Table 2. Limits on the public debt to GDP raticliee current and the new Public Finance Act

Current Public Finance Act

I Legal procedures regarding limits on public debt toGDP ratio

1) the ratio in year x is greater than 50%, and not greater than 55%:

a) the state budget deficit to state budget reventie irathe draft budget act adopted by the CouncMamisters for the
year x+2 cannot be higher than in the year x+1;

2) the ratio in year x is greater than 55%. and lower than 60%:

a) it is assumed the lack of deficit or the differermsween state budget revenues and expenditurésafnbudget act
adopted by the Council of Ministers for the year »xm@st ensure the decrease in State Treasury dé€bDB ratio as
compared to the ratio announced for the year x;

b) budget deficit of local government unit diminishegcumulated budgetary surplus from previous yaagsliquid funds
in budget resolution for the year x+2 can only @éefrom expenditures for current tasks co-finanftech EU funds or
non-returnable financial aid provided by EFTA membauntries;

c) indraft budget act adopted by the Council of Migistfor the year x+2:
»no increase in salaries of public sector employgassumed,
» revaluation of pensions must not exceed the CR evthe budgetary year x+1,
» ban on granting new loans and credits from theeStatiget is introduced,

> the increase in expenditures of the Sejm (lowershoef Polish Parliament), the Senate (upper hofisg
Polish Parliament), Presidential Chamber of the Riépwdf Poland, Constitutional Tribunal, Supreme Chambf
Control (NIK), Supreme Court, Primary Administrati@ourt, common courts of law and provincial admiagon
courts, Spokesman of Citizen Rights, Spokesman ofdQRights, National Board of Radio and Television, Gahe
Inspector for the Security of Personal Data, Trstitute of National Remembrance — Commission forRfesecution of
Crimes against the Polish Nation, National Electdddiice, National Labour Inspection must not be hag than
expenditures in the government administration;

d) the Council of Ministers make a review of:
> State budget expenditures financed by foreign tsedi
> long- term programs;
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Current Public Finance Act

@

) the Council of Ministers presents a remedial progeasuring the fall in public debt to GDP ratio;

f)  The Council of the Ministers make a review of regjoles in force to propose possible legal solutiamch influence

state budget revenues, including VAT rates,

8

) increase of VAT rates for subsequent 3 yearstisdiced;

h

) State Fund for the Rehabilitation of Disabled Pesspereives earmarked subsidies from the state budge co-
financing of disabled workers salaries at the |®fe30% of planned funds for that year,

New liabilities can be incurred by government adstmtion if the investments are co-financed frol fands or non-
returnable financial aid provided by EFTA membeuminies at the maximum level, set in the rules mrcpdures for
particular type of investment, not lower than 50Pthe total costs, however these restrictions doapply to state road
rebuilding or repairs required for road traffic hedt removal, anti-flood infrastructure investmemdgectronic toll service
and compensations for properties taken over folipotiads investments;

3) the ratio in year x is equal to or greater than 60%

a) procedures provided in point 2, letters a, ¢, d,dnd h in case of the ratio greater than 55%)@mer than 60% are in
force;

b) budgets of local government units for the year ritdst at least be balanced;
c) aban on granting new sureties and guaranteestiic ffiimance sector entities is introduced,;

d) the Council of Ministers presents to the Parliamermemedial programme with the main objective toppre and
implement actions aimed at reducing the public defsDP ratio below 60%;

Procedures provided in point 1 and 2 are not aaipléecif the amount of debt determined by the cosiverof public debt to
the Polish currency using yearly average of NBP amgk rates for liabilities denominated in foreignrencies less the
funds that Minister of Finance had at disposahatend of the year do not exceed the threshol88%fand 55%.

Procedures provided in point 1 are not applicat2013.

1. Principles and limits on incurring liabilities by | ocal government units*

a) planned and executed current expenditures musexaeed planned and executed current revenues inglliduid
funds and budgetary surpluses from previous years;

b) executed current expenditures can be higher thacuéxd current revenues including liquid funds é&udgetary
surpluses from previous years only by amounts tinkéth the current tasks co-financed from EU furmdsnon-
returnable financial aid provided by EFTA member;

c) Local government units can incur loans and issuargees for:

» repayment of earlier incurred liabilities resultingm securities and loans,
» covering temporary budget deficit of local govermieithin the fiscal year,
» financing of planned budget deficits;

» preceding financing tasks co-financed from UE fynds

d) Loans incurred and securities issued for cover@mgporary budget deficit of local government havéeopaid off or
redeemed in the same year as they were incurrisdued;

e) Local government can only incur liabilities of whiservicing costs are borne at least once a yéddle:w
» discount of securities issued by local governmennot exceed 5% of their face value,
» capitalization of interest is inadmissible;

f)  For a local government unit, the ratio of:

» instalments of loans and interest payable in ibt=f year,

» redemption of securities and interest payable emth

» potential payments resulting from sureties and @jutaes granted, to planned revenues cannot exceed:

(In force till December 31, 2013.) (in force Since January 1, 2014.)
in given budgetary year 15%, in case of public debt in the budgetary year and any other year followimg
GDP ratio exceed 55%, it cannot exceed 12%; budgetary year the arithmetical average for lasteth

years calculated as current revenues includingegae
from privatisation minus current expenditures ttalto
revenues ratio;

g) The ratios of total debt at the end of a fiscalrytea
total revenues and total debt at the end of quéote
planned revenues cannot exceed 60%;

h) Limitations on debt of local government do no| 9) Limitationson debt repayments of local government dp
apply to: not apply to:

> issuing securities and incurring loans in connecti{ >  iSSuing securities and incurring loans in connectiith
with tasks financed or co-financed with the E tasks financed or co-financed with the EU strudtu
structural funds or the Cohesion Fund; funds or the Cohesion Fund; 1|a
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Current Public Finance Act

» issuing securities and incurring loans for repaymg
of assumed independent public health care ur

liabilities.

»  issuing securities and incurring loans for repaynadn
assumed independent public health care units iliaisil
(excluding interest);

» eurobonds (excluding interest payable on thessyied

priror to entry into force of current Public FinanAct,
i.e. January %, 2010.

* Przepisy dotyezce limitdbw zacigania zobowjzai przez JST znajdujsie takie w art. 169 i 170 ustawy z dnia 30 czerwca 200%tare
zostaly utrzymane w mocy do dnia 31 grudnia 2013wr.ustawie z dnia 27 sierpnia 2009 r. — Przepigyowadzajce ustaw o finansach
publicznych oraz ustawie z dnia 7 grudnia 2012 znanie niektérych ustaw w zaku z realizagj ustawy bugetowe;.

Table 3. Main differences in general government ddPolish (current act and new project on act) and

EU definition
Polish regulations EU regulations
public debt general government debt
1) scope of the public finance sector
» Public Finance Act defines limited catalogue oftsini > scope of general government sector is defined in
included in the public finance sector; ESA 95/ESA201®; no limited catalogue of units is
defined;
differences in the scope of sector depending oulagigns
a) funds formed within Bank Gospodarstwa Krajowego (B&Kgx. : the National Road Fund (KFD), the
Railway Fund (FK)
> are excluded from the public finance sector; | > are included in the general government settor
b) public corporations that do not cover at least 56f%s costs by its sales
> are excluded from the public finance sector; > are included in the general government sector;
2) liabilities which constitute public debt
> securities (excluding shares); > securities other than shares excluding financial
> loans (including securities whose disposal is katjt derivatives;
> deposits; > loans;
> matured payables (i.e. liabilities due but notledjt > cash and deposits;
differences in liabilities depending on regulations
> matured payables; -4
> unnamed (uncategorised?) contracts connected |
financing of services, goods or construction wottkat| ~  restructured or refinanced trade credits (includihgse
produce economic effects similar to loan; with original maturity of one year or less) areluaed in
loan category)
3) contingent liabilities
differences in treatment of contingent liabilitiasdebt-to-GDP ratio
» s notincluded; » EU limitations do not take directly into accm"nt
contingent liabilities generated by issued suretesl
guarantees;

» when specific criteria are met (in line with ESA’88es)
contingent liabilities should be treated as debuased by
the entity which issued surety or guarantee;

1) Polish Central Statistical Office (GUS) is respotesifor the scope of general government sector ifie with EU

2)

regulations).

Council Regulation No 2223/1995 on the European 8ysteNational and Regional Accounts in the Commuri8A 95
criteria apply first of all to functional activitseof any entity and manner of their financing. Basitivity of a unit (i.e.
redistribution of national income and wealth ormfigea non-market producer) is taken into accountither cases ‘the 50%
rule’ should apply (i.e. less than 50% of produttgmsts is covered by sales). ESA2010 (Regulatidf) (o 549/2013 of
the European Parliament and of the Council of 21 R@33 on the European system of national and regiaccounts in
the European Union. ESA 2010 retains the “50% riet changes the definition of production costsabging of "net
interest charges" as a measure of the "costs ofWwed capital”. What is more, there are additianallitative criteria.
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3)

4)

5)

According to Eurostat’s guidelines in relation tassification of infrastructure enterprises, agaot liabilities of special
purpose funds other investment expenditures indusseunits outside the sector which implement sanglestments could
be included, when certain criteria regarding gdrgmaernment debt are met (imputed loan).

Matured payables are expenditure on accrual basishais are included in net borrowing/net lendiafg@lated (balance of
general government) in accordance with EU methagolo

Pursuant to decision of Eurostat of 31 July 2012Tha statistical recording of some operations redate trade credits
incurred by government units
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Annex 3. Institutional framework for public debt ma nagement in the EU
member states

There is no unified institutional model of Stateedsury debt management in the EU member
states. Three basic types of organizational arraegés can be identified:

* the bank model - debt management in the centrd,ban

» the government model - debt management in a nynfasually the Ministry of Finance or
State Treasury),

« the agency model - debt management in a specialinstitution (agency) whose
fundamental (but sometimes not sole) task is detrtagement.

The bank modelis the most strongly criticized one, as a potéwctaflict of interest may occur
between monetary policy and public debt managenidwt.central bank in such a situation may:

» treat debt management in an instrumental mannercandentrate on goals of monetary
policy,

* be less inclined to increase interest rates inasdns of inflationary risk (as this would
increase costs related to debt) or it may everuémite the interest rates or increase the
market liquidity just prior to a TS auction in ord® achieve better prices and lower
financing costs.

In both cases the execution of the tasks imposedhencentral bank is not optimal.
Furthermore, even if the tasks of monetary poliegt debt management are assigned to separate
divisions and the so-called “Chinese Wall” is apglisuspicions can arise that some information
on interest rate levels unknown to the market mayged in debt management, thus reducing
confidence to the issuer and resulting in requgstin additional risk premium for TS by
investors.

An argument used by supporterstloé bank modelis their conviction belief that the central
bank is better prepared to operate on the finamtgaket than unit remaining within the structure
of a ministry.

The government modelis used successfully in conditions typical for egieg economies or
subject to political transformations where develepinof the domestic financial market is low,
though the model is used also in some developedoates. This is due to the large impact on
the powersignificant ability of the government idluence the creation of appropriate legal and
institutional infrastructure, necessary for theioght functioning of the financial market.
However, the disadvantages of this solution becmmreasingly visible in developed and stable
economies:

e the threat of favouring short-term budgetary goaleer long-term objectives of debt
management, which may lead to an increase in Ibathisk associated with debt structure as
well as the debt servicing costs in the long run,

» lack of sufficient flexibility and ability to reacjuickly to changing market conditions (which
is especially important if derivatives are used debt management) arising from the
significant bureaucracy of administrative entities,

« difficulties in recruiting and retaining appropeét highly qualified specialists due to
uncompetitive employment conditions for state adstiation employees as compared to
those offered by financial sector companies (bamkgstment funds, etc.).

The agency modeldominates in the EU member states. The term “agerscya certain
generalization (it does not mean a government ggasalefined by Polish law) as specialized
institutions involved in debt management in différeountries vary considerably within the
scope of their tasks and the level of their intal independence. As an agency can be also
consider organisationally and budgetary part oftin@stry. The common feature of all agencies
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though is their high level of autonomy in selectmgthods used to fulfil the entrusted tasks.
The advantages associated with entrusting debt geament to specialized institutions include:

« the ability to select optimal solutions as welltascarry out long-term debt management
objectives by limiting the risk of impact of shaerm fiscal policy goals on management
decisions,

e ensuring greater transparency in debt managemesratigns through the use of better
control and reporting mechanisms, thus increasingstor confidence and lowering costs of
financing of borrowing requirements,

» the need to prepare clear and unambiguous proceduabling prompt decision making on
market transactions (a necessary condition fociefit, active debt management),

« the ability to compete with commercial financiaktitutions (recruitment and retention of
highly qualified specialists).

The mandate of the agency is usually to carrygoidelines specified by the Minister of
Finance and its activities are audited in ordeensure the compliance with these guidelines.
Therefore, in the case of the agency model, préparaf the appropriate legislative and
organizational solutions is very important in orderensure good cooperation between the
Minister of Finance who specifies the objectived #re agency that carries them out.

At present in 14 out of 28 member states of thargedd EU the agency model is applied (in
10 out of 17 member states in the Eurozone).

Table 4. Institutions responsible for debt managarirethe EU member states

Country Model Institution name

Austria Osterreichische Bundesfinanzierungsagentur
Belgium Agence de la Dette (Agentschap van de $Sghul
Finland Valtiokonttori
France Agence France Trésor
Netherlands agency Agentschap van het ministerie van [€iéan
Ireland National Treasury Management Agency
Greece Opyavicopoc Awoyeipiong Anpociov Xpéovg
Germany Finanzagentur GmbH

Eurozone | Portugal Instituto de Gestéo do Crédito Publico
Slovakia Agentura pre riadenie dlhu a likvidity
Cyprus Yrovpyeio Owovopkdv
Estonia Rahandusministeerium
Malta Treasury Department
Spain government Ministerio de Ekonomia y Hacienda
Luxemburg Ministére des Finances
Slovenia Ministrstvo za finance
Italy Ministero del’lEcomomia e delle Finanze
Latvia Valsts Kase
Sweden agency Riksgéaldskontoret
Hungary Allamad6ssag KezeKozpont Zrt.
United Kingdom Debt Management Office

Other EU Denmark bank Dansk Nationalbanken

countries Bulgaria MuHHUCTEPCTBO HA PUHAHCUTE
Czech Republic Ministerstvo financi
Croatia government | Ministarstvo Financija
Lithuania Finang Ministeria
Poland Ministerstwo Finansow
Romania Ministerul Economieki Finanelor
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Annex 4. General government deficit and debt, yield
the EU member states and TS issuance structure in s

s on 10-year bonds in
elected countries

Table 5.General government deficit, debt and yield40-year bonds in the EU countries in 2011-2012

2011 [ 2012
GG balance GG debt 10Y interest rdte GG balande GG debjt 10Y interest ratg
% PKB % PKB % % PKB % PKB %

Greece -9.b 170|3 15.](5 -10.0 156.9 22.50
Italy -3.8 120.8 5.4P -3j0 1270 549
Portugal -4.4 1083 10.44 -4.4 128.7 10.55
Ireland -13.4 106 4 9.40 -7.6 117.4 617
Belgium -3.7 97.8 4.2B -3]9 99.8 3J00
Eurozone -4.4 87.% 4.4 -3]7 9d.6 41
France 5.8 858 3.42 -4.8 9(0.2 2{54
United Kingdor| -7.8 85.5 2.8| 6.8 88|8 1.y4
Cyprus -6. 711 5.19 -613 84.8 7]00
EU 28 -4.4 82.% 431 40 892 374
Spain -9.4 69.B 5.44 -10L6 84.2 5/85
Germany -0.8 80l 2.41 d.2 81.9 1150
Hungary 4. 81.p 7.64 -119 79.2 7|89
Austria 2.4 72.% 3.3p 2|5 73.2 2137
Malta -2.4 70.3 4.49 -3J3 7116 4513
Netherlands 3 65|5 2.H9 4.1 71.3 1.93
Poland -5.( 56.9 5.96 -3]9 55.6 5J00
Slovenia -6.4 46.p 4.97 -4.0 54.1 581
Finland -0.8 49.p 3.1 -1]9 54.6 1/89
Slovakia -5.1 438 4.45 -4 3 54.1 4|55
Czech Republift 313 408 371 4.4 4b.9 2.78
Denmark -1.8 4614 2.13 -4.0 43.5 1}40
Latvia -3.4 41.9 5.91 -1]2 40]7 457
Lithuania 5.4 38.b 5.16 -3]2 44.6 4|83
Sweden 0p 3814 2.41 -1.5 38.0 159
Romania -5.6 34.1 7.2B 2P 37|8 6.58
Luxembourg -0.p 181 2.92 -0.8 20.8 1182
Bulgaria -2.( 16.8 5.3b -018 14.5 4/50
Estonic 1.2 6.2 : -0.2 10.1 :

1y Data on general government balance and debt arsistent with Eurostat.
310-year interest rate — average of average monttilyyear T-bond vyields from last twelve months, ayerin December,

Eurostat.

Chart 1. Cumulative growth of general governmetttde GDP ratio in years 2008-2012*
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*) Difference between general government debt to @@i® at the end of the years 2012 and 2007.
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Chart 2. T-bonds issuance in Poland and selectedtcies in terms of maturity in 2013 r.*
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*) auctions and syndicates from January 1, to Seper 19, 2013.
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Annex 5. Government debt rating of EU Member States

Table 6. Long-term government debt rating in fonedgrrency of EU Member States as of Septembe2®3

Standard&Poor’s Fitch Moody's
Austria AA+ AAA Aaa
Belgium AA AA Aa3
Bulgaria BBB BBB- Baa2
Croatia BB+ BBB- Bal
Cyprus CCCrvvy B- v¥¥¥¥ Caa3yyyyvy
Czech Republic AA- A+ Al
Denmark AAA AAA Aaa
Estonia AA- A+ Al
Finland AAA AAA Aaa
France AA+ AAA Aal ¢
Germany AAA AAA Aaa
Greece B- 44 B- 4 C
Hungary BB ¢ BB+ Bal
Ireland BBB+ BBB+ Bal
Italy BBB+ A- Baa2
Latvia BBB+ A4 BBB+ 44 Baa3
Lithuania BBB BBB+ 4 Baal
Luxembourg AAA AAA Aaa
Malta BBB+ ¥ A vy A3
Netherlands AAA AAA Aaa
Poland A- A- A2
Portugal BB BB+ Ba3
Romania BB+ BBB- Baa3
Slovakia A A+ A2
Slovenia A- v A- Bal w¥
Spain BBB- wv BBB Baa3
Sweeden AAA AAA Aaa
UK AAA AAA Aal v

Source Reuters.

} + - downgrade or upgrade of rating in comparison toyioe's Strategy.

Chart 3. 5-years CDS for Poland and other EU Menthtes*
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Chart 4. Selected 10Y euro-denominated bond spmyeards German bunds*

1500 PP

1400 -
1300 A
1200 A
1100 A
1000 -
900 7
800
700
600
500
400
300
200 7
100

i A
/ d" Ry,

0
June-08

December-08  June-09  December-09 June-10 December-10 June-11  December-11  June-12  December-12  June-13

— Poland —— Slovakia Hungary Spain —— Greece —— Italy —— Portugal

* Since September 2011 10Y Greek bonds spread dsvierman bunds is quoted well above 1500 bp.

62



Annex 6. Public debt In Poland — statistical annex

Table 7. Public debt in Poland in period 2001 2013

Iltem 2001 2002 2003 2004 2005 2006 2007{ 200b ZOQQ 0102 2011 2012 VI 2013
1. State Tresury debt
a) PLN bn 283.9 327.9 378.9 402.9 440.2 478.5 501.5 569.9 631.5 701.9 771.1 793.9 844.3
domestic * 185.0 219.3 251.2 291.7 315.5 352.3 380.4 420.2 462.7 507.0 524.7 543.0 585.6
foreign * 98.9 108.6 127.8 111.2 124.7 126.2 121.1 149.7 168.8 194.8 246.4 250.9 258.6
b) GDP % 36.4% 40.6% 44.9% 43.6% 44.8% 45.1% 42.6% 44.7% 47.0% 49.5% 50.5% 49.8% -
2. Public debt
a) PLN bn 302.1 352.4 408.3 431.4 466.6 506.3 527.4 597.8 669.9 747.9 815.3 840.5 888.1
b) GDP % 38.8% 43.6% 48.4% 46.7% 47.5% 47.8% 44.8% 46.9% 49.8% 52.8% 53.4% 52.7% -
3. General government debt (EU methodology)
a) PLN bn 292.8 340.9 396.7 422.4 463.0 506.0 529.3 600.8 684.4 777.4 859.2 886.9 937.5
b) GDP % 37.6% 42.2% 47.1% 45.7% 47.1% 47.7% 45.0% 47.1% 50.9% 54.9% 56.2% 55.6% -
*) place of issue criterion
Table 8. GDP and exchange rates in period 2001 20113
Item | 2001 | 2002 | 2003 | 2004| 2005 2008 2007 2008 2009 0102 | 2011 | 2012 | VI2013
1. Gross Domestic Product
PLN bn | 7796] 8086 8432 9245| 9833 1060.2] 11767 12755 13445 14166 1528.1] 15953 -
2. Exchange rate (end of period)
a) EUR 3.5219 4.0202 4.7170 4.0790 3.8598 3.8312 3.5820 4.1724 4.1082 3.9603 4.4168 4.0882 4.3292
b) USD } 3.9863 3.8388 3.7405 2.9904 3.2613 2.9105 2.4350 2.9618 2.8503 2.9641 3.4174 3.0996} 3.3175
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Table 9. Public finance sector debt before conswiah *

1. | Central government sector debt 772,638.9 89.7%| 23,064.1 3.0% | 795,702.9 89.4% 50,410.8 6.3% 846,113.7 89.3%
1.1.| State Treasury 771,127.5 89.5%| 22,726.2 2.9%| 793,853.7 89.2% 50,402.2 6.3% 844,255.9 89.1%)
1.2.| Earmarked State Funds 0.0 0.0% 0.0 - 0.0 0.0% 0.0 - 0.0 0.0%
1.3.| State institutions of higher education 351.2 0.0% 168.0 47.8% 519.1 0.1% -24.8 -4.8% 494.4 0.1%
1.4. | Independent public heath care units 1,122.2 0.1% 171.3 15.3% 1,293.5 0.1% 22.0 1.7% 1,315.6 0.1%
1.5. | State institutions of culture 234 0.0% -6.6 -28.3% 16.8 0.0% -7.4 -44.1% 9.4 0.0%
1.6. | Polish Academy of Science (PAN) and units estabtidhy it 9.4 0.0% -14 -15.1% 8.0 0.0% -2.5 -31.2% 55 0.0%
Other central government legal entities establishreter

1.7,| Separate acts for public tasks execution. wittettaeption of 5.1 0.0% 67|  129.5% 11.8 0.0% 212|  179.3% 33.0 0.0%
enterprises. banks and companies organized undenerxial
law
2. | Local government sector debt 70,448.2 8.2% 2,363.8 3.4% 72,812.1 8.2% -1,633.7, -2.2% 71,178.4 7.5%
2.1.| Local government units and their associations 620 7.7% 2,100.1 3.2% 68,206.1] 7.7% -1,670.2 -2.4% 66,535.9 7.0%
2.2.| Local earmarked funds 4,119.1 0.5% 273.8 6.6% 4,392.9 0.5% 63.2 1.4% 4,456.1 0.5%
2.3.| Independent public heath care units 109.7 0.0% -10.2 -9.3% 99.5 0.0% -16.1 -16.2% 83.4 0.0%
Other local government legal entities establishedin

2.4, | Separate acts for public tasks execution. wittettueption of 113.4 0.0% 0.2 0.2% 1136 0.0% -10.6|  -9.3% 103.0 0.0%
enterprises. banks and companies organized undenercial
law

3. | Social security sector debt 18,156.6 2.1% 2,980.0 16.4% 21,136.6 2.4% 9,469.6 44.8% 30,606.3 3.2%
3.1.| Social Insurance Institution (ZUS) 0.0 0.0% 0.0 -100.0% 0.0 0.0% 0.0 - 0.0 0.0%
3.2. | Funds managed by Social Insurance Institution a5 2.1% 2,980.0 16.4% 21,136.6 2.4% 9,469.6 44.8% 30,606.3 3.2%
3.3. | Agricultural Social Insurance Fund (KRUS) 0.0 0.0% 0.0 - 0.0 0.0% 0.0 - 0.0 0.0%
3.4.| National Heath Fund 0.0 0.0% 0.0 - 0.0 0.0% 0.0 - 0.0 0.0%

*) data as of September 10, 2013
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Table 10. Public finance sector debt after conslimh *

1. | Central government sector debt 748,805.9 91.8%( 22,013.6 2.9% 770,819.5 91.7% 49,758.9 6.5% 820,578.4 92.4%
1.1.| State Treasury 747,504.3 91.7%| 21,624.5 2.9%| 769,128.8 91.5% 49,756.4 6.5% 818,885.1 92.2%
1.2.| Earmarked State Funds 0.0 0.0% 0.0 - 0.0 0.0% 0.0 - 0.0 0.0%
1.3.| State institutions of higher education 33R.4 0.0% 154.0 46.3% 486.4 0.1% -31.7 -6.5% 454.7 0.1%
1.4.| Independent public heath care units 951.1 0.1% 237.6 25.0% 1,188.6 0.1% 15.0 1.3% 1,203.7| 0.1%
1.5.| State institutions of culture 7.8 0.0% -4.7 -60.0% 3.1 0.0% 0.7 22.0% 3.8 0.0%
1.6. | Polish Academy of Science (PAN) and units estabtidhy it 6.0 0.0% -1.3 -21.0% 4.7 0.0% -2.4 -50.3% 2.3 0.0%
Other central government legal entities establisheter

1.7.| Separate acts for public tasks execution. wittetaeption of 4.3 0.0% 3.6 82.3% 7.9 0.0% 209| 265.0% 28.8 0.0%
enterprises. banks and companies organized undenerxial
law
2. | Local government sector debt 64,260.6 7.9% 3,137.7 4.9% 67,398.3 8.0% -1,198.1 -1.8% 66,200.2 7.5%
2.1. | Local government units and their associations @48 7.5% 2,830.8 4.6% 64,020.2 7.6% -1,272.0 -2.0% 62,748.2, 7.1%
2.2.| Local earmarked funds 2,999.8 0.4% 314.2 10.5% 3,314.1 0.4% 80.3 2.4% 3,394.3 0.4%
2.3.| Independent public heath care units §3.2 0.0% -5.1 -8.1% 58.1 0.0% -5.6 -9.7% 52.5 0.0%
Other local government legal entities establishedin

2.4, | Separate acts for public tasks execution. witfettueption of 8.2 0.0% 2.3 27.7% 5.9 0.0% 0.8 -13.5% 5.1 0.0%
enterprises. banks and companies organized undenerxial
law

3. | Social security sector debt 2,279.1 0.3% -20.0 -0.9% 2,259.1 0.3% -930.4 -41.2% 1,328.7| 0.1%
3.1.| Social Insurance Institution (ZUS) 0.0 0.0% 0.0 -100.0% 0.0 0.0% 0.0 - 0.0 0.0%
3.2.| Funds managed by Social Insurance Institution 21279 0.3% -20.0 -0.9% 2,259.1 0.3% -930.4 -41.2% 1,328.7| 0.1%
3.3. | Agricultural Social Insurance Fund (KRUS) 0.0 0.0% 0.0 - 0.0 0.0% 0.0 - 0.0 0.0%
3.4.| National Heath Fund 0.0 0.0% 0.0 - 0.0 0.0% 0.0 - 0.0 0.0%

*) data as of September 10, 2013
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Table 11. State Treasury debt by instrument acoorth the place of issue criterion (PLN million)

State Treasury Debt
|. Domestic debt

1. Treasury Securities issued in domestic market

1.1. Marketable securities
fixed rate
Treasury bills
OK bonds
PS bonds
DS bonds
WS bonds
fixed rate - inflation-linked
IZ bonds
floating rate
TZ bonds
WZ bonds
PP bonds
1.2. Savings bonds
fixed rate
DOS bonds
floating rate
TOZ bonds
COl bonds
EDO bonds
2. Other domestic debt
deposits of public finance sector entities
matured payables
other
1. Foreign debt
1. Treasury securities issued in international
1.1. Marketable securities
fixed rate
EUR
uUsD
CHF
JPY
floating rate
uUsD
CHF
2. Loans
fixed rate
EUR
usD
JPY
floating rate
EUR
usD
3. Other foreign debt

XI12011

422,927.1

XI12012

771,127.5
524,689.6 542,969.9
4,28b.2| 533,477.5
507,225.2 526,109.5
404,025.7
12,013.8 6,110.4
108,785.5 55,489.4
135,561.9 151,290.3
133,150.7 154,636.1

793,853.7|

33,415.2 36,499.5
20,673.9 23,100.0
20,673.9 23,100.0
63,624.3 98,983.8
590.2 494.6
62,284.1 97,739.2
750.0 750.0
7,060.0 7,367.9
2,312.9 1,784.0
2,312.9 1,784.0
4,747.1 5,584.0

- 80.5
1,798.4 1,831.9
2,948.8 3,671.5
10,404.3 9,4924
10,3915 9,438.1

9/3 50.8

3.5 3.6
246,438.0 250,883.8
195,271.1 199,955.1
195,271.1199,955.1
194,991.6 198,431.5
114,236.1 123,367.6
43,947.4 44,014.3
18,893.2 16,680.0
17,914.9 14,369.6
279.6 1,523.6
279.6 253.6
1,270.1

51,166.8 50,928.6
23,799.5 21,496.0
23,340.8 21,251.6
8.6 3.9
450.1 240.5
27,367.3 29,432.6
27,233.9 29,428.2
133.4 4.4

0.0 0.1

V12013

844,255.9
585,624.3
574,302.0
566,987.8
433,171.9
3,083.5
58,205.0
169,571.2
164,032.1
38,280.0
23,308.6
23,308.6
110,507.3
4444
109,312.9
750.0
7,314.2
1521.1
15211
5,793.1
1235
1,865.6
3,804.0
11,322.3
11,310.0
7.3

51
258,631.6
203,586.9
203,586.9
202,000.1
124,235.1
47,108.5
17,275.9
13,380.6
1,586.8
271.4
1,315.4
55,044.7
20,937.5
20,771.8
2.1

163.7
34,107.2
34,107.2

0.0

structure
V12013 %

100.0
69.4
68.0
67.2
51.3

0.4
6.9
20.1
19.4
4.5
2.8
2.8
131
0.1
12.9
0.1
0.9
0.2
0.2
0.7
0.0
0.2
0.5
13
13
0.0
0.0
30.6
241
24.1
23.9
14.7
5.6
2.0
1.6
0.2
0.0
0.2
6.5
2.5
2.5
0.0
0.0
4.0
4.0
0.0
0.0

change

X112012 - XI1 2011

PLN mn %
22,726.2 2.9
18,280.4 3.5
19,192.3 3.7
18,884.3 3.7

-18,901.4 -4.5
-5,903.5 -49.1

-53,296.1 -49.0
15,728.5 11.6
21,485.4 16.1

3,084.3 9.2
2,426.2 11.7
2,426.2 11.7
35,359.5 55.6
-95.6 -16.2
35,455.1 56.9
0.0 0.0
307.9 4.4
-528.9 -22.9
-528.9 -22.9
836.8 17.6
80.5 -
33.5 1.9
722.8 24.5
-911.9 -8.8
-953.5 -9.2
41.5 4453
0.1 3.2
4,445.8 1.8
4,684.0 2.4
4,684.0 2.4
3,439.9 1.8
9,131.5 8.0
67.0 0.2
-2,213.2 -11.7
-3,5645.3 -19.8
1,244.1 445.0
-26.0 -9.3
1,270.1 -
-238.2 -0.5
-2,303.5 -9.7
-2,089.2 -9.0
-4.7 -54.6
-209.6 -46.6
2,065.3 7.5
2,194.3 8.1
-129.0 -96.7
0.1 2353.2

change

V12013 - XIl 2012

PLN mn
50,402.2
42,654.4
40,824.5
40,878.3
29,146.3
-3,026.9
2,715.7
18,280.9
9,396.0
1,780.5
208.6
208.6
11,5235
-50.3
11,573.7
0.0
-53.7
-262.9
-262.9
209.1
43.0
33.7
132.5
1,829.9
1,871.9
-43.5
15
7,747.9
3,631.8
3,631.8
3,568.6
867.5
3,094.2
595.9
-989.0
63.2
17.8
45.4
4,116.1
-558.5
-479.8
-1.8
-76.8
4,674.6
4,679.0
-4.4

-0.1

%
6.3
7.9
7.7
7.8
7.2

-49.5
4.9

12.1
6.1
4.9
0.9
0.9

11.6

-10.2

11.8
0.0

-0.7

-14.7

-14.7
3.7

53.4
1.8
3.6

19.3

19.8

-85.7

41.4
3.1
18
1.8
1.8
0.7
7.0
3.6

-6.9
4.1
7.0
3.6
8.1

-2.6

-2.3

-46.5

-31.9

15.9

15.9

-100.0
-96.5
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Table 12. State Treasury debt by holder (PLN nmi)lio

State Treasury debt
|. State Treasury debt towards residents
Domestic banking sector
1. TS issued in domestic market
1.1.Marketable TS
Treasury bills
OK bonds
PS bonds
DS bonds
WS bonds
1Z bonds
TZ bonds
WZ bonds
PP bonds
1.2. Savings bonds
DOS bonds
TOZ bonds
COl bonds
EDO bonds
2. Other ST debt
deposits of public finance sector entities
matured payables
other
3. TS issued in foreign markets
Domestic non-banking sector
1. TS issued in domestic market
1.1.Marketable TS
Treasury bills
OK bonds
PS bonds
DS bonds
WS bonds
1Z bonds
TZ bonds
WZ bonds
PP bonds
1.2. Savings bonds
DOS bonds
TOZ bonds
COl bonds
EDO bonds
2. Other ST debt
deposits of public finance sector entities
matured payables
other
. TS issued in foreign markets
. State Treasury debt towards non-residents
. TS issued in domestic market
.1.Marketable TS
Treasury bills
OK bonds
PS bonds
DS bonds
WS bonds
1Z bonds
TZ bonds
WZ bonds
PP bonds
1.2. Savings bonds
DOS bonds
TOZ bonds
COl bonds
EDO bonds
TS issued in foreign markets
. Foreign loans
European Investment Bank
The World Bank
Council of Europe Development Bank
Paris Club
other loans
4. Other ST debt

PRk =lw

w N

X112011 | XI12012 | V12013

771,127.5793,853.7 844,255.9
382,135,1361,478.4 393,635.9
120,229.4 98,564.1 124,257.1
110,347.91,526.3| 115,984.7
110,347.791,526.3| 115,984.7
7,044.4/ 3,769.8 2,088.6
22,700.5 7,115.5 13,673.3
25,900.2 24,411.6/ 35,4315
24,108.3 19,844.9 20,209.2
1,054.0f 1,389.7] 2,616.2
637.0 581.2 753.0

0.6 0.5 0.5
28,887.7 34,398.3 41,197.4
15.0 15.0 15.0
0.0 0.0 0.0
0.0 0.0 0.0
0.0 0.0 0.0
0.0 0.0 0.0
0.0 0.0 0.0
0.0 0.0 0.0
0.0 0.0 0.0

0.0 0.0 0.0
0.0 0.0 0.0

9,881.77,037.8 8,272.4
261,905.7262,914.4 269,378.8
249,71@281,472.4 256,431.6
242,669,244,122.0 249,132.6
3,235.2| 1,750.9 891.5
42,100.7| 15,930.9 12,423.9
63,747.9 70,630.9 79,423.8
66,035.5 71,812.2| 66,556.0
18,087.1 16,278.6/ 19,561.6
14,995.4 12,960.5 11,955.7
587.5 492.2 443.5
33,145.4/ 53,530.8 57,1415
735.0 735.0 735.0
7,041.1 7,350.4| 7,299.0
2,308.9] 1,782.4, 1,519.7
0.0 80.3 123.3
1,787.3 1,820.8) 1,856.9
2,944.8/ 3,666.9 3,799.1
10,4043 9,492.4) 11,322.3
10,391.99,438.1| 11,310.0
9.3 50.8 7.3

35 3.6 51
1,790.71,949.5| 1,624.9
388,992.4 432,375.3 450,620.1,
154,226190,478.7) 201,885.7
154,207,990,461.2 201,870.5
1,734.3 589.7 103.4
43,984.3 32,4429 32,107.8
45,913.7| 56,247.8 54,715.9
43,006.9) 62,979.1 77,266.9
14,274.1 18,831.2 16,102.2
5,041.5| 9,558.4 10,599.9

2.2 1.9 0.4
251.0, 9,810.1] 10,974.0
0.0 0.0 0.0
19.0 17.5 15.2
3.9 15 14
0.0 0.2 0.2
111 111 8.7
4.0 4.7 4.9

183,598100,967.9 193,689.7
51,166.8 50,928.6/ 55,044.7
30,295.29,130.2/ 32,205.3
19,628.0 20,855.6) 21,996.2
793.4 702.4 679.4
271.7 136.4 86.1
178.4 104.1 77.5
0.0 0.1 0.0

structure
V12013
%

100.0
46.6
14.7
13.7
13.7

0.2
1.6
4.2
24
0.3
0.1

change
XI12012 - Xl

2011
PLN mn %
22,726.2 2.9

-20,656.7 -5.4
-21,665.3 -18.0
-18,821.3) -17.1
-18,821.3) -17.1
-3,274.6| -46.5
-15,585.00 -68.7
-1,488.6 -5.7
-4,263.4| -17.7

335.7 31.8
-55.8 -8.8

-0.1 -12.6
5,510.6 19.1

0.0 0.0

0.0 -

0.0 -

0.0 -

0.0 -

0.0 -

0.0 -

0.0 -

0.0 -

0.0 -
-2,844.0f -28.8
1,008.6 0.4
1,761.8 0.7
1,452.4 0.6
-1,484.3 -45.9

-26,169.7] -62.2
6,883.0 10.8
5,776.7 8.7
-1,808.5 -10.0
-2,034.9| -13.6

-95.3 -16.2

20,385.4 61.5

0.0 0.0
309.4 4.4
-526.5 -22.8

80.3| -

33.5 1.9
722.1 24.5
-911.9 -8.8
-953.5 -9.2
41.5| 4453

0.1 3.2
158.7 8.9

43,382.8 11.2
36,251.8 23.5
36,253.2 23.5
-1,144.6 -66.0

-11,541.4) -26.2
10,334.1 22.5
19,972.2 46.4
4,557.1 31.9
4,516.9 89.6

-0.3 -12.6
9,559.2| 3808.6

0.0 -

-1.4 -7.6

-2.4| -61.2

0.2 -

0.1 0.5

0.7 18.0
7,369.2 4.0

-238.2 -0.5

-1,165.2 -3.8
1,227.6 6.3

-91.0 -11.5
-135.3| -49.8
-74.3| -41.7

0.1| 2353.2

change

V12013 - XIl 2012

PLN mn
50,402.2
32,157.4
25,693.0
24,458.4
24,458.4
-1,681.2
6,557.8
11,020.0
364.3
1,226.6
171.8

-262.7
43.0
36.1

132.3
1,829.9
1,871.9

-43.5

15
-324.6
18,244.8
11,407.0
11,409.3
-486.3
-335.2
-1,531.9
14,287.8
-2,729.0
1,041.5

%
6.3
8.9

26.1

26.7

26.7

-44.6

92.2

45.1
18

88.3

29.6
0.0

19.8
0.0
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Table 14. Local government units and their debteteenues ratio in 2011 — 2012

Number of indebted units

Debt-to-revenues ratio*

Total no. 50%<i<60
Group of units of units Total i<10% | 10%<i<30% [ 30%<i<50% % i>60%
Municipalities 2414 2305 322 917 825 210 31
Cities with county rights 65 64 2 18 30 14 0
28'11 Counties 314 311 48 159 91 12
Voivodeships 16 16 3 3 8 2
Total 2809 2696 375 1097 954 238 32
Municipalities 2414 2300 297 923 858 196 26
Cities with county rights 65 64 2 14 35 13
2)8”12 Counties 314 310 48 155 86 18
Voivodeships 16 16 1 4 6 4
Total 2809 2690 348 1096 985 231 30

* Debt-to-revenues ratio (excluding debt incurredid) cofinanced programmes) which constitutesithi specified in
Public Finance Act.

Chart 5. Debt-to-revenues ratio for voivodeshipspitals in 2012
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