l‘ THE PUBLIC FINANCE SECTOR
rinensow DEBT MANAGEMENT
STRATEGY

In the years 2015-2018

Ministry of Finance
12 Swigtokrzyska St.
00-916 Warsaw

tel.: +48 22 694 50 00
fax: +48 22 694 50 08 Warsaw, September 2014 r.

www.mf.gov.pl

1



£

Finansow

12 Swigtokrzyska St.
00-916 Warsaw

tel.: +48 22 694 50 00
fax: +48 22 694 50 08

www.mf.gov.pl

I INTRODUCTION ...ttt et 4
I CHANGES IN THE VOLUME AND STRUCTURE OF PUBLIC DEBT ..6

[I.1. IMPACT OF CHANGES IN THE PENSION SYSTEM ON PUBLIC FINANCE ......ccceisuveeeennnne 6
[1.2. VOLUME OF PUBLIC DEBT AND DEBT SERVICING COSTS.....cuvtiiiiirrieeniiriieeesnnneeee s 7
[1.3. STRUCTURE OF THESTATE TREASURY DEBT.....uuttiiiiitiiieaiaiiieeaeaaiieeeesaineeesssseeeesanes 9
[1.4. VOLUME AND STRUCTURE OF OTHER PUBLIC FINANCE SECTOR DEBT..........cuveeennne 11

11.4.1. Debt of local government UNitS......cccccceeeeeiiiiiiiiiiiieeeeeeee 2.1

[1.4.2. Debt of independent public health care sinit............ccccccceeeviiinnnnen. 14

11.4.3. Debt of the Social Security Fund and otbetities ...............ccccvvvennee 15

[1.5. Guarantees and sureties granted by publiarfite sector entities.......... 15

Il. EVALUATION OF IMPLEMENTATION OF THE STRATEGY
OBJIECTIVE. .. et 17

V. ASSUMPTIONS OF THE STRATEGY ...otiiiiiiiiiiiiiiiiemeeeeeeeeeeeeeeneneennnennnnes 21

IV.1. MACROECONOMIC ASSUMPTIONS OF THETRATEGY ...uiiiiiieeieiieeeeeeieeeeeaineeeeenanns 21
IV.2. IMPACT OF CHANGES IN THE PENSION SYSTEM ON THESMARKET ....cocvvvvieeiiiins 21
IV.3. THE DOMESTICT S MARKET ...iitttieeeetteeeeettee e e et e e e et e e e eeemeaeeeeaaaaeeeeaaaeeeeeataeeeenans 23

IV.3.1. DOMESLIC INVESLOr DASE........vvviieemmeeeeeeeeee e 23

IV.3.2. Role of foreign iNVESIOrS..........uuiiiieiiiieiiiie e 24

IV.4. International SItUALION ...............tummmmeeeeeeeieeeiiiiie e e e e et e e eeeeeeeees 26

V. OBJECTIVE OF THE STRATEGY ...ooiiiiiiiiiiiiiiiiineeeee e 28
VI. TASKS OF THE STRATEGY ..ottt 31

VI.1. ENSURING LIQUIDITY OF THE TS MARKET ....cottuiiiiiiieieieiiieeeeet e e eet e e e venne e e eanannas 31
VI1.2. ENSURING EFFICIENCY OF THET SMARKET .....ccetiivtiteeeeeeeeeeeriiieeeeeesseeesrssnnneaseeeeess 31
V1.3. ENSURING TRANSPARENCY OF THE SMARKET ....ccvuieiiiieeeeirieeeeereeeeeeieeeevnnanns 32
VI.4. TO CONTINUE BROADENING OF THE PUBLIC FINANCE SECTOR LIQUIDYT

MANAGEMENT CONSOLIDATION ...uuteieitieeeettieeeeetieeesetieesestaneeeeenssanaeesssaneesessaeesssaaeereran 32

VII.  IMPACT ON THE PUBLIC FINANCE SECTOR DEBT .......... cecvvvveeeenen. 34

VII.1. CHANGES IN LEGAL REGULATIONS.......cvtuieiitieeeeitieeeeeeteeeeeeieeeeeemntaeeeestaeesernnnns 34

VIl.2. ASSUMPTIONS OF THE STRATEGY OF GRANTING SURETIES ANUGRANTEES......... 35

VI1.3. DEBT OF PUBLIC FINANCE SECTOR ENTITIES OTHER THAN TH&ETATE TREASURY... 36
VI1.3.1. Debt of local government Units .......ccccoooiiiiiiiiiiieeieeeeeeeen 37
VI1.3.2. Debt of Other entitieS ........ooiiiieeeemee e 37

VIIl.  EXPECTED EFFECTS OF IMPLEMENTING THE STRATEGY ........... 38

VIII.1. DEBT VOLUME AND ITS SERVICING COSTS. euuttutruteeteneeeeeeeesasesasenseensermaeessaeenns 38
VIII.2. STRUCTURE OF THESTATE TREASURY DEBT .. ituiteuiiteenieeeeeaeeeeseesesenssenseenaeeenns 40
VIII.3. THREATS TO THESTRATEGY IMPLEMENTATION .euivniiiieeiiieeiieeineeieeeneeesenneennenn 42



ANNEX 1. ABBREVIATIONS AND GLOSSARY .....ottiiiiiimiiiiiiiee e 43
ANNEX 2. LEGAL REGULATIONS APPLIED TO PUBLIC DEBT I N POLAND AND THE EU47

ANNEX 3. INSTITUTIONAL FRAMEWORK FOR PUBLIC DEBT MA  NAGEMENT IN THE
EU MEMBER STATES . ... oot 51

ANNEX 4. GENERAL GOVERNMENT DEFICIT AND DEBT, YIELD S ON 10-YEAR BONDS
IN THE EU MEMBER STATES AND TS ISSUANCE STRUCTURE IN SELECTED

COUNTRIES . ..ot e e et e e e e r e e e e e e s e e e e e s e 53
ANNEX 5. GOVERNMENT DEBT RATING OF EU MEMBER STATES ..., 55
ANNEX 6. PUBLIC DEBT IN POLAND — STATISTICAL ANNEX ...t 75



. INTRODUCTION

Pursuant to Article 75 of the Public Finance AcR@fAugust 2009, the Minister of Finance
is obliged to develop annually a 4-year strategymamaging the State Treasury (ST) debt and
influencing the public finance sector debt. Thisulent is presented by the Minister of
Finance to the Council of Ministers for approvaidahen it is submitted by the Council of

Ministers to the Sejm, together with the justifioatto the draft Budget Act.
Public debt management is conducted at two levels:

* in a broader sense, debt management is a paredifsttal policy and covers decisions on
what portion of State expenditures is to be findntteough debt, accordingly, what the
level of public debt should be (this aspect is used in documents updated on an annual
basis, dedicated to the government economic pragegnespecially in the justification to
the draft Budget Act and the Convergence Progratdpuate);

e in a narrower sense, debt management means deitegntine way of financing the State
budget borrowing requirements and designing thet déficture by selecting markets,
instruments and dates of issuance.

The Strategy including forecasts of public debt contained hrerbas been developed on
the basis of the assumptions of the draft Budgdtféic2015. The forecasts of tlggeneral
governmensector (EU definition) have been prepared in ataoce with the ESA2010 rules,

taking into account current knowledge on the saufgbegeneral governmersgector.
Table 1. Public debt and debt servicing costs -Stnategy’s key forecasts

Item . 2014 2015* 2016 2018
(execution)

1. Public debt
a) PLN bn 807.5 850.0 880.1 943.1
b) in relation to GDP) 47.7% 48.0% 46.9% 44.5%
2. The amount specified in article 38a point 3 ofe Public Finance Act**
a) PLN bn 788.1 840.2 873.2 929.2
b) in relation to GDP) 46.5% 47.4% 46.5% 43.9%
3. General government debt
a) PLN bn 848.5 899.3 940.5 1028.6
b) in relation to GDP| 50.1% 50.8% 50.1% 48.5%
4. Debt servicing costs (cash basis)
a) PLN bn 36.2 32.3 31.7 - 33.1 .63335.0
b) in relation to GD 2.14% 1.82% 1.69% 6%7| 1.63%-1.709%q 1.58% - 1.65

*Forecast for the year 2015 is based on the assiamphat the execution of the budget deficit irs year will be equal to the

limit form the Budget Act. It is expected that lowetual execution will lead to the lower increasgublic debt.

**The amount of public debt recalculated using ylearly average of foreign currency exchange rabesgHe year concerned
and reduced by the value of State budget liquid$umnised to finance the borrowing requirementstifer following budget

year.

**Forecasts of the debt servicing costs for therge2016-2018 account for the exchange rate risk/isions

In 2014, the decrease in the public debt is expedieth in nominal terms and in relation to
GDP, which results from the changes implementedhm pension system, including the
cancellation of Treasury bonds with the nominalueahmounting to PLN 130.2 billion. In

accordance with the adopted assumptions, the pdéhtto-GDP ratio at the end of 2014 shall

fall to 47.7% from 53.9% at the end of 2013.

In 2015, the stabilisation of the debt-to-GDP ragi@xpected, at a level similar to 2014, or
slightly higher, whereas in the subsequent yedssr#tio will decrease to reach the level of
44.5% in 2018. Both in 2014 and in the timeframehaf Strategy, the amount determined by
recalculating public debt using the average yeliy rates and reducing it by the value of the
liquid funds of the Ministry of Finance (MoF), shamount between GDP 43% and GDP
48%, i.e. the thresholds specified in the stalmifzexpenditure rule. No threat is expected that



the sanctions set out in the Public Finance Acesareeding the 55% threshold will come into
force.

The general governmerdebt-to-GDP ratio in the time frame of tB&ategywill reach the
level of 48.5%. According to th&trategy,this ratio is not expected to exceed the 60%
threshold set out in the Maastricht Treaty.

In the Strategya decrease in ST debt servicing costs-to-GDP mat@014 to 2.1% from
2.6% is forecasted, resulting to a great exteninftthe cancellation of Treasury securities
acquired by the Minister of Finance from the So8aturity Institution (ZUS) as well as from
the decline of the interest rates in the domestidt fareign markets. The decrease in the debt
servicing costs was also affected by the increasede of floating rate debt. In 2015, the
decrease in ST debt servicing costs-to-GDP ratiah® level of 1.8% is expected. In
subsequent years, the continuation of the downtvardl is assumed, to 1.6-1.7% in 2018.

This Strategyis a continuation of the strategy developed lasary The objective of
minimisation of the long-term debt servicing costsbject to the adopted risk constraints
remained unchanged. The tasks aimed at implementafitheStrategyobjective, associated
with the development of the financial market in lifjative terms have been maintained,
whereas their names have been changed into: egdigumndity, efficiency and transparency of
the Treasury securities (TS) market. The task edlab the broadening of the scope of the
public finance sector liquidity management consailmh has been also maintained.

The following has been assumed for the accomplisiiro€ the Strategy'sobjective for
2015-2018:

» the flexible approach towards shaping the finanghgicture in terms of selecting the
market, currency and instruments shall be maintgite the extent that cost minimisation
is achieved, subject to the assumed risk leveltdtioins and avoiding distortions of
monetary policy;

* the domestic market shall remain the main sourd@ahcing the State budget borrowing
requirements;

* the share of foreign currency debt in the ST dabtb& decreasing, ultimately to less than
30%, at a rate depending on market conditions;

« building large and liquid fixed rate issues, batithe domestic, as well as the Euro and US
dollar markets, shall be a priority of the issuapoécy;

* the average maturity of domestic debt shall beemeed to about 4.5 years, if the demand
and the level of yields in particular segmentsha yield curve makes it possible, and the
average maturity of the State Treasury debt sleafhhintained at no less than five years.

The Strategycomprises six annexes supplementing the main wettt,a glossary of terms
included.



.  CHANGES IN THE VOLUME AND STRUCTURE OF PUBLIC D EBT

Subsequent subchapters present recent changes woltime of public debt, the structure
and servicing costs of the ST debt, as well avtiheme of contingent liabilities resulting from
guarantees and sureties. A separate issue significafecting public finance, including both
the volume and the structure of public debt, refiershe changes in the pension system
introduced in 2014.

[I.1. Impact of changes in the pension system on pu  Dblic finance

Based on the review of pension system performacmeducted in 2013, the government
decided to introduce changes in the pension sysi&e.changes have been introducedHsy
Act of 6 December 2013 on the amendment of ceatamof law, that are setting principles of
pension benefits' payments from contributions gathein Open Pension Funds (OFE),
covering, among others:

» transfer of assets and cancellation of Treasury sedties — 51.5% of accounting units
recorded on the settlement account of each opesigrerfund (OFE) member was
cancelled, and the corresponding assets: Treasouyiges (TS), bonds guaranteed by the
State Treasury and cash, have been transferretd %o Efter being acquired by the State
Treasury from ZUS, the TS were cancelled;

e records on sub-accounts in ZUSf the values of the assets transferred, howernerase
the clean price of assets transferred as at SepteBnl2013 was higher than the clean price
of such assets as at January 31, 2014, the funtte@ubaccount of the insured in ZUS are
recorded according to the higher of these priceseased by the accrued interest;

* introduction of so-called "safety zipper"— assets of the insured in OFE, with 10 years or
less left to their retirement, shall be subjedramsfer to ZUS on a pro rata basis;

» choice as regards contribution transferred to OFE -the insured have a possibility to
choose periodically whether a part of their futcoatribution should be transferred to OFE,
or to the subaccount in ZUS. The level of the pteamiwhich can be transferred to OFE,
was set at 2.92%;

* ban on investing by OFE in TS and bonds guaranteeloly the ST.

Pursuant to the Act of February 3, 2014, OFE temstl assets with the market value
amounting to PLN 153.2 billion to ZUS, including:

e TS with the market value of PLN 134.1bn (PLN 13@.2bnominal value),

TS of the National Road Fund with the market vatiePLN 16.9bn (PLN 15.6bn in
nominal value),

e other securities guaranteed by ST with the marlatiesr of PLN 0.3bn (PLN 0.3bn in
nominal value),

* cash with the value of PLN 1.9bn.

The TS were acquired by the State Treasury and tascelled. Other assets were
transferred to the Demographic Reserve Fund.

The cancellation of TS and consolidation (withire theneral government sector) of the
National Road Fund (KFD) bonds acquired by ZUSylted in a one-off reduction of the State
Treasury debt by ca. GDP 7.7%, and the generalrgoent debt by ca. GDP 8.6% of the
GDP. Debt servicing costs in 2014 decreased by RBNNn as a result of the TS cancellation.
The State budget borrowing requirements will alsordase in the following years due to the
improvement of Social Security Fund (FUS) balanod &e reduction of the public debt
servicing costs, related to the cancellation of Wfreasury bonds and lower borrowing
requirements. The improvement of the FUS balandé mainly arise from reducing the
contribution transferred to OFE (in connection witie lower rate and introduction of
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voluntary transfer of contribution to OBFE a gradual transfer of assets of the insuredOat 1
years before retirement and due to the revenues &ssets other than T-bonds, transferred by
OFE to ZUS. Lower borrowing requirements will brialgout the reduction of the level of debt
in the consecutive years.

In connection with the debt reduction as a restithe pension system reform, the public
debt-to-GDP ratio thresholds set in the new stahij expenditure rule were decreased
respectively (from the original 50% and 55% to 4886l 48%, cf. Chapter VII.1).

I1.2. Volume of public debt and debt servicing cost s

Changes in the volume of public debt in 2003-204silted mainly from changes in the ST
debt. Change in the nominal debt was primarily arnicame of financing borrowing
requirements and changes in exchange rate of Poii¢l, and since 2011, also the public
finance sector liquidity management consolidatidhthe end of 2013, the debt-to-GDP ratio
(national definition) amounted to 53.9%, and theegal government debt-to-GDP ratio (EU
definition) reached 57.1%. In the first half of 20& significant decrease was recorded
(according to both the national and the EU debnifj mainly as a result of the cancellation of
the TS transferred by OFE to ZUS.

Chart 1. Public debt level in years 2003-2614
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Chart 2. The influence of FX rate movements onebt id years 2003-2014
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The debt-to-GDP ratio according to the EU defimtiavhich amounted to 57.1% at the end
of 2013, is higher than in case of public debt difeerence results primarily from the debt of
the National Road Fund (KFD), which is includedgeneral government sector according to
the EU definition) and, simultaneously, signifidgiower as compared to the level of this ratio
for the whole EU (87.1%) and for the Euro zone 7927.

Yn accordance with the information provided by ZtdSAP on August 18, 2014, 2.56 million individudkscided to transfer
their contribution to OPF.
2 Detailed information regarding the level of puliliebt is presented in Annex 6.

% The differences between the Polish and the Elhitiefn are presented in Annex 2, whereas the coisganf the deficit
and debt of the EU Member States is included inekmh



Chart 3. Differences in the level of debt accordingnhational methodology (public debt) and EU
methodology (general government debt)
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in 2004. Other differences concerning the scopgh@tector are negligible

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

Chart 4. Factors influencing changes in debt-to-Giako
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* Other factors include: other borrowing requiremengincluding: the balance of granted loans, and fimancing),
changes not resulting from borrowing requirementsagges of debt resulting from: changes of budgebawt balance,
TS discount, TS capitalization and indexation, boifiget drawings, conversion of FUS debt to OFE i$ées) and
changes in other ST debt (among others: maturedlgag and funds deposited with Minister of Financden the public
finance sector liquidity management).

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

derivatives - in use since the end of 2006,

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-kmaaitions aimed primarily at reducing
refinancing risk, but allowing also for the redistition of debt servicing costs over time.



Chart 5. State Treasury debt servicing costs imy2803-2013
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Foreign debt servicing costs were much lower thase¢ of domestic debt, due to the lower
share of foreign debt in ST debt, and the diffeeemc 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@s2lted from higher discount expenses from
redeemed securities, which was the effect of thectsire of debt issued in previous years. On
the other hand, the decrease of yields in the y2@2-2013 and the increased share of floating
rate debt, had an impact on stabilisation of debtising costs and the decline in average debt
servicing costs in relation to the debt volume 012

Chart 6. Market interest rates and average sengansts of foreign and domestic debt
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[1.3. Structure of the State Treasury debt

Changes in the ST debt structure resulted fromemphtation of thé&trategyobjective,
i.e. long-term cost minimisation subject to risknstyaints. The flexible issuance policy and
operations on debt kept the risk connected withShedebt structure on a safe level. The ST
debt structure in 2014 was affected by the pensgstem reform and the associated
cancellation of the TS transferred by OFE to ZUS.

Refinancing risk
The domestic debt refinancing risk has been graguoadluced since 2004, and it has been
relatively stabilised since 2007. The risk reduttizas a result of:

» the growing importance of medium and long-term lsoma financing the borrowing
requirements, and at the same time, the decreedmof T-bills;

» large scale of switching auctions;

» prefinancing of the following year State borrowireguirements in the 4th quarter of the
preceding year,

¢ maintaining the liquidity reserve of the State beidg



Chart 7. Residual maturity of ST debt in years 20034
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Chart 8. ATM of ST debt in years 2003-2014
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At the end of 2013 the average maturity of the dstiroedebt reached the level of 4.49
years. The decrease in the average maturity ofdtdmestic debt in the first half of 2014
resulted from the cancellation of a part of the dstit TS as a consequence of the pension
system reform. The refinancing risk of foreign desbsignificantly lower as compared with that
of domestic debt. The sudden reduction of this imsRO05 resulted from the early redemption
of a part of the Paris Club debt which was refimahby issuing bonds with a significantly
longer maturity. In recent years, the average ttmanaturity of the overall ST debt has
remained at a stable level above five years.

Foreign exchangerisk

The increase of the role of foreign currency déftes 2008 has been, on the one hand, the
result of volatility of the Polish zloty exchangate and, and a flexible approach to
implementing the objective of minimising the del#ngcing costs arising from foreign
exchange risk constraingn the other hand. Temporary increase in foreigiarfting was
allowed, if justified by striving towards domesti@arket stabilisation, diversification of sources
of capital and taking advantage of the possiboityssuing bonds with a yield lower than that
prevailing in the domestic market and incurring loMerest loans in international financial
institutions (IF1). The share of debt denominatedoreign currency in the ST debt in the years
2011-2013 slightly exceeded 30%. As a result ofctecellation of the part of TS (affecting
the decrease in the domestic debt volume, with aimgéd level of the foreign debt) due to the
pension system reform, the increase in foreignetuny debt in the total debt occurred — at the
end of June 2014 this share amounted to 34.8%.
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Chart 9. Currency structure of ST debt in year832Q2014
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I nterest raterisk

Interest rate risk for the domestic and foreign tdetas subject to similar trends as
the refinancing risk. In the recent years the iasesin the share of floating rate debt, both
domestic (from 12.0% at the end of 2009 to 22.3%nid-2014), and foreign (from 9.6% to
16.7%, respectively), contributed to the declm&i debt servicing costs.

Chart 10. ATR and duration of ST debt in yeai332R014
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I1.4. Volume and structure of other public finance sector debt

At the end of 2013, the unconsolidated debt ofsuather than ST amounted to 11.3% of
public debt (the ratio for consolidated debt wa¥®, compared to 10.8% for unconsolidated
debt (8.5% for consolidated debt) at the end of22@4fter the first half of 2014 these ratios
reached the level of 12.6% and 8.7%, respectively.

Chart 11. Debt of public finance sector units ottrean ST by sectors.
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The local government sector debt, in particulat tfdocal government units (LGU), had
the highest share in this part of the debt. Theas@ecurity sector unconsolidated debt had
been steadily decreasing until 2008, only to ineee® 4.0% since 2009. The growing since
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2009 difference between the social security seetmonsolidated and consolidated debt is a
consequence of the fact that FUS deficits werenfied with loans from the State budget.

Chart 12. Share of debt of public finance sectatsuother than ST in public finance sector debt asd
a GDP ratio.
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Chart 13. Unconsolidated debt of public financetseanits other than State Treasury
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The following part of the subchapter focuses on dhalysis of unconsolidated debt of
public finance sector entities other than ST.

11.4.1. Debt of local government units

The debt of local government units (LGUs) and tressociations has been gradually
increasing, reaching PLN 69.5bn at the end of 2@b&pared to PLN 68.2bn at the end of
2012. After the first half of 2014, the debt deelinto PLN 67.6bn. In 2009, significant
increase of the annual debt dynamics was recomgiedvth by 40.3% for unconsolidated debt
and 45.7% for consolidated debt). In the subseqyeats, the growth rate was gradually
reduced, and in 2013 it amounted to 1.9% for bottonsolidated and consolidated debt.
Chart 14. Debt of local government units and thagsociations: quarterly changes and yearly
dynamics
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In 2013, LGUs and their associations recorded a géuddeficit of PLN
0.3bn. This result is significantly better thanttba2012, i.e. - PLN 3.0bn. Debt of LGUs and
their associations in 2013 increased by PLN 1,3bn.

LGUs incurred liabilities primarily in the last quer of the year, which is associated with
highly seasonal nature of their results, althougB009-2011, a significant increase in debt was
also recorded in the second and third quarter efygar. In the first half of 2014 a decline in
the debt of LGUs by a total of PLN 1.8 billion weecorded (with a budget surplus of PLN
9.6bn). A similar situation occurred in 2013. Irethrst half of 2013, the debt decreased by
PLN 1.2bn (with a budgetary surplus in the amoudrn®PIloN 8.1bn), to increase in the second
half of the year by PLN 2.5bn.

The ratio of the total debt of LGUs to their reveaun 2013 was well below the statutory
limit of 60% (applicable until 31 December 2013@astood at 37.5%, which means a decrease
of 0.6 percentage point compared to 2012. In 2848highest average debt ratio was recorded
in cities with county rights (48.1%) and the lowestio was recorded in counties (25.5%).

Chart 15. Debt volume and debt-to-revenues ratib@f)s and their associations.
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The liabilities of cities with county rights made uhe largest part of total liabilities
incurred by all LGUs, i.e. 45.3% in 2013 and 44.8%the first half of 2014. The share of
liabilities of municipalities in 2003-2014 remainatia relatively stable level of ca. 36-40% (at
the end of 2013, the share reached 37.0% and rethainthe same level at the end of June
2014), whereas the share of voivodeships and aauafier several years of growth stabilised
at a level of ca. 8-10% (at the end of the secaradtgr of 2014, it amounted to 9.7% and 8.5%,
respectively).

Chart 16. The debt structure of LGUs and their agstons according to the levels of local
government.
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In 2013, the total amount of debt, excluding lidi@s incurred on EU co-financed
programmes and projects exceeded 60% of revenubs Bi7 LGUs (compared to 30 in 2012).
The vast majority of units exceeding the ratio vahie the limit specified in the Public Finance
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Act, are the municipalities. In 2013, only four oties, one city with county rights and one
voivodeship exceeded the permissible value ofdkie.r
The structure of local government liabilities wasrdnated by domestic debt, although the
share of foreign debt has been increasing steadéyghing 20% at the end of June 2014. Loans
prevailed in the structure of liabilities of LGUsdtheir associations.
Chart 17. Structure of debt of LGUs and their asstians.
By place of issue By instrument
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[1.4.2. Debt of independent public health care units

At the end of 2013, the debt of independent pubdialth care units (SPZ0OZ) amounted to
PLN 5.2bn and to PLN 5.3bn at the end of June 26ddpared to PLN 5.7bn in 2012. Since
2007, loans have been the dominant component ofi¢fe. Matured payables which have
arisen as a result of untimely settlement of liilb8 continue to be a significant component of
debt. Changes in the debt structure in 2005-208@texd from a reduction of the growth rate of
matured payables while pursuing remedial procedairése same time.

Chart 18. Debt volume and structure of indepengeiblic health care units.
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Chart 19. Debt of independent public health cargsuowed to public finance sector and other units.
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In 2006-2013, the debt of independent public headite units (SPZ0OZ) owed to the public
finance sector decreased; at the end of 2013 itiatad to ca. PLN 0.9bn, and remained at that
level at the end of June 2014. The level of debtalbfSPZOZ was influenced by the
commercialisation of independent public health aamés conducted pursuant to tiAet on
therapeutic activity In accordance with the provisions of the Act, @ity founding the
SPZOZ is obliged to cover its deficit within threenths since the expiry of the deadline for
approval of the financial statement. Otherwise,fthunding entity shall be bound to change the
organisational and legal form of the SPZOZ or tdqgren its liquidation. In addition, entities
which decided to perform the restructuring of htapiinto companies until December 31,
2013 had the opportunity to take advantage of diatioa of the public-law liabilities assumed
from the restructured SPZOZ.

11.4.3. Debt of the Social Security Fund and other entities

Among other entities, the debt of the Social Segunstitution (ZUS) and funds managed
by it constituted the biggest share in 2002-201de @ebt of ZUS and its funds consisted
almost exclusively of liabilities incurred by the&al Security Fund (FUS). In 2003-2008, the
debt of the FUS was gradually decreasing as atresukepayment of loans at commercial
banks and conversion of matured payables to T-bdnd)09 and subsequent years, there was
a significant increase of the FUS debt, up to PINBBn at the end of 2013 and PLN 34.2bn at
the end of June 2014. The increase in the FUSwabta result of a considerable imbalance of
the fund resulting from slow increase of revenuas  the reduction of the disability pension
premium in 2007- 2008, the economic slowdown araldignificant increase in expenditures
related to disability pension and retirement baaefs of 2009, the loan from the State budget
was used as an instrument for financing FUS defigitmid-2014, it accounted for 99.5% of
the total debt of the fund, while the debt in comerad banks has been repaid in full.

The debt of other entities constituted an insigaifit share of public debt (0.1% of
the unconsolidated public finance sector debt, bothe end of 2013 and in mid-2014).

Chart 20. Debt of Social Security Fund other puihance sector entities.
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II.5. Guarantees and sureties granted by public finance sector entities

Contingent (undue) liabilities arising from guarsg and sureties owed by public sector
entities at the end of the first half of 2014 antednto PLN 108.7bn, compared to PLN
108.9bn, i.e. 6.7% of the GDP in 2013 and PLN 1ri,1e. 6.3% of GDP in 2012.

Liabilities due to guarantees and sureties grabtethe ST had a dominant share in the
potential liabilities. At the end of the first hadf 2014 they amounted to PLN 104.8bn, as
compared to PLN 104.8bn, i.e. 6.4% of the GDP iai3@nd PLN 97.5bn, i.e. 6.1% of the
GDP in 2012.

The hitherto ST operations related to suretiesguatantees do not pose significant risks to
public finance. At the end of 2013, about 85% aftoggent ST liabilities belonged to the low-
risk group. The increase in contingent liabilitiessulted mainly from a large volume of
guarantees granted to support the development ad rofrastructure. At the same time,
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forecasted payments due to guarantees and suastiesnted to ca. PLN 6.1bn in nominal
terms, reaching 0.37% in relation to the GDP atetheé of 2013, as compared to PLN 5.4bnd
0.34% of GDP at the end of 2012. At the end of 2@48 long-term risk factor for the entire
portfolio of guarantees and sureties stood attless 6%.

The biggest amounts of ST contingent liabilitieshat end of June 2014 resulted from:

guarantees granted for Bank Gospodarstwa Krajogd),

including support for the National Road Fund (KFD)

guarantees  of
Transport Company S.A.

payments

from the KFD for

guarantees granted for for PKP Polskie Linie Kohg®s.A.

oda

guarantees of payments granted for Autostrada \Wpellska II

S.A.

guarantees of payments granted for Autostrada \GMiellska S.A.
guarantees granted for Polskie Kolej@faowe S.A.

PLN 74.3bn
PLN 72.3bn
PLN 8.5bn

PLN 7.3bn

PLN 7.0bn

PLN 3.3bn
PLN 1.4bn

Chart 21. Contingent liabilities under guarantiesdasureties granted by the ST and the public fiean

sector.
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. EVALUATION OF IMPLEMENTATION OF THE STRATEGY
OBJECTIVE

In 2013 and the first half of 2014, debt managemed conducted in accordance withe
Public Finance Sector Debt Management Strategyhan ytears 2013-2016dopted by the
Council of Ministers in September 2012 atiee Public Finance Sector Debt Management
Strategy in the years 2014-20a&dopted in September 2013. Table 2 presents theatien of
the progress in implementing tisérategyobjective, including the risk constraints in 204r&d

the first half of 2014.
Table 2. Evaluation of implementing the Strategygective in 2013 and the first half of 2014.

|. Strategy objective — minimisation of debt servimg costs

Level of
implement-
tation*

Implementation method

High

1. Selection of instruments

The domestic market was the basic source of fimgndborrowing requirements. In 2013,
face value of TS issuance amounted to PLN 131l@iiin the domestic market (including PLN 17.4
with floating interest rate), while funds with tii@ce value amounting to PLN 21.7bn were raise
foreign markets (including PLN 11.6bn from IFlsinalst only with floating interest rate); in the fifglf of

2014, this amount reached, respectively PLN 73(Bimtuding PLN 21.9bn with floatingnterest rate), an

PLN 18.1bn (including PLN 2.5bn from IFIsMain factors taken into account when deciding alibe

financing structure in 2013 and first half of 20&dluded:
external factors, in particular:

o0 the gradual stabilisation and improvement of thenemic situation in the developed countrfEsSA,
Japan, EU Member States) and the slowdown inrttesging economies;

o the monetary policy carried out by the main certeaiks:
in the USA: the policy of low interest rates conducted by Feel and the announcemeniadintaining
their low level following the termination of the Qfprogramme as well as initial concerns of inves
followed by the beginning in December 2013 of tharitative easing taperirty the Fed, resulting
capital outflows from risky assets, including trevgrnmentonds in the emerging markets in the
half of 2013. Further gradual tapering of QE3 Bil2 was anticipated by investoanid did no
significantly affect the market;
in the Euro zone reduction of interest rates by the ECB by 50 $aiints in 2013 and by 18asis
points in both June and September 2014 (includiegdeposit rate, td-20%), announcement of {
package of measures stimulating the economy (ie 2014) as well as the announcemerinibfation
of purchase programmes for ABSs and covered batasing from October 2014;
in Japan: stimulating the economy and increasing the irdlathrough the asset purchases;

o0 the budgetary crisis in the USA and concerns reélédethe possible announcement of the tech
insolvency of the country, concluded with the pstamnal agreement between the Republicanstlae
Democrats (October 2013)the effect of this situation was the consideraldiawity in the bond an
PLN markets;

0 escalation of the geopolitical conflict in Ukrai(@nce Febrary 2014), engagement of Russia in
conflict and the response of the Western coungimeposing the economic sanctions) resulting in
aversion and the temporary weakening of the dombstids and the Polish zloty;

o volatility of the EUR/USD exchange rate (within tteange of 1.28-1.39).

* local factors, in particular:

o continuation of the monetary policy easing by thentary Policy Council (RPP) - frobecembe
2012 to July 2013 RPP cut interest rates by 1.7éepeage points to thedtorically low level of 2.59
for the reference rate) and the announcement afi¢lke monetary policy easing cycleantumn 201
significant weakening of the economic growth ratd¢’>oland in the first half of 2013 and the grag
improvement of the economic trends in the subsdquenods, under a very low inflatigeressure (i
July 2014 the decline in prices in YoY terms ocedrin Poland — by 0.2%);

0 amendment to the Budget Act for 2013;

0 introducing changes in the pension system, regul@mong others, in the cancellation akdsury

bonds with the face value of PLN 130.2 billion (€hapter II.1 and Chapter 1V.2);
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0 the positive perception of Poland both by foreigwesstors and by rating agencies, as a regionat
haven" (maintaining the long-term rating by the anajgencies at unchanged level and upgrattia
rating from A- to A by Japan Rating Agency in MagBil3 with a stable perspective);

o the continuing interest of foreign investors in & market (inflow of foreign capital in the amouwrf
PLN 2.7bn in 2013 and PLN 6.7bn in the first hdl2614);

o significant fluctuations in the exchange rate ofigbozloty: in 2013, th&eUR/PLN exchange rate w
fluctuating in the range of 4.07-4.34, and USD/PLB0-3.38, and in the first half of 2014 in thaege)
of 4.09-4.25 and 3.0-3.15, respectively;

0 continued decrease in yields of domestic Treasunydb in the first half of 2013 (all-timws),
reversal of this trend in the 2nd half of the ydallowed by recovery of the downward trend si
mid-March 2014 (following the temporayeld increase in the first quarter of 2014, maiaya resu
of the geopolitical risk) and reaching another rddows in September 2014;

o favourable budgetary situation in 2014 and the ffast of financing the borrowing requirements;

» distribution over time of the State borrowing requients, including those connected wite

redemption of large series of bonds in Januaryil Aprly and October;

» flexible approach to the choice of instruments #ming of issuance in order to adjubie size an
structure of the offer to current and expected mtacknditions;

* maintaining a safe level of state budget liquidéy, reflected in pre-financing of aignificant part o
gross borrowing requirements et next year (respectively, 29% of the requiremeh®013, and 28¢
of the requirements planned for 2014) at the ernttie@preceding years.

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

e regular issuance in the Euro market (in 2013, thal tvalue of debt incurreih the Euro market w4
EUR 2.0bn, while in the first half of 2014, it anmtad to EUR 2.3bn) and for the US dollar markite|
issue of bonds with the face value of USD 2.0bdainuary 2014);

* maintaining the Polish presence in other major etarkin 2013, bonds issued on thepanese ye
market amounted to JPY 60.0bn;

e drawing credits from IFIs (in 2013 and in the firgtlf of 2014, the total of EUR 4.4bincluding EUR
2.2bn from the EIB and EUR 2.0bn from the World Ban

2. Efficiency of the TS market

The main measures aimed at cost minimisation ircud

» the policy providing liquid benchmark bond issueghe domestic market. In mB14, 11 issues
bonds exceeded the equivalent of EUR 5bn (17 infitke half of 2013).At the end of June 201
benchmark issues accounted for 64.5% of the falce i fixed rate medium-term and lobgrm bond
outstanding (as compared to 84% at the end of 2048). The decreasa the share of benchmg
issues resulted from the cancellation of bonds essalt of the pension system reform. The avefac
liquidity ratio” having decreased to 111.2% in 2009, increased204% in 2013, reaching94.8% in
the first half of 2014;

» issuance of liquid bonds series (regular issuels faite value ensuring the liquidity of a given issimg
the Euro and US dollar markets (in mid-2014, 3esedf bonds in Euro had the value of at I&ddR
3bn, including one exceeding EUR 5bn, and 2 bond$S dollars had the value of at least USD 3bn);

e adjusting the level and structure of the TS supply the current market situation g
influencing this situation through information oy

* introduction in February 2014, following the entnyo force of the ban on OFBvestment in the TS,
the mechanism supporting the clearing under th®ucistances of temporary and limitadailability
constraints of bonds of a given series ingbeondary market, through the possibility of codirlg the
Sell-Buy-Back transactions with Bank Gospodarstwajéivego (BGK) by authorised entities (Primary
Dealers — PDs and PD candidates) under speciasterm

* extending the single price auction form@ibe switching auctions, introducing a possibility submit
non-competitive bids and the cash purchase optilbovwfing the switching auction;

» one-off issues of KOS saving bonds in November 2aB3month bonds, sald.R 874.3 million) ang
in February 2014 (7-month bonds, sale PLN 282.2ianjl in order to raise funds for financing
periods of increased state borrowing requirements.

O

n

4 Liquidity ratio —the quotient of the monthly valoétransactions involving bonds to the debt maertia-:
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[I. Constraints of the objective

Level of Value
Constraint implementation* Implementation method Measure 2012| 2013 ;g:z
« Total discharge of debt in Treasury bills asy 1
of August 2013; (in years)
 High sale of medium and long-term bonds'in
2013 and in the first half of 2014 - domestic 447 | 449 | 4.24
(respectively, 63% and 80% of all TS sold aforeign 763 | 7.19| 7.29
% outright and switching - total 549 | 533 | 5.33
= auctions) under favourable market Share in
2 conditions; _ _
Iz Satisfactory | « High importance of switching auctions (in| 90Mestic TS:
s the period from January 2013 to June 2014
@ 25% of the initial bonds outstanding was
o bought back at switching auctions); -TSuptol |14.2% 8.1%|11.1%
» Temporary decrease in the average matu@;é(ar
of domestic debt arising from the portfoliq” + .. 0 0 0
of the TS cancelled in February 2014, un je-rr bills 1.1%) 0.0%] 0.0%
the stabilisation of the average ST debt
maturity.
» Share of foreign debt remained slightly Share of
- above the level of 30% assumed in the foreian debt
; Strategy which resulted from cancellation| . 9 31.6%)|30.3%) 34.8%
> of bonds transferred from OFE (resulting jH!
< the decrease of domestic debt); ST debt
g Satisfactory * Share of Euro denominated debt in the Share of Eurd
g foreign debt remained at a level slightly denominated
% above the minimum level assumed in the ) o . o
2 Strategy(70%); deb'F in 69.4%) 70.9%) 70.8%
L « Continuation of long-term non-marketableforeign
financing from IFIs. debt
¢ ATR of domestic debt remained in the rangdR (in
of 2.8-4.0 years set in ti&trategy years)
* Duration of the domestic debt remained at-ajomestic 3.29| 328 | 3.24
stable level, within the range adopted in “—eforeign 6.40 | 569 | 5.80
% Strategy,.e. 2.7-3.0 years;  total 430 | 4.03 | 4.16
= * Risk of foreign debt remained at a safe Ievi%. .
£ and was not a threat to the costs uration
= High minimisation objective; (in years)
g * The stabilisation of risk parameters resulted
g from the high sale of medium and long-tefm _
= bonds and the increased exposure to |- domestic | 3.01 | 3.00 | 2.91
instruments with floating interest rate, whiecHoreign 537 | 477 | 4.86
enabled faster adjustment of debt servicingtotal 3.81| 3.59 | 3.62

costs to the lowering interest rates in the

financial market.
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lll. Constraints of the objective - cont.

Constraint

Level of
implementation?

Implementation method

Liquidity risk

High

The main instruments used in liquidity risk managamncluded:

« switching auctiongin 2013, bonds of the face value of PLN 23.8bneneough
back, while in the first half of 2014, the valuacbed PLN 10.7bn);

* interest-bearing PLN-denominated deposits at theP NBdeposits of the toti
value of PLN 99.2bn were made in 2013, ilewhthose made in the fir
half of 2014 amounted to PLN 43.5bn;

* PLN-denominated deposits where BGK acted as anrmewiary. In 2013
transactions of the total value of PLN 1,146.1brmenveoncluded, whereas thos
concluded in the first half of 2014 amounted to PA1%.2bn;

* FX swap transactions enabling temporary utilizatdrcurrencies held, in ordéo
raise funds denominated in PLNn 2013, transactions amounting to
equivalent of EUR 0.8bn were performed,;

« market FX swap transactions, CIRS type, enahlisgge of held currency resour
for the service of liabilities denominated in therency with of a lower interest ra
In the first half of 2014, transactions with théueaof USD 0.7bn were concluded,

* interest-bearing foreign currency deposits — inQke deposits amounting EJR
172.3bn were made and in the first half of 2014neanting to EUR 85.6bn;

« sale of a part of foreign currency resources framEU funds and those associg
with the debt servicing directly in thiereign exchange market (in 2013, fore
currencies equivalent of EUR 13.1bn were sold 0b4the sale continued);

 deposits of liquid funds of public financgector entities in the accounts of
Ministry of Finance in BGK as part of thepublic finance
sector liquidity management consolidatié.the end of June 2014, the accumulg
funds amounted to PLN 29.7bn.

The level of State liquid assets in 2013 and in firet half of 2014 provideddr
smooth execution of budgetary flows.

Credit risk

High

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

 For unsecured deposits a system of credit limits dace;

« Credit risk connected with derivatives is limited &election of coumtrparties witl
high credit rating;

* A collateral system related to transactions on vagiies in the form (¢
blocking TS in the National Depository Securitig6DPW) is in force. Secure
transactions do not generate credit risk;

» The credit risk generatedby unsecured transactions is diversified thrc
limits imposed on the total value of transactionsaden with individua
partners. Creditworthiness of potential partnersmsnitored on an ogeing
basis;

Operational
risks

High

« Debt management conducted in one department iMihistry of Finance;

e Technical infrastructure adequate to the requirésneof conducting marki
transactions;

 Security of information related to debt management;

* Integrated database of the ST debt.

servicing costs
over time

Distribution of
debt

High

* The level of servicing costs in 2013 was affectey $&wap transactior
concluded in 2012 (increase in costs by PLN 0.4i#bbiin 2012 and reduction ¢
costs by PLN 0.50 billion in 2013) within the maeagent of the Budget Act lii
and the distribution of costs between years;

» Coupons of new issues were set close to theirgjield

 Switching auctions of Honds on domestic market and EUR and USD denonadi
bond buy-back auctions contributed to smooth dhgtion of costs.

*) In accordance with the following scale: high tiséactory, moderate and low.
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IV. ASSUMPTIONS OF THE STRATEGY

The following subchapters present the main macmaoic assumptions of th®trategy
and the market conditions that affect debt managémkhe issues discussed included the
impact of the changes in the pension system onddmestic TS market, the role of both
domestic and foreign investors and the developnoénthe situation in the international
markets, including markets in which ST borrowingueements are financed.

IV.1. Macroeconomic assumptions of the Strategy

The assessment of the macroeconomic situation @edtidns of the fiscal policy is
presented in the justification to the draft Budgstt for 2015. Table 3 presents the
macroeconomic assumptions of Bieategy.

Table 3. Macroeconomic assumptions of the strategy

Item 2013 2014 2015 2016 2017 2014
Real GDP growth (%) 1.6 3B 34 3|7 3.9 .0
GDP at current prices (PLN bn) 16397 169B.6 127 1876.3] 1 988.¢ 21190
Average CPI (%) 0.9 0.1 1.2 2.3 2.] 2.b
USD/PLN - eofdperiod 3.01 3.01 2.8Y 2.68 2.60 2169
EUR/PLN - eoidperiod 4.15 4.04 3.90 3.6b 3.%4 3b2

IV.2. Impact of changes in the pension system onth e TS market

The changes in the pension system affected theehslstructure of domestic TS. In a one-
off operation, as a result of transfer of a part OFE assets to ZUS, the share
of the non-banking sector in the domestic ST delbtehsed from 46.9% at the end of January
2014 to 31.1% at the end of February 2014, andllaee of domestic banking sector and non-
residents increased to 27.7% (from 20.9%) and 41(8@m 32.2%), respectively. The
cancellation of the part of the domestic debt tasylfrom the acquisition of TS by the
Minister of Finance has also influenced the inceeas the share of foreign currency
denominated debt — from 31.8% at the end of Jan2@iy, to 36.1% at the end of February
2014. Ultimately, lower borrowing requirements atm# resulting lower need for foreign
financing shall lead to gradual increase of doraastiestors’ share in the TS market and to the
decrease of the foreign debt share in total debt.

The cancellation of the TS acquired by the MinisteFinance, resulting from the pension
system changes, caused the decrease of the avemasg® maturity (ATM) of the domestic
debt from 4.6 years at the end of January 2014.3oydars as at the redemption day. The
reduction of ATM resulted from the cancellationtioé domestic TS, rather than from the issue
of short-term debt, accordingly, the refinancingkrihas not increased. In the long
term, reduced borrowing requirements will limit thepply of TS, including those with shorter
maturities. This should lead to a gradual incraasATM of the domestic debt to the level
assumed in th8trategy

Changes in the pension system were neutral fonteeest rate risk. The cancellation of the
TS acquired by the Minister of Finance did not etffthe change in the ATR which, as of
February 3, 2014, was at a level similar to thairgo the cancellation, amounting to 3.4 years.

The pension reform had no adverse effects on tiferpgance of the TS market. Following
the introduction of changes in the OFE, the demandhe primary TS market has not
decreased. In the period from February 2014 to 204 the average demand to supply ratio at
TS sale auctions amounted to 245%, and was coabigenigher than the average demand to
supply ratio at auctions conducted in 2013 that wamted to 202%. Chart 22 presents the
demand to supply ratio at bond auctions beforeadisa the introduction of changes in the OFE
functioning.
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Chart 22. Bid to cover ratio at T-bonds auctionyears 2013-2014.
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As a result of the cancellation of the TS acquibgdthe Minister of Finance, 9 of the
previous 17 benchmarks series maintained the bemghrstatus. In order to ensure the
adequate liquidity level and considering the ingestdemand on, "old" T-bonds issues may be
reopened.

Cancellation of the TS transferred by OFE to ZU8 #re ban on OFE investment in the
TS had no adverse impact on the liquidity of theoseary TS market, which results from the
fact that the OFEs were not liquidity providerstlims market. The average monthly liquidity
ratio of the TS secondary market in the first ladl2014 amounted to 195% as compared to
172% for the entire 2013. On the other hand, trexaye monthly value of transactions in the
TS market decreased slightly, from PLN 960bn in2@LPLN 926bn (i.e. by 3.6%) in the first
half of 2014. Chart 23 presents the liquidity rasind the value of transactions in the TS
secondary market before and after introductiorhefahanges in OFE.

Chart 23. Liquidity ratio and the value of transiacts on domestic TS market in years 2013-2014.
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In response to the concerns of market participamdating that after the ban on OFE
investment in the TS has been introduced, an iovdstfilling the role of a short-term TS
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lender would disappear from the market, the Migistf Finance introduced a possibility for
the BGK to conclude Sell-Buy-Back transactions viaéimks acting as PDs or candidates to the
PDs. This instrument offers a possibility to suppibmecessary, the clearing mechanism of T-
bond transaction under the circumstances of tiansitand significantly limited availability of
bonds of a given issue in the secondary marketresudt of dominance of demand over supply.
The SBB transactions concluded by BGK neither @plaor supplement the SBB transaction
market, providing only the support in situationstefisions which cannot be overcome by the
market itself. Thus, BGK should represent the I&sort institution addressed by market
participants as the last alternative, in situatiohgroblems related to bond clearing.

Until June 30, 2014, 7 transactions in with theefa@alue of PLN 253 million were
concluded. The limited scale of the operations icor¥ appropriate functioning of the
secondary TS market following the changes in th& Gbn the other hand, the sole possibility
to conclude such transactions has a stabilisirecetin the market.

IV.3. The domestic TS market

The level of development of the domestic finananalrket, including the domestic investor
base, as well as the role of foreign investors hia tlomestic market are the important
determinants of debt management. Under conditibfie capital flow, a well-developed and
deep domestic market allows for absorption of exteshocks and outflow of foreign capital.

IV.3.1. Domestic investor base

Since the introduction of the changes in the pensistem and exclusion of the OFE from
the TS market investors, insurance companies arasiment funds have remained in the group
of stable non-banking long-term investors. Theltskeare of those entities in the domestic TS
amounted to 20.5% at the end of June 2014. TSibtaesta. 1/3 of insurance companies assets
and ca. 1/4 of investment funds assets.

In the recent years, assets under managementuwhine companies have been increasing
steadily — from the end of 2007 to the end of JR@#4, they increased by PLN 46.2bn (by
36%). In the group of investment funds, followirg tdecline in the value of assets as a result
of the crisis in financial markets, and subsequyenktie period of stabilisation in 2009, assets
returned to upwards tendency in the following geagaching the level higher by PLN 68.9bn
(by 52%) at the end of June 2014, as comparedd@&R007.

Chart 24. Assets of non-banking financial instdog and TS share in their assets*
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The main factors to determine the value of the tassender management of
non-banking financial institutions in the forthcargiyears include:

* changes in the level of domestic savings;
» further development of the insurance and investriwrds market ;

 situation in the stock market, which is one of taetors determining the decisions on
savings allocation by households.
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The well-developed domestic non-banking sector rdmutes to growing stability of TS
demand and, due to the long-term nature of thesinvents of substantial part of non-banking
institutions increases the demand for long-terntrumsents. The exclusion of OFE from non-
banking investors should be approximately neutcal the domestic TS market, since the
decline in the demand of OFE shall be accompanijed ower supply of new debt, due to
lower borrowing requirements in the subsequentsyear

The banking sector demand for the TS can be tresgesl residual factor since the role of
banks usually declines in the periods of dynamanemic growth. In the periods of slowdown,
banks increase their TS portfolios, whereas unleroutflow of foreign investors, they may
periodically absorb the TS supply (what happenedadarge scale in 2008, and was also
recorded to a lesser extent in the second half0df32and at the beginning of 2014). This
tendency is supported by structural over-liquidifyhe banking sectct.

IV.3.2. Role of foreign investors

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

In the period from the beginning of 2009 to Aprl13B the uninterrupted inflow of foreign
investors to the domestic TS market continued. Assallt, the involvement of this group of
investors increased over 3.5-fold, reaching animk high of PLN 207.3bn at the end of April
2013 (increase in the share from 13% to 36%). & ftllowing months, as a result of the
changes in monetary policy announced by Fed, th#oauof investors from the emerging
markets, including the Polish market, occurred, andsequently, at the end of 2013, the
involvement of non-residents in domestic ST debbamed to PLN 193.2bn, i.e. 33.1%,
compared to end 2012, however, it was higher by RLM¥nN. In the first half of 2014, slight
net growth in involvement of foreign investors oged, to the level of PLN 199.8 hillion,
constituting 40.9% of debt in the domestic TS. Sadhigh percentage share resulted mainly
from the significant decrease in debt held by ddmesntities due to the cancellation of
Treasury bonds transferred from OFE to ZUS.

The foreign investors holding structure (cf. Chag.) of the domestic TS is well-
diversified®. Investment funds had the highest share in the sibcture (49.8%). Central
banks and public institutions, i.e. target invest@lso had a significant share in the domestic
debt. At the end of June 2014, these entities beldds with the value of PLN 18.8bn,
representing 11.2% of debt in the domestic TS tdwaon-residents. Central banks investing
in PLN-denominated bonds originated mainly from tien-EU European countries (43.7%),
Asia (35.2%) and the Middle East (21.1%). The slwir@ommercial banks was lower than the
share of central banks and amounted to 7.5% arttief June 2014. A part of the non-resident
debt in the domestic TS was recorded on the sedtalinnibus accourits

% According to the assessment of the Monetary Pdlloyincil, presented in the "Assumptiosfsthe monetary
policy for 2014" (Warsaw, September 2013), year2@dll be the next year of over-liquidity in the miestic banking sector.
The inflow of the EU funds will be the major factorincrease the liquidity of the sector. In 2018 @n the first half of 2014,
the average scale of the open market operationsraeuto ca. PLN 122 billion.

® Since April 2014, much more detailed informatiantbe structure of foreign investors holding thenestic TS is available.
The reporting according to the type of institutives been extended, moreover, data on the geogahghigcture in terms of
countries and regions are available.

" Omnibus accounts - accounts run by direct pagitip of the National Depository (KDPW) who are holders of securities
registered on these accounts. Introduction of ommércounts facilitated foreign investors acces$2alish Treasury securities
market. Due to the previous regulations holdingasate account dedicated for operations on Poligkehavas required which
formed cost and organizational barrier.

24



Chart 25. Domestic ST debt towards non-residenttiddger and domestic ST debt towards central
banks by region (state on June 30, 2014)
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The geographical structure of foreign investorsvédl-diversified and includes at least 60
countries. Among purchasers (excluding central bankntities from the USA (33.5%),
Luxembourg (21.5%), Japan (11.9%) and Great Brif&i8%) dominate. The high share of
Luxembourg results from the role of this countryaasentre of financial services; investors
from Luxembourg represent mostly institutions fremside Europe, mainly from the USA,
running investment activities in Europe through pamies registered in Luxembourg.

Chart 26. Domestic ST debt towards non-residentegipn and by country (state on June 30, 2014)
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The considerable diversification, both in termshofder and in geographical terms, of the
structure of foreign investors holding the dome&te means that the risk of single-track
actions of these investors is insignificant. Thekris inversely related to the diversification
level of foreign investors - the higher the div@cesition, the lower the risk.

In the portfolio structure of TS held by non-resitte the positive trend of the dynamic
growth of 10-year bond portfolio has been continuedching the dominant share of 40.2% at
the end of June 2014, compared to 34.2% at theoéra13. On the other hand, as in the
previous several years, the involvement of foramgrestors in TS with the shortest maturities
was decreasing (for 2-year bonds - the decline3@olat the end of June 2014, from 3.4% at
the end of 2013 and 7.1% at the end of 2012).
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Chart 27. Structure of non-residents T-bonds pbtadfo

PLNbn / ’ . s
100% 43% . 51% 10.2%
20 90°/° 8.0% 10 5?"/0 8.5% 9.4% i 9.3% 8.4%
70 . 70 7
104 180 188 s |130% 0% T 87% 1%
53 188 1638 ' ° o
150 e 70% = -
64 660 803 60% 3 H :
) 30 : 7%
00 107 430 s | AL
376 30.1%
48 i 59 A 376% -
X 289 ~ 962 865  p45 30% 40.9% 6% 344% 3 a0
0 88 469 ooy
S 263 o To7.0% o o
321 LEX) 324 10% 8.79 8.8% é
0 22.4. 154 mun 23.3 0°/: -] - 6% ! 1

2007 2008 2009 2010 2011 2012 2013 VI2014 008 | 2000 o010 201 012 o013 VIanid

mY 5Y 10y 20Y and 30Y Floating rate bonds and others n2y 5Y 10Y 20Y and 30Y Floating rate bonds and others

The perception of Poland by foreign investors Wdlve significant influence on the terms
and conditions of financing State budget borrownmeguirements in the timeframe of the
Strategy The influx of foreign investors had an impact ke 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, most probably, its
share in the domestic TS market, after an increaksged to the cancellation of the bonds
acquired by the Minister of Finance from ZUS, wdkécline, due to the lower borrowing
requirements.

The risk of sudden outflow from the TS market skodmain constrained, provided that
the main factors fostering decisions of foreigntes# to invest in Polish TS are maintained:

* thereis a disparity in interest rates;

» the investment risk assessment for Poland is maedar improved

* maintained perception of Poland by the financiatkess as a country that stands out in
the group of emerging markets, among others, oworifpe strong economic foundations
and the improving fiscal situation (considerablecrdase in public debt and lower
borrowing requirements in the subsequent yeardtimgguirom progressing consolidation
of public finance and changes in the pension system

» there is a big and liquid financial market, parécly the TS market and its adequate
infrastructure;

» the structure of foreign investors is well-diveiesif;

* access to the flexible IMF credit line stabilisitige investment risk perception in relation
to Polish TS.

Stronger short-term foreign capital flows unrelatedthe above factors may occur as a
result of turmoil on international financial marketn the medium term, on one hand, the
effects of the asset purchase programmes clostivedsled in autumn this year by Fed may be
expected, and on the other hand, a possible fuedgng of the monetary policy by the ECB is
foreseen. The effects of such capital flows shob&l cushioned by the market itself
(over-liquidity in the interbank market and a liedt supply of short-term TS make the market
capable of absorbing significant pools of such sges), or by the introduced market affecting
instruments.

Due to free flow of foreign capital, non-residemntsestment in domestic TS, as well as
raising funds in international markets, pose exgearate risk for ST debt, considering the
impact on the level of Polish zloty rate. Therefdhes factor determines a flexible approach to
shaping the financing structure in terms of setectf the market and currency.

IV.4. International situation

In the second half of 2013 the beginnings of a mbdeonomic recovery were observed in
the EU and the GDP over the entire year increase®.b%. According to the European
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Commission forecasts published in May 2014, thevexy trend shall continue in 2014, and
the European economy will record the GDP growth kvel of 1.6% (1.2% in the Eurozone).

According to the estimates of the EC, the growte i the biggest EU economy - Germany,
will increase to 1.8% in 2014, compared to 0.4%réed in 2013. For the Polish economy the
situation in export markets, mainly in the Germaarkeat, will be the key factor determining

external demand. The development of the eventskiraible and their impact on the Polish
export to Russia and also to Ukraine, will be agmificant.

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

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

o

o

since September 2014 the ECB has been maintainéngnéin interest rate at 0.05%, the
record low level, it has also announced the lawfctine asset purchase programme in
October 2014, simultaneously declaring that in déeelow inflation continues and
worse data on the economic growth in the Eurozeeeecorded, the bank is ready to
take further measures in order to stimulate theecy;

since December 2008, the FED has been maintaihe@asic federal funds rate in the

range from 0.00 to 0.25%, declaring its keepinghinitthe same range over a

considerable period of time following the terminatiof the asset purchase programme
scheduled in autumn 2014,

in April 2013 the Bank of Japan made the revolwigrdecision in its monetary policy,
to switch from interest rates control to money sygpntrol and declared to conduct its
operations so that the monetary base grows atramarate of JPY 60-70 trillion;

since September 2011, the Swiss National Bank (31dB)been striving to maintain the
EUR/CHF exchange rate at a minimum level of 1.20;

« the perception of Poland credit risk and liquiditseferences of buyers of Polish bonds
operating in global markets, which affect the leweélthe premium in relation to core
markets. The spread between the yields of Polish@arman 10-year Euro government
bond tightened to about 90 basis points at theagéntuly 2014. Taking into account the
decline of interest rates on the core marketshaukl be stated that the cost of market
financing in Euro fell sharply compared to pre-sritevels. Since the end of 2012, a
moderate downward trend of credit risk pricing e tmajority of the EU countries,
including Poland, is observed. At the end of JWl§4£ the credit rating of Poland measured
by CDS quotations was on the level similar to #neel recorded in Slovakia and the Czech
Republic although these countries have a highelitar&ting than Poland.

Chart 28. 5-year Polish CDS and 10-year Euro-demat@id T-bonds yields in Poland and
Germany
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V. OBJECTIVE OF THE STRATEGY

The objective of theStrategy will remain the minimisation of the long-term debt
servicing costs subject to the constraints on thevel 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

This objective, determining the debt managemerapied in two aspects:

» selection of instruments i.e. cost minimisation within the time frame dfet longest
maturities of debt instruments with a significanhtie 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 ifrastructure of the TS market.

The approach to accomplishment of the objective 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 the financingiure 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 exchaatgs), and it should arise from the
comparison of costs of raising funds in the longntetaking into consideration constraints
resulting from acceptable risk levels.

Experience in debt management indicates the impoetaf flexibility and diversification
of sources of financing borrowing requirementstha period of financial markets turmoil it is
advisable to use instruments adequate to the msitketion. At the same time, the possibility
to choose the currency and the market allows fpr@piate distribution of incurred liabilities
over time and the accumulation of reserves in a#speriodic market disturbances and,
consequently, enables to lower the overall cosaising capital.

The domestic market shall remain the main sourdenahcing the State budget borrowing
requirements. The supply of instruments in the dsimenarket will be developed in a flexible
manner, adapted to the current market situatienthe reported structure and level of demand,
so that the TS supply impact on the vyield level d@n minimised. Funds raised in the
international markets will be an important supplataey source of domestic financing.
Financing in foreign currencies should:

» take into account foreign currency borrowing regoients;

» ensure diversification of funding sources throulgé access of Poland to the investor base
in major financial markets;

* maintain the position of Poland in the Euro anddd8ar market,
» utilize the access to attractive financing in insgronal financial institutions;

» stabilise the domestic market through ensuringsenaurity of financing the State budget
borrowing requirements in case of temporary distndes in the domestic market;

» allow for selling currencies on the financial markein the NBP as a financing instrument
of foreign currency borrowing requirements and ngamg the foreign currency funds,

o0k owbdR
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taking into account the conditions arising from tmenetary policy and the economic
rationale.

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

1. refinancing risk:
» striving for increasing the role of medium and ldgegm instruments in the State budget

borrowing requirements financing in the domesticrkeh at a pace dependent on
investors’ demand;

» striving for even distribution of interest paymerg#ed redemptions of domestic and
foreign debt in the subsequent years;

» reaching the ATM of domestic debt at the level af 4.5 years, provided that is
possible from the perspective of the demand and {e@&el in individual segments of the
yield curve,

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

2. exchange rate risk:
* reducing the share of foreign currency denominatat below 30% after its temporary

increase resulting from the cancellation of a padomestic T-bonds in 2014 , at a rate
depending on market conditions;

» possible use of derivatives in order to createatthequate currency structure of debt and
financing State budget borrowing requirements;

* aiming, within the time frame of th&trategy at maintaining the effective (i.e. taking into
account derivative transactions) share of Eurconmeign currency debt of at least 70%,
with the possibility of temporary deviations frohig level in case of limited access to the
Euro market, its inefficiency or adverse conditiamslerivatives market;

3. interest rate risk:
» keeping ATR of the domestic debt in the range 828 years;

» possibility of separating the interest rate risenagement from the refinancing risk
management
by using floating-rate bonds, inflation-linked berahd derivatives;

» the current level interest rate risk of foreign detterest rate risk does not restrain cost
minimisation;
4. State budget liquidity risk:

» keeping the safe level of State budget liquidityileehmanaging liquid assets in an
effective way;

» utilisation of free funds of selected public finansector entities in managing the State
budget liquidity, including the broadening of th®gp of units and the scope of available
funds subject to consolidation;

* the level of liquid assets will be determined bg tBtate budget demand for funds, the
current and expected market situation, taking imtocount seasonal conditions
as well as striving for the even distribution of 3i&ply within a year;

» using foreign currency funds and derivative tratisas in managing the currency
structure of liquid State budget funds;

5. other risks, in particular credit risk and operasibrisk:

» concluding transactions involving derivatives wikbmestic and foreign entities with high
creditworthiness;

» using instruments limiting credit risk and allowifay its diversification when concluding
transactions involving derivatives;
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» diversification of credit risk generated by unctdlalised transactions;
6. distribution of debt servicing costs over time:

» striving for smooth distribution of debt serviciggsts in individual years, in particular,
through the use of derivatives;

* setting bond coupons at the levels that shall bgecto their yields over the sales period.
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VI. TASKS OF THE STRATEGY

The following tasks have been recognised as eséémtiimplementing the objective of the
Strategy

1. Ensuring liquidity of the TS market,

2. Ensuring efficiency of the TS market,

3. Ensuring transparency of the TS market,

4. To continue broadening of the public finance selitpridity management consolidation.

The tasks assumed in ti&trategyare long-term and cover measures implemented on a
continuous basis. These tasks are to a large extgerdependent, i.e. individual
measures may contribute to the implementation afentitan one task at a time. The change of
wording of these tasks in relation to the previ@isategyby replacing the increasing with
ensuring the liquidity, effectiveness and transpeyeof the TS market arises from the fact that,
at the current development stage, this market dyréafils these conditions. Accordingly, the
measures undertaken should be mainly aimed at amaimg the proper functioning of the
market or its further improvement, in order to cintte to the better implementation of the
Strategy objective. The task related to the public finargector liquidity management
consolidation is intended to increase the efficyeatthe assets and liabilities management of
the public finance sector. Within the timeframetlod Strategythere it is planned to expand the
liquidity management consolidation to new sectdities and instruments.

VI.1. Ensuring liquidity of the TS market

Ensuring adequate liquidity of the TS market andhaf individual issues contributes to
elimination of the premium expected by investorgase of TS with insufficient liquidity, i.e.
those with high costs of disinvestment, as wellt@sncrease the demand from investors
interested in holding liquid issues. Both thesedisccontribute to decreasing TS yields and,
accordingly, to the minimisation of ST debt semgicosts. The following measures are
planned in the time frame of tistrategy

e Continuation of issuing large series of benchmarkds in the domestic market ensuring
their sufficient liquidity in the secondary mark@&the policy of issuing medium and long-
term fixed-rate bond series until their value resmclat least PLN 20 billion equivalent,
adopted in 2003 remains in force;

* Neutralisation of consequences for the liquiditysome bond issues which resulted from
the cancellation of a part of domestic TS, by reropg the issues for which the
outstanding amount was significantly reduced, tgkimto account investors' demand and
the budgetary and market conditions;

e Large liquid bond issues in the Euro and the U$adainarket;

* Adapting the issuance policy, including sale, skiitg and buy-back auctions to market
circumstances, including the demand in differegnsents of the TS market.

VI.2. Ensuring efficiency of the TS market

Ensuring efficiency of the TS market covers measuatmed at minimising debt
servicing costs under the second out of two aspettsnplementation of this objective,
discussed in Chapter V. It applies to both the primand secondary market. The following
measures are planned:

* Adjusting the issuance timing in the domestic andeijn market to the market and
budgetary conditions, while taking into account mwas arising from the task of increasing
the transparency of the TS market;

* Increasing the role of participants of the PD syste the development of the TS market and
in debt management operations - in the areas wiateipants of the PD system are at least
as competitive as other financial market participarconclusion of transactions and
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selection of partners will be carried out taking toin account preferences
resulting from their participation in the systengréng an agreement with the Ministry of
Treasury under which Ministry of Treasury shall fpre PDs while concluding the
transactions associated with the sale of finano&uments. At the same time, the Ministry
of Finance, while selecting banks for the issuanfc&-bonds in foreign markets, will take
into consideration the assessment of entities@cin Polish capital market prepared by the
Ministry of Treasury;

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

* Direct meetings with investors in the domestic afateign market along with
consultations with TS market participants, aimeefétctive exchange of information, and
taking into account investors’ requirements in itm@lementation process of ti&rategy
including:

- regular meetings with banks participating in B2 system,
- meetings with non-banking sector entities,

- meetings with foreign investors and foreign banks

- ad hoc meetings and phone consultations withstovs;

* Extension of the investor base, including, by raguheetings with foreign investors in the
form of non-deal roadshows in key foreign marketsea at:

- building and maintaining relations with key fageiinvestors,
- promotion of Polish TS issued both in the dontestid foreign markets;
* Active participation in conferences and seminarsrfeestors;

 Expanding the channels of electronic communicatiith domestic and foreign
investors.

VI.3. Ensuring transparency of the TS market

Ensuring transparency of the TS market is aimed hmiting the
uncertainty connected with its functioning and desbits participants to receive reliable
information on current market prices and to forneilaxpectations concerning the future
market prices. Both predictability of the issuampicy and transparent functioning of the
secondary market contribute to transparency ofrtheket as a whole. The following measures
are planned to be carried out in the time framéheBtrategy

» Transparent issuance policy with regard to thermédion concerning TS issuance plans
(comprising the annual issuance calendar, annudrteyly, and monthly plans of TS
supply);

* Promoting the electronic market through the appatgr PD system regulations, in
accordance with the competitiveness and transpgrares, in particular, related to the
obligations imposed on participants of the systemcerning quoting benchmark bonds,
maintaining specific spreads and participatiorhmfixings of TS.

VI.4. To continue broadening of the public finance sector liquidity management
consolidation

Continuation of the second stage of liquidity maragnt consolidation aimed at
implementing theStrategyobjective, understood in terms of the first aspeet as a selection
of debt management instruments. The first stagdefconsolidation was introduced in May
2011 and obliged selected public finance sectatiento deposit liquid funds with the account
of the Ministry of Finance. In September 2013 witthie second stage, foreign currency funds
at the disposal of the Minister of Finance weresohidated, and in February 2014 the Minister
of Finance was granted the right to temporary usel$ deposited in the surety and guarantee
reserves account to finance State budget borromggirements.
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The amendment to the Public Finance Act is culyestibject to the Parliamentary
procedure. It assumes broadening of a group ofi@dislance units covered by the funds
consolidation obligation by:

institutions of budgetary management,

state institutions of culture,

Polish Academy of Sciences (PAN) and the orgamiratiunits founded by it,
governmental independent public health care uBiEZQZz),

Regional Funds of Environmental Protection and Wslignagement,

and consolidation of court deposits by placing thesth the account of the Minister of
Finance. According to the estimates, the implentemtaof the proposed changes will reduce
the public debt by ca. PLN 3.1bn, and the Stategbudorrowing requirements by ca. PLN

5.5bn.
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Vil.  IMPACT ON THE PUBLIC FINANCE SECTOR DEBT

Pursuant to Article 74 of the Public Finance ActAaigust 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 debt, including the debtmtitees other than the State Treasury, which
are autonomous in incurring liabilities, the inflwe on the level of debt is indirect and is
derived from the regulations of the Public Finadag. Above all, they include constraints
imposed on the manner of incurring liabilities b@WUs, as well as the prudential and remedial
procedures, which apply to the public finance seemtities when both the public debt-to-GDP
ratio and at the same time the ratio to GDP ofaim@unt of public debt recalculated using for
the foreign currency denominated debt the yeavigrage of the NBP foreign currency
exchange rates for the year concerned and redugdtebvalue of the State budget liquid
funds, exceed 55%.

VII.1. Changes in legal regulations

Since the last update of ti&rategy the regulatory changes have been introducedan th
following areas:

Broadening the public finance sector liquidity management consolidation

The consecutive stages of liquidity management aategion of public finance sector are
discussed in Chapter VI.4. In order to broaden litp@idity management consolidation, a
legislative process aimed at amending Public Fieakat is conducted.

I ntroduction of new fiscal rules

Pursuant to the Act of November 8, 2013 on the aimemt to the Public Finance Act and
certain other acts, the stabilizing expenditure (8ER) was introduced which replaced the
temporary disciplinary expenditure rule. Legal smms triggered by the 50% debt-to-GDP
threshold have been replaced with sanctions ragulfrom the SER mechanism. The
introduction of the stabilising expenditure rule svan element of implementation of the
Council Directive 2011/85/EU of November 8, 2011the scope of numerical fiscal rules.
Poland was bound to implement the aforementionestiive by the end of 2013.

The goal of the rule is to reduce the increasdénexpenditure of the general government
sector, excluding expenditures fully financed fratme EU and EFTA funds and the
expenditures of those units which do not have thiditya to generate high deficits. The
introduction of the SER shall ensure the sustalitaloif public finance in Poland and adjust its
possible excessive imbalance.

The rule has been designed so that it contribotéset compliance with both Polish and the
EU requirements concerning the fiscal policy. TEERSontains the correction mechanism for
automatic adjustment of public finance imbalannesase if:

 the deficit of the general government sector exselee reference value of 3% of the GDP;
« the level of public debt exceeds the value of 43%83%6 of the GDP;

« the sum of the differences between the general rgovent nominal balance and the
medium-term budgetary objective (the so-called ME&)eeds +/- 6% of the GDP.

The SER is based on expenditure, i.e. it imposesstcaints on the level of public
expenditure and allows for calculating, based anftiimula specified in Article 112aa item 1
of the Public Finance Act, the legally binding adefinitive limit of expenses for a given
budgetary year. The level of expenditure covers gnaups of the general government sector
institutions. The first group includes: State bud@®cial Security Fund, Labour Fund, Pension
and Retirement Fund, Bridging Allowance Fund and finds established, entrusted or
assigned to BGK. The second group comprises ofoNaltiHealth Fund, local government
units and their associations, entities referrephtart. 139 item 2 of the Public Finance Act. In
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order to obtain the aforementioned expendituret]ithe forecasted expenditure of units listed
in group 2 are deducted from the amount of exparalit

The current level of prudential thresholds setiaouthe adjustment mechanism (43% and
48% of the GDP) results from the reduction by Zcpatage points of the primary thresholds of
50% and 55% defined in Article 112aa of the PubBiicance Act of August 27, 2009, in its
wording binding since July 10, 2014.

This amendment was introduced in connection withs system reform, as a result of
which the level of public debt has been reducede Téduction of the aforementioned
thresholds is aimed at providing the relevant retsteness of the fiscal policy despite the
lower level of public debt, stabilising public deat a lower level as well as ensuring the
reliability of fiscal policy in Poland.

Changesin theregulations relating to local government units

Since January 1, 2014, the system of setting iddalilimits on incurring debt by LGUs, as
defined in Article 243 of the Public Finance Acgshcome into force, making the potential
amount of debt of each LGU dependent on theirtgliti repay the debt. The new solution is
aimed at customizing an indicator defining the s&éfgel of debt and to reflect the
creditworthiness of units and their financial stagd

Moreover, pursuant to the Act of November 8, 20I8tlhe amendment to the Public
Finance Act and certain other acts new rules wareduced to put more emphasis on the self-
improvement of financial condition in the particulaGU based on its own resources. These
changes regulate the issues of remedy procedurésGid to be introduced in case of the risk
of failure of the unit to the implement of publesks and to comply with the ratios defined in
Articles 242-244 of the Public Finance Act. Thegaakregulate the issue of a replacement
budget of a LGU by the regional clearing houseiftfet240a of the Act).

This solution - assuming certain financial requiesmts concerning the financial
management of the unit conducting the remedy proreed enables to concentrate resources
and efforts of the LGU required in terms of effeetifinancial recovery. These requirements
include, inter alia, the provisions on limiting némwestments to those which do not generate
debt growth and reducing the expenditure relatecetouneration of the management board
and daily allowances of the councillors.

At the same time, in order to increase the absmmpif EU funds by LGUSs, the constraints
arising from the Public Finance Act have been ald. The provisions, inter alia, pertain to
the exclusion of interest on the liabilities in@drto finance projects co-financed with EU
funds from the debt limit and liabilities incurréd co-finance expenditure under the EU
programme, project or task, where the EU co-finagdevel exceeds 60%.

VII.2. Assumptions of the strategy of granting sure ties and guarantees
In order to reduce the risk associated with grant8il sureties and guarantees while

preserving the advantages of using them as arumstit of the State economic policy, the

following principles shall be maintained:

e concentration of granting sureties and guaranteessupporting development-oriented
projects concerning infrastructure investmentsjrenmental protection, creating new jobs
and regional development, in particular, basecher&U funds (loans and bonds guaranteed
by the ST should help to acquire the EU funds), disd on subsidising other investment
tasks which may arise from potential new suppoogpammes for granting sureties and
guarantees in compliance with the EU rules;

* using sureties and guarantees to support possiédesumnes undertaken in case of potential
deterioration in the Polish financial system as edfect of the global financial and
economic crisis;

» limiting the role of sureties and guarantees paldidy risky for the ST, which are granted
on the basis of special-purpose, so called "sdttacts.
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The amount of new sureties and guarantees grantadgiven year is limited through the
Budget Act. Pursuant to Article 31 of the Act of W&, 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 2015 in the draft budget a@s determined at a level of PLN 200
billion.

The extent of use of the ST sureties and guaramiglesult mainly from the continuation
of infrastructural investments, as well as possibleasures 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 contingentilités resulting from sureties and guarantees
granted by the ST will be affected to a large extgnsureties and guarantees granted to the
following entities:
 BGK for bonds issuance and repayment of loans iedur for the

National Road Fund (KFD) in order to co-finance tlastruction of a road infrastructure;

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

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

Under the adopted assumptions, the nominal deptilolic finance sector entities other than
the State Treasury will increase slightly, withimttime frame of thétrategy from PLN
118.0bn to PLN 126.6bn before consolidation, aminfrPLN 72.4bn to PLN 75.2bn after
consolidation. The increase will be the result lné telatively insignificant increase in the
LGUs debt and the stabilisation of debt of othatsuof central and local government sector.

Within the time frame of th8trategy the before consolidation debt of other publi@afine
sector units in relation to the GDP will amount ¢a. 7.8%, whereas the debt after
consolidation will amount to approximately 4.0% tbe GDP. The share of this group of
entities in the total debt of the public financetse before consolidation will amount to ca.
13.0%, and to ca. 6.7% after consolidation.

Chart 29. Debt of public finance sector entitiebestthan State Treasury by sectors, before and
after consolidation
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Chart 30. Debt of public finance sector units otllean ST in relation to GDP and total public
finance sector debt
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VII.3.1. Debt of local government units

The Strategyassumes that the debt of the LGUs and their astsmas will continue to
increase until 2016, as a result of budgetary defif this group of units. From 2017 on, a
slight decrease of the debt of the LGUs is expect=iilting from the total surplus of the LGU
budgets.

The borrowing requirements of the LGUs will be detimed by their investment
expenditures, in particular, by expenditures aleddor the implementation of infrastructural
projects, including those co-financed with the Eidds.

Loans incurred in the domestic market from comnagdzanks will remain the main source
of financing of the borrowing requirements of LGU#e foreign debt, from both bonds issued
in international markets and loans incurred atrirggonal financial institutions, will constitute
the supplementary source of financing the borroweatyirements of those units.

The level of debt of the LGUs will be affected Wyetnew rules regarding incurring
liabilities by such units, which came into forceadslanuary 1, 2014.

VII.3.2. Debt of other entities

Credits and loans will dominate element in the dsthicture of other public finance sector
entities.

It is assumed that within the timeframe of Bgategythe debt of SPZOZ will stabilise.
The debt of local government units will continuentive a dominant share in the total liabilities
of SPZOZ.

It is expected that the debt of FUS after constibaawill be significantly lower than
before consolidation due to utilisation of loarenfrthe State budget as a source of financing.
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Vill.  EXPECTED EFFECTS OF IMPLEMENTING THE STRATEGY

The expected effects of tisgrategyimplementation include forecasts of:
* the volume of public debt and the debt servicingt0
» contingent liabilities due to guarantees and seseti
» changes in risk related to public debt.

These are the expected results of the implementatidhe Strategyobjectives under the
adopted macroeconomic, budgetary and market asgumapiThe most important threats to the
implementation of th&trategyobjectives are also presented in this chapter.

VIII.1. Debt volume and its servicing costs

In 2014, the decrease in the public debt is expetigth in nominal terms and in relation to
GDP, which results from the changes implementedhim pension system, including the
cancellation of T-bonds with the nominal value amtng to PLN 130.2 bn. In accordance
with the adopted assumptions the public debt-td?Ghtio at the end of 2014 shall fall to
47.7% from 53.9% at the end of 2013.

In 2015, the stabilisation of the debt-to-GDP rasi@xpected, at a level similar to 2014, or
slightly higher, whereas in the subsequent yedssr#tio will decrease to reach the level of
44.5% in 2018. Both in 2014 and in the timeframehafStrategy the amount determined by
recalculating public debt using the average yelP rates and reducing it by the value of
liquid funds of the MoF, shall be above GDP 43% bbelow GDP 48%, i.e. the thresholds
specified in the stabilizing expenditure rule. Moeiat is expected that the sanctions specified in
the Public Finance act for exceeding the 55% tlalelshill come into force.

Table 4. Forecasts of the public debt volume aed3h debt servicing costs

ltem | 2013 | 2014 | 2015 | 2016 | 2017 | 2018
1. State Treasury debt
a) PLN bn 838.0 759.5 804.8 832.1 869.1 899.3
- domestic 584.3 501.3 548.4 576.8 606.8 629.4
- foreign 253.8 258.2 256.5 255.4 262.3 269.9
b) in relation to GDP 51.2% 44.8% 45.4% 44.3% 43.7% 42.4%
2. Public debt
a) PLN bn 882.3 807.5 850.0 880.1 915.2 943.1
b) in relation to GDP 53.9% 47.7% 48.0% 46.9% 46.0% 44.5%
3. The amount specified in article 38a point 3 otie Public Finance Act**
a) PLN bn 864.8 788.1 840.2 873.2 901.9 929.2
b) in relation to GDP 52.9% 46.5% 47.4% 46.5% 45.4% 43.9%
4. General government debt
a) PLN bn 934.6 848.5 899.3 940.5 985.3 1028.4
b) in relation to GDP 57.1% 50.1% 50.8% 50.1% 49.5% 48.5%
5. Debt servicing costs (cash basis)
a) PLN bn 42.5 36.2 32.3 31.7 - 33.1 32.5-33B .63335.0
- domestic debt 32.3 24.4 22.1 22.9 23.8 24.1
- foreign debt 10.1 11.8 10.2 8.8-10.1 8.7-100 9.5-109
b) in relation to GDP 2.60% 2.14% 1.82% 1.69% 6%7| 1.63% - 1.7094 1.58% - 1.65

*Forecast for the year 2015 is based on the assiamphat the execution of the budget deficit irs year will be equal to the
limit form the Budget Act. It is expected that lowetual execution will lead to the lower increasgublic debt.
**The amount of public debt recalculated using ylearly average of foreign currency exchange radestHe year concerned
and reduced by the value of State budget liquid$umnised to finance the borrowing requirementstifer following budget

year.

**Forecasts of the debt servicing costs for therge2016-2018 account for the exchange rate risk/isions

The general governmerdebt-to-GDP ratio in the timeframe of tBérategywill reach the

level of 48.5%. According to th&trategy,this ratio is not expected to exceed the 60%
threshold set out in the Maastricht Treaty. In 8tetegya decrease in ST debt servicing costs-
to-GDP ratio in 2014 to 2.1% from 2.6% is forecdsteesulting to a great extent from the
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cancellation of TS acquired by the Minister of Fioa from ZUS, as well as from the decline
of the interest rates in the domestic and foreigimkets. The decrease in the debt servicing
costs was also affected by the increased shateaiffy rate debt. In 2015, the decrease in ST
debt servicing costs-to-GDP ratio to the level @% is expected. In subsequent years, the
continuation of the downward trend is assumed, 6e117% in 2018.

Chart 31. Debt-to-GDP ratio
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Chart 34. Sensitivity of ST debt servicing costSaDP ratio to changes in assumptions
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Contingent liabilities (Quaranties and sureties)

It is expected that in 2014 the ratio of ST corgimigliabilities resulting from sureties and
guarantees to GDP will amount to ca. 7.3% and it @antinue to grow in the consecutive
years, to reach its maximum of 8.0% in 2016 and7201 2018, the decline of this ratio to the
level of GDP 7.7% is foreseen. At the same time, dmount of expected payments on this
account will remain at a safe level, i.e. they wit exceed the threshold of GDP 1.4%.

Table 5. Forecast of contingent liabilities undaraganties and sureties granted by the ST and the

public finance sector units

| 2014 | 2015 | 2016 | 2017 | 2018
Forecasted payments under guaranties and suredieted by:
- Public finance sector
PLN bn 8.5 8.3 8.7 8.9 9.7
GDP % 0.5% 0.5% 0.5% 0.4% 0.5%
- State Treasury
PLN bn 8.4 8.3 8.7 8.9 9.7
GDP % 0.5% 0.5% 0.5% 0.4% 0.5%
Contingent liabilities under guaranties and susegi@nted by:
- Public finance sector
PLN bn 128.0 145.0 156.0 165.8 171.1
GDP % 7.6% 8.2% 8.3% 8.3% 8.1%
- State Treasury
PLN bn 123.4 139.9 150.3 159.3 163.8
GDP % 7.3% 7.9% 8.0% 8.0% 7.7%

VIII.2. Structure of the State Treasury debt
In the time frame of th8trategythe following is expected:

» regarding the refinancing risk — the ATM of the &mestic marketable debt, following the
temporary decline in 2014, from 4.6 to 4.2 yeare d¢o the cancellation of the TS in
connection with the pension system reform, willease, at a pace dependant on the market
conditions, to ca. 4.3-4.7 years in 2018, ATM o tbtal ST debt will remain in range of ca.
5.2-5.5 years;

» the interest rate risk will remain within the ranget in theStrategy depending on the
adopted financing structure, the ATR of the doneastarketable debt will remain within the
range of ca. 3.1-3.6 years compared to 3.1 at ideoé 2014, while the ATR of the total
debt will be in the range of ca. 4.0-4.2 yearse diration of the domestic marketable debt
will stay within the range of ca. 2.9-3.2 years pamed to ca. 2.9 at the end of 2014, while
that of the total debt will be in range of ca. 3.B-years;
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» the average share of foreign currency debt wiljtzelually reduced and in the timeframe of
the Strategy it may reach ca. 30%.

Chart 35. ATM of the ST debt
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Chart 38. Share of foreign debt in the ST debt
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VIII.3. Threats to the Strategy implementation
The main threats to the implementation of the preesEStrategyare mainly associated
with:
1. a macroeconomic situation in Poland varying from #ssumed scenario, in particular, a
slower GDP growth, higher interest rates, as welta@atility in foreign exchange rates;
2. conditions in the international market, including:
* slower than expected economic growth rate in Eusspkin the USA,

* lending capital withdrawal towards investments iorec markets or other markets,
resulting from tapering monetary policy in theAJS

* the consequences of the conflict in Ukraine;

3. the risk of excessive growth of public debt and egah government debt-to-GDP ratio,
resulting from:

* higher State budget borrowing requirements dependiamong others, on the
trends in the Polish economy,

* lower exchange rate of the Polish Zloty as comp&wdbe assumptions of tigtrategy

» considerable increase in debt of public financeéosesntities other than ST, in particular,
the LGUs,

* the necessity to execute sureties or guaranteagedrhy 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 Security 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

OFE — Open Pension Funds

SPZ0Z - independent public health care units
ST — State Treasury

TS — Treasury securities

PD — Primary Dealers

VAT - value added tax

ZUS — Social Security 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 = 00—

2N
T

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, expressgéars, 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:

3 INZ, + 3 NS, +Z—2NI I

ATR = rOR tar jod
> Nz, +> NS +> NIl
rOR [E jo0J

where:

r — payment date of the nearest fixed coupon fatifhgy-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 fixagoas 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-lia instruments’ face value.

Benchmark

1.

(issug the large amount of TS issue with a liquid se@pdnarket. 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 eftilansaction 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 partveith 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
Z r Z (l+i )S + Z H S

) rOR 955 S:S(l""s)
Duratiorn= Z CFZ z CFS
i) )

where:

s— payment date (of interest or face value),

S— set of all payment dates (of interest or fadaaja

r — payment date of the nearest fixed coupon fatifhgy-rate instruments,
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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 weighéeerage 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 Treasuty destruments
denominated and settled in foreign currencies. @&mwhange rate risk manifests itself in the
vulnerability of the debt level and debt servicousts 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 tesual 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 vaiiether assets called
basic instruments. They are used to change the piekle 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 ddmes 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 td@lanagement. Operational risk is the type of
risk most difficult to measure.

Limiting the operational risk is achieved by intafjpn of public debt management procedures
in one organizational entity, having its structumgrastructure 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 Statastirg 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 &gt 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 expenditwfean 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 ipgration 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.

Public Debt — debt of State Treasury and public finance saatits after consolidation. Public
finance sector includes:
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« bodies of public authority, including bodies of govment administration, bodies of state
control and legal protection, courts and tribunals;

* local government units and their assotiations;

e budgetary units;

« local government budgetary entities;

e executive agencies;

* institutions of budgetary management;

« state special-purpose funds;

» Social Security Institution and funds under managyetnof it;

e Agricultural Social Insurance Fund (KRUS) and fundsder management of the
President of KRUS;

* National Health Fund;

* independent public health care units;

* public universities;

« Polish Academy of Sciences and organizational daiteded by it;

» state and local government cultural institutiond arate film institutions;

» other state or local government legal persons fednghder separated acts in order to
execute public tasks, excluding enterprises, rebemustitutes, banks and commercial
companies.

Refinancing risk — associated with debt issuance in order to findheeState borrowing needs
resulting from the redemption of the existing ddlfite risk applies to both the ability to redeem
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 distiam of debt redemption over time contribute
to the reduction of refinancing risk.

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

Spread — the difference between yields of two securitiesnémrower meaning cred#pread
(also credit margin) — the difference between Wealtitwo securities with all the characteristics
(especially maturity date) identical (or almostntieal) except for issuer. Spread is often
understood as a difference between yields of creskitburdened 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 buslgdtility 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 eventsigés which prevent or make difficult the
acquisition of funds on the financial market ataadl 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 assets 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 partigseecdgreemenSwapis a financial instrument
from the group ofinancial derivativesSwapmay be a separate financial instrument or it may
accompany other instruments.
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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 incurring loans and granting guarantiey 3 level of general government debt and restrictigngliad to general

and sureties resulting in the public debt government deficit constitute the criterion on lfasis of which the

exceeding 3/5 of GDP (Article 216(5)); Commission examines the compliance with budgetagipline in
Member States (Article 126) — specifies the ExaesBieficit Procedure]
(EDP);

2. Public Finance Act 2. Protocol on the excessive deficit procedure xethéo the Treaty

» regulations on public debt: definitions, ba -
principles of issuing public debt and debt| the European Union
management, prudential and remedial

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 Excessiv

establishing the European Community and the Treatthe functioning of

» definition of general government debt and referaeratee of debt to

Deficit Procedure annexed to the Treaty establgshthe Europeap
Community

> definition of general government debt with speaifion of categories o
liabilities which constitute it;
4. The European System of Accou(ESA 2010)

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

Table 2. Limits on the public debt to GDP ratidiablic Finance Act

Public Finance Act

I. Legal procedures regarding limits on public debt taGDP ratio

a)

b)

d)

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

it is assumed the lack of deficit or the differermtween 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;

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

in draft 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 ievthe budgetary year x+1,
» ban on granting new loans and credits from theeStatget is introduced,

»the increase in expenditures of the Sejm (lowershoaf Polish Parliament), the Senate (upper haidisBolish
Parliament), Presidential Chamber of the Republi®®ofand, Constitutional Tribunal, Supreme ChambetCohtrol
(NIK), Supreme Court, Primary Administration Courgnamon courts of law and provincial administratioouis,
Spokesman of Citizen Rights, Spokesman of Child Rigtsional Board of Radio and Television, General &tspr for
the Security of Personal Data, The Institute ofidfetl Remembrance — Commission for the Prosecutio@rofes
against the Polish Nation, National Electoral Gffidational Labour Inspection must not be highantbexpenditures in
the government administration;

the Council of Ministers make a review of:
» State budget expenditures financed by foreign tsedi
» long- term programs;

e) 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 solutiamsch influence
state budget revenues, including VAT rates,

g) State Fund for the Rehabilitation of Disabled Pessweceives earmarked subsidies from the state budge co-
financing of disabled workers salaries at the |®fe€0% of planned funds for that year,

h) new liabilities can be incurred by government adstiation if the investments are co-financed frokh fands or non-

returnable financial aid provided by EFTA membeuminies at the maximum level, set in the rules mrcpdures for
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Public Finance Act

particular type of investment, not lower than 508the total costs, however these restrictions doapply to state road
rebuilding or repairs required for road traffic e removal, anti-flood infrastructure investmedectronic toll service
and compensations for properties taken over folipoiiads investments;

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

a) procedures provided in point 1, 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 Rt at least be balanced;
c) aban on granting new sureties and guaranteestiic ffimance 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 are not applicabiles amount of debt determined by recalculatingliswdebt using for the
foreign currency denominated debt yearly averagBlBP exchange rates and reducing it by the valueStdte budget
liquid funds raised to finance borrowing requirensenf the following year does not exceed the thokesbf 55%.

1. Principles and limits on incurring liabilities by local government units

a) planned and executed current expenditures musexused planned and executed current revenues inglliquid
funds and budgetary surpluses from previous years;

b) executed current expenditures can be higher thaguéed current revenues including liquid funds auodgetary
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 issuergees for:

» repayment of earlier incurred liabilities resultingm securities and loans,

» covering transitional budget deficit of local gowerent within the fiscal year,
» financing of planned budget deficits;

» preceding financing tasks co-financed from UE fynds

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

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

f) For alocal government unit, the total ratio of:
» instalments of loans and interest payable in ibsaf year,
» redemption of securities and interest (includingcdunt) payable on them,
» potential payments resulting from sureties and nuiaes granted,

to planned revenues cannot exceed in the budgetay and any other year following the budgetaryr yibe
arithmetical average for last three years of aurmevenues including proceeds from privatisatiomu®s current
expenditures to total revenues ratio;

g) Limitationson debt repayments of local government do not afaply

» instalments of loans and interest payable on theswml in connection with a programme, project ok tas-
financed with the EU funds;

» redemption of securities and interest (includingcdunt) payable on them issued in connection wjthogramme,
project or task co-financed with the EU funds;

- but no later than 90 days after the end of the narge, project or task and receiving a refund; thisoff date

doesn’t apply to liabilities incurred for natiora@ntribution;

» instalment of loans and redemption of securitied emerest (including discount) payable on thermuimed or
issued to finance national contribution of a prognze, project or task with the EU co-financing leegteeding
60%.

Table 3. Correction mechanism of the stabilisingesditure rule.

Public Finance Act

The correction amounts of the stabilizing expenditue rule pursuant to Article 112aa:

1) - 2 percentage points:
» the general government deficit in year x-2 excgeB® 3% (including costs of pension system reform) o

» the amount specified in article 38a point 3 of Bublic Finance Act (the amount of public debt tedated using
the yearly average of foreign currency exchangesridr the year concerned and reduced by the wéiState
budget liquid funds raised to finance the borrowieguirements for the following budget year) excemdyear x
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Public Finance Act

-2 GDP 48%.

2) - 1.5 percentage points:

» the general government deficit in year x-2 doesexoeed GDP 3% (including costs of pension systform)
andthe amount specified in article 38a point 3hefRublic Finance Act exceeds in year x-2 GDP 48t
lower or equal to GDP 48% and
the forecasted dynamics of the real GDP for yeassumed in the draft budget act for the year xjoislower
than the medium term average by over 2 percentaigesp
the general government deficit in year x-2 dogsemoeed GDP 3% (including costs of pension systform) and
the amount specified in article 38a point 3 of Blublic Finance Act in year x-2 is lower or equal3DP 43% and
the sum of the differences between the general rgovent nominal balance and the medium-term budgetar
objective (MTO) exceeds in year x-2 - 6% of the Gayiel
the forecasted dynamics of the real GDP for yeafassumed in the draft budget act for the yeas>jat lower
than the medium term average by over 2 percempamps;

A4

YV VYV VY

3) + 1.5 percentage points:
» the general government deficit in year x-2 doesexoeed GDP 3% (including costs of pension systform) and
» the amount specified in article 38a point 3 of Fhublic Finance Act in year x-2 is lower or equa3DP 43% and
» the sum of the differences between the generalrgovent nominal balance and the MTO exceeds in ¥&a6%
of the GDP and
» the forecasted dynamics of the real GDP for ye@ssumed in the draft budget act for the year xjishigher
than the medium term average by over 2 percentaigesp

4) in other cases there is no correction element

Table 4. 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 ofjeneral governmetitsector is defined in
included in the public finance sector; ESA201@; no limited catalogue of units is defined;

differences in the scope of sector depending oulagigns

a) funds formed within Bank Gospodarstwa Krajowego (BGKegx. : the National Road Fund (KFD), the Railvirynd (FK)

> are excluded from the public finance sector; » are included in the general government setfor
b) public corporations that are deemed non-market@béx. PKPPR sp. z 0.0., Port Lotniczy Eptiealth care institutions)
> are excluded from the public finance sector; | » are included in the general government sector;

2) liabilitieswhich constitute public debt

» securities (excluding shares); »  securities;
» loans (including securities whose disposal is k)t » loans;
» deposits; » cash and deposits;
» matured payables (i.e. liabilities due but notlsdftwhich
have not been lagged nor cancelled);
differences in liabilities depending on regulations
> matured payables; > 4
> restructured or refinanced trade credits (includihgse
with original maturity of one year or less) arelutzd in
loan categony)
3) valuation of liabilities denominated in foreign currencies
> liabilities denominated in a foreign currency sl > liabilities denominated in a foreign currency, or
converted into the national currency on the bakibe® exchanged from one foreign currency through cotedg
middle exchange rate applicable on the last workiag agreements to one or more other foreign currerstiatt
of each period. be converted into the other foreign currenciebatate
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Polish regulations

EU regulations

public debt

general government debt

agreed on in those contracts and shall be convetted
the national currency on the basis of the reprasiest
market exchange rate prevailing on the last workiag
of each year.

4) contingent liabilities

differences in treatment of contingent liabilitiesdebt-to-GDP ratio

>

is not included;

>

>

EU limitations do not take directly into accm"nt
contingent liabilities generated by issued suretes
guarantees;

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

1)

2)

3)

4)

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

regulations).

ESA2010 (Regulation (EU) No 549/2013 of the Europearliament and of the Council of May 21, 2013 loa European
system of national and regional accounts in thepgesn Union) states that an entity is classifiethéogeneral government
sector if it is not a separate institutional unbri government or is a separate institutional @pittrolled by general
government and it is non-market. The ability to emake market activity will be checked notably tgh the usual
guantitative criterion, i.e. if the ratio of sakesproduction costs is above 50% , the unit isringiple market. However, in
order to decide whether a producer that operatdsruhe control of government is a market unit sgualitative criteria
must also be taken into account. According to Battssguidelines in relation to classification afrastructure enterprises,
apart from liabilities of special purpose fundsaestlinvestment expenditures incurred by units oetslte sector which
implement such investments could be included, wdertain criteria regarding general government @ebtmet (imputed

loan).

Matured payables are expenditure on accrual basishaus are included in net borrowing/net lendiatpualated (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 Statedsury debt management in the EU member
states. Three basic types of organizational arraegés can be identified:

» the bank model - debt management in the centrdd,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 delrtagement.

The bank modelis the most strongly criticized one, as a potéwctaflict of interest may occur
between monetary policy and public debt managenidrt.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 orde® 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 mayiged 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 finamtéaket 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 developedoaties. This is due to the large impact on
the power significant ability of the governmentinfiuence the creation of appropriate legal and
institutional infrastructure, necessary for theioght functioning of the financial market.
However, the disadvantages of this solution becmmeasingly visible in developed and stable
economies:

e the threat of favouring short-term budgetary goalser 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 appropet 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 ggaaaefined by Polish law) as specialized

institutions involved in debt management in differeountries vary considerably within the
scope of their tasks and the level of their initial independence. As an agency can be also
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consider organisationally and budgetary part oftin@stry. The common feature of all agencies
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 increasiugstor confidence and lowering costs of
financing of borrowing requirements,

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

» the ability to compete with commercial financiakiitutions (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 order ensure 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 11 out of 17 member states in the Eurozone).

Table 5. Institutions responsible for debt managanrethe EU member states

Country Model Institution name
Austria Osterreichische Bundesfinanzierungsagentur
Belgium Agence de la Dette (Agentschap van de Schuld)
Finland Valtiokonttori
France Agence France Trésor
Netherlands Agentschap van het ministerie van Financién
Greece agency Opyaviopog Alaxeipiong Anpooiou Xpéoug
Ireland National Treasury Management Agency
Latvia Valsts Kase
Eurozone Germany Finénzagentur GmbH . .
Portugal Instituto de Gestdo do Crédito Publico
Slovakia Agentdra pre riadenie dlhu a likvidity
Cyprus Y1roupyeio OIKOVOMIK WV
Estonia Rahandusministeerium
Spain Ministerio de Economia y Hacienda
Luxemburg government [Ministére des Finances
Slovenia Ministrstvo za finance
Malta Treasury Department
Italy Ministero del’Ecomomia e delle Finanze
Sweden Riksgélden
Hungary agency Allamaddssag Kezeld Kézpont Zrt.
United Kingdom Debt Management Office
Denmark bank Danmarsk Nationalbank
Other EU Bulgaria MuHuncTepcTBo Ha dnHaHcuTe
countries Croatia Ministarstvo Financija
Czech Republic Ministerstvo financi
- - government - e -
Lithuania Finansy Ministeria
Poland Ministerstwo Finansow
Romania Ministerul Economiei si Finantelor
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Annex 4. General government deficit and debt, yield s on 10-year bonds in
the EU member states and TS issuance structure in s elected countries

Table 6.General government deficit, debt and yield40-year bonds in the EU countries in 2012-2013

2012 2013
GG balance GG debt 10Y interest GG balance GG debt 10Y interest
rate rate
% PKB % PKB % % PKB % PKB %

Greece -8.9 157.2 22.50 -12.7 175.1 10.05|
ltaly -3.0 127.0 5.49)| -3.0 132.6 4.32
Portugal -6.4 124.1 10.55 -4.9 129.0 6.29
Ireland -8.2 117.4 6.17 7.2 123.7 3.79|
Cyprus -6.4 86.6 7.00 -5.4 111.7 6.50
Belgium -4.1 101.1 3.00 -2.6 101.5 2.41
Spain -10.6 86.0 5.85 -7.1 93.9 4.56
France -4.9 90.6 2.54 -4.3 93.5 2.20
Euro area’ -3.7 90.8 3.88 -3.1 92.7 3.00
United Kingdom -6.1 89.1 1.74 -5.8 90.6 2.03
European Union” -3.9 85.5 3.65 -3.3 87.1 2.96
Hungary -2 79.8 7.89 -2.2 79.2 5.92
Germany 0.1 81.0 1.50 0.0 78.4 1.57
Austria -2.6 74.4 2.37 -1.5 74.5 2.01
Netherlands -4.1 71.3 1.93 -2.5 73.5 1.96
Malta -3.3 70.8 4.13 -2.8 73.0 3.36
Slovenia -4.( 54.4 5.81 -14.7 71.7 5.81
Croatia -5.Q 55.9 6.13 -4.9 67.1 4.68
Poland -3.9 55.6 5.00 -4.3 57.1 4.03
Finland -1.8 53.6 1.89 2.1 57.0 1.86
Slovakia -4.9 52.7 4.55 -2.8 55.4 3.19
Czech Republic -4.p 46.2 2.78 -1.5 46.0 2.11
Denmark -3.8 45.4 1.40 -0.8 44.5 1.75
Sweden -0.6 38.3 1.59 -1.1 40.6 2.12
Lithuania -3.2 40.5 4.83 -2.2 39.4 3.83
Romania -3.( 38.0 6.68 -2.3 38.4 5.41
Latvia -1.3 40.8 4.57 -1.0 38.1 3.34
Luxembourg 0.( 21.7 1.82 0.1 23.1 1.85
Bulgaria -0.8 18.4 4.50 -1.5 18.9 3.47
Estonia -0.2 9.8 : -0.2 10.0 :

1) Data on general government balance and debt -o&tat. Data on Poland — MF.
210-year interest rate — average of average monttilyyear T-bond yields from last twelve months, agerin December,
Eurostat.

3) Data on 2012 and 2013 for 17 countries.

4) Data on 2012 for 27 countries, on 2013 for 28rdnies.
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Chart 1. Cumulative growth of general governmertittde GDP ratio in years 2008-2013*
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*) Difference between general government debt to @®i® at the end of the years 2013 and 2007.

Chart 2. T-bonds issuance in Poland and selecteditties in terms of maturity in 2014 r.*
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*) Auctions and syndicates from January 1, to Seper 18, 2014.
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Annex 5. Government debt rating of EU Member States

Table 7. Long-term government debt rating in fonedgrrency of EU Member States as of Septembez(®@2

Standard&Poor’'s Fitch Moody's
Austria AA+ AAA Aaa
Belgium AA AA Aa3
Bulgaria BBB-y BBB- Baa2
Chroatia BB+ BBB- Bal
Cyprus B M B- Caa3
Czech Republic AA- A+ Al
Denmark AAA AAA Aaa
Estonia AA- A+ Al
Finland AAA AAA Aaa
France AA ¥ AA+ ¥ Aal
Greece B # B 4 Caal 4444
Spain BBB 4 BBB+4 Baa2
Netherlands AA+ ¥ AAA Aaa
Ireland A- # A- & Baal 444
Lithuania A- M A- 4 Baal
Luxemburg AAA AAA Aaa
Latvia A- 4 A~ F Baal 44
Malta BBB+ A A3
Germany AAA AAA Aaa
Poland A- A- A2
Portugal BB BB+ Bal M4
Romania BBB- 4 BBB- Baa3
Slovakia A A+ A2
Slowenia A- BBB+ Bal
Sweeden AAA AAA Aaa
Hungary BB BB+ Bal
United Kingdom AAA AA+ v Aal
Italy BBB BBB+ Baa2

Source Reuters.

VA downgrade or upgrade of rating in comparison toypoeis Strategy

Chart 3. 5-years CDS for Poland and other EU Menfbiates*
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Chart 4. Selected 10Y euro-denominated bond spmaards German bunds*
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*) Since September 2011 10Y Greek bonds spreadrttswaerman bunds is quoted well above 1500 bp.

Chart 5.Polish zloty exchange rate against euro daltar in years 2003-2014
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Annex 6. Public debt In Poland — statistical annex

Table 8. Public debt in Poland in period 2001 -201L4

Item 2001 2002 2003 2004 2005 2006 ZOOT ZOOP 20¢9 0102 2011 2012 2013 | VI 2014
1. State Treasury debt
a) PLN bn 283.9 327.9 378.9 402.9 440.2 478.5 501.5 569.9 631.5 701.9 771.1 793.9 838.0 750.2
domestic * 185.0 219.3 251.2 291.7 315.5 352.3 380.4 420.2 462.7 507.0 524.7 543.0 584.3 488.8
foreign * 98.9 108.6 127.8 111.2 124.7 126.2 121.1 149.7 168.8 194.8 246.4 250.9 253.8 261.
b) GDP % 36.4% 40.6% 44.9% 43.6% 44.8% 45.1% 42.6% 44.7% 47.0% 49.5% 50.5% 49.7% 51.2% -
2. Public debt
a) PLN bn 302.1 352.4 408.3 431.4 466.6 506.3 527.4 597.8 669.9 747.9 815.3 840.5 882.3 793.6
b) GDP % 38.8% 43.6% 48.4% 46.7% 47.5% 47.8% 44.8% 46.9% 49.8% 52.8% 53.4% 52.6% 53.9% -
3. General government debt (EU methodology)
a) PLN bn 292.8 340.9 396.7 422.4 463.0 506.0 529.3 600.8 684.4 777.4 859.2 886.9 934.6 830.2
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% 57.1% -
*) place of issue criterion
Table 9. GDP and exchange rates in period 2001 2014
ltem | 2001 | 2002 | 2003 | 2004| 2005 200§ 2007 2008 2009 0102 | 2011 | 2012 | 2013 | vi2014
1. Gross Domestic Product
PLN bn | 7796] 8086 8432 9245 9833 10602 1176.7] 12755 13445 14166 15281 15964 16357 -
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 4.1472 4.1609
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 3.0120 3.0473
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Table 10. Public finance sector debt before consmion *

1. | Central government sector debt 795 702.9 89.4%| 44 204.1 5.6% | 839 907.1 88.9% -87 727.4  -10.4% 752 179.6 87.6%
1.1.| State Treasury 793 853.7 89.2%| 44 171.7 5.6%| 8380254 88.7%|| -87821.4 -10.5% 750 204.0 87.4%)
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 51p.1 0.1% 60.6 11.7% 579.8 0.1% -27.3 -4.7% 552.5 0.1%
1.4.| Independent public health care units 12935 0.1% -32.1 -2.5% 1 261.4 0.1% 79.5 6.3% 1 340.9 0.2%
1.5.| State institutions of culture 16.8 0.0% -3.4 -20.4% 13.4 0.0% -7.1 -53.4% 6.2 0.0%
1.6. | Polish Academy of Science (PAN) and units estabtidhy it 8.0 0.0% -4.1 -52.1% 3.8 0.0% -1.0 -25.2% 29 0.0%
Other central government legal entities establisiveter

1.7,| Separate acts for public tasks execution wittettaeption of 11.8 0.0% 115 97.4% 23.3 0.0% 49.8| 213.7% 73.1 0.0%
enterprises banks and companies organized undenerxial
law
2. | Local government sector debt 72 812.6 8.2% 1243.5 1.7% 74 056.0 7.8% -1 857.6 -2.5% 72 198.4 8.4%
2.1.| Local government units and their associations @Be&0 7.7% 1 286.1 1.9% 69 492.7 7.4% -1 848.5 -2.7% 67 644.2 7.9%
2.2.| Local earmarked funds 43929 0.5% -455.3 -10.4% 3937.6 0.4% 26.1 0.7% 3963.7 0.5%
2.3.| Independent public health care units 995 0.0% -18.4 -18.5% 81.1 0.0% -4.0 -5.0% 77.0 0.0%
Other local government legal entities establishadiun

2.4, | Separate acts for public tasks execution wittettueption of 1136 0.0%| 4311  379.4% 544.7 0.1% 312 5.7% 5135 0.1%
enterprises banks and companies organized undenerxial
law

3. | Social security sector debt 21 136.6 2.4%]|( 10121.0 47.9% 31 257.6 3.3% 2 986.9 9.6% 34 244.5 4.0%
3.1.| Social Insurance Institution (ZUS) 0.0 0.0% 0.0 - 0.0 0.0% 0.0 -98.2% 0.0 0.0%
3.2. | Funds managed by Social Insurance Institution A3 2.4%|[ 10121.0 47.9% 31 257.6 3.3% 2986.9 9.6% 34 244.5 4.0%
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 18, 2014
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Table 11. Public finance sector debt after conslimh *

1. | Central government sector debt 770 819.5 91.7%| 42 695.8 5.5%| 813515.3 92.2% -86 976.6 -10.7% 726 538.7 91.6%
1.1.| State Treasury 769 128.8 91.5%|( 42 698.4 5.6%| 811 827.1 92.0% -87 081.9 -10.7% 724 745.2 91.3%
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 486.4 0.1% 45.5 9.4% 531.9 0.1% -32.9 -6.2% 498.9 0.1%
1.4.| Independent public health care units 1188.6 0.1% -55.1 -4.6% 11335 0.1% 92.4 8.1% 1225.9 0.2%
1.5. | State institutions of culture 3.1 0.0% 51 164.5% 8.3 0.0% -7.4 -89.6% 0.9 0.0%
1.6. | Polish Academy of Science (PAN) and units estabtidhy it 4.7 0.0% -2.6 -55.7% 2.1 0.0% -0.2 -11.2% 1.9 0.0%
Other central government legal entities establisheter

1.7.| Separate acts for public tasks execution witfettueption of 7.9 0.0% 45 57.6% 12.4 0.0% 53.5|  429.7% 65.9 0.0%
enterprises banks and companies organized undenerxial
law
2. | Local government sector debt 67 398.2 8.0% 999.3 1.5% 68 397.6 7.8% -1 537.7| -2.2% 66 859.8 8.4%
2.1.| Local government units and their associations N2 7.6% 1189.9 1.9% 65 210.1 7.4% -1563.8 -2.4% 63 646.3 8.0%
2.2.| Local earmarked funds 3314.1 0.4% -184.9 -5.6% 3129.1 0.4% 30.3 1.0% 3 159.5 0.4%
2.3.| Independent public health care units 53.1 0.0% -3.6 -6.2% 54.5 0.0% -3.5 -6.4% 51.0 0.0%
Other local government legal entities establishadiun

2.4, | Separate acts for public tasks execution witfettueption of 5.9 0.0% 2.1 -35.0% 38 0.0% -0.8| -19.8% 3.1 0.0%
enterprises banks and companies organized undenerxial
law

3. | Social security sector debt 2259.1 0.3%| -1879.0 -83.2% 380.1 0.0% -213.1| -56.1% 167.0 0.0%
3.1.| Social Insurance Institution (ZUS) 0.0 0.0% 0.0 - 0.0 0.0% 0.0 -98.2% 0.0 0.0%
3.2.| Funds managed by Social Insurance Institution 21259 0.3%|[ -1879.0 -83.2% 380.1 0.0% -213.1 -56.1% 167.0 0.0%
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 18, 2014
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Table 12. State Treasury debt by instrument acogrth 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
1Z bonds
floating rate
TZ bonds
WZ bonds
PP bonds
1.2. Savings bonds
fixed rate
KOS bonds
DOS bonds
floating rate
TOZ bonds
COl bonds
EDO bonds
2. Other domestic debt
deposits of public finance sector entities
matured payables
other
Il. Foreign debt
1. Treasury securities issued in international
1.1. Marketable securities
fixed rate
EUR
usD
CHF
JPY
floating rate
usD
CHF
2. Loans
fixed rate
EUR
uUsD
JPY
floating rate
EUR
usD
3. Other foreign debt

XI12011

XI12013

793 853.7
542 969.9 584 273.0
3435 574338.0
526 109.5 565 703.8

838 025.4

404 025.7 421 166.5
6110.4 -
55489.4 61527.1
151 290.3 172 794.2
154 636.1 148 565.1
36499.5 38280.0
23100.0 30050.3
23 100.0 30 050.3
98 983.8 114 487.0
494.6 360.5
97739.2 114126.5
750.0 -
7367.9 8634.2
1784.0 2 685.5
- 873.1
1784.0 18124
5584.0 5948.7
80.5 258.6
1831.9 1848.3
36715 3841.7
94924 9935.1
9438.1 99185
50,8 13.1
3.6 3.6
250883.8 253 752.3
199 955.1 193 781.9
199 955.1193 781.9
1984315 192 267.4
123367.6 120 069.7
44 014.3 42 372.2
16 680.0 16 654.4
14 369.6 131711
1523.6 15145
253.6 246.4
1270.1 1268.1
50 928.6 59 970.4
21 496.0 19078.6
21 251.6 18 991.9
3.9 -
240.5 86.6
29432.6 40 891.8
29 428.2 40 891.8
4.4 -
0.1 0.0

V12014

750 204.0
488 822.7
477 012.9
467 797.8
357 277.3

52 807.4
142 103.0
129 764.1

32 602.9

7 801.5

7 801.5
102 718.9
244.9
102 474.0
92151
3130.7
1139.1
1991.7

6 084.4
363.7
1817.1
3903.6
11 809.8
11 804.2
2.1

3.5

261 381.3
200 883.6
200 883.6
199 350.0
124 502.4

46 319.0

14725.8

13 802.8

15335
249.3
1284.2

60 497.7

18 433.1

18 398.4

34.8

42 064.5

42 064.5

0.0

structure
V12014 %

100.0
65.2
63.6
62.4
47.6

0.0
7.0
18.9
17.3
4.3
1.0
1.0
13.7
0.0
13.7
0.0
1.2
0.4
0.2
0.3
0.8
0.0
0.2
0.5
1.6
1.6
0.0
0.0
34.8
26.8
26.8
26.6
16.6
6.2
2.0
1.8
0.2
0.0
0.2
8.1
25
25
0.0
0.0
5.6
5.6
0.0
0.0

change

X112013 - XI1 2012

PLN mn %
44 171.7 5.6
41 303.1 7.6
40 860.5 7.7
39594.2 7.5
17 140.8 4.2
-6 110.4 -100.0
6 037.8 10.9
21503.9 14.2
-6 071.0 -3.9
1780.5 4.9
6 950.2 30.1
6 950.2 30.1
15503.2 15.7
-134.1 -27.1
16 387.3 16.8
-750.0 -100.0
1266.2 17.2
901.6 50.5
873.1 -
28.4 1.6
364.7 6.5
178.1 221.1
16.4 0.9
170.2 4.6
442.6 4.7
480.4 5.1
-37.8 -74.3
0.0 -0.6
2 868.6 1.1
-6 173.2 -3.1
-6 173.2 -3.1
-6 164.1 -3.1
-3297.8 -2.7
-1642.2 -3.7
-25.6 -0.2
-1198.5 -8.3
9.1 -0.6
-7.2 -2.8
-2.0 -0.2
9041.8 17.8
-2417.4 -11.2
-2 259.7 -10.6
-3.9 -100.0
-153.8 -64.0
11 459.2 38.9
11 463.6 39.0
-4.4 -100.0
-0.1 -95.7

change

V12014 - X1 2013

PLN mn
-87 821.4
-95 450.3
-97 325.1
-97 906.0
-63 889.1

0.0

-8 719.8
-30 691.2
-18 801.0

-5677.2
-22 248.7
-22 248.7
-11 768.1

-115.6
-11 652.5
0.0
580.9
445.2
265.9
179.3
135.7
105.1
-31.2
61.9
1874.7
1885.7
-10.9
0.0

7 628.9
7 101.6
7 101.6
7 082.6
4 432.7
3946.8
-1 928.6
631.7
19.0
2.9
16.1
527.3
-645.4
-593.6
0.0
-51.8
1172.7
1172.7
0.0

0.0

%
-10.5
-16.3
-16.9
-17.3
-15.2

-14.2
-17.8
-12.7
-14.8
-74.0
-74.0
-10.3
-32.1
-10.2
6.7
16.6
30.5
9.9
2.3
40.6
-1.7
1.6
18.9
19.0
-83.7
-0.4
3.0
3.7
3.7
3.7
3.7
9.3
-11.6
4.8
1.3
1.2
1.3
0.9
-3.4
-3.1
-59.9
2.9
2.9

-89.8
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Table 13. State Treasury debt by holder (PLN nm)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
KOS nonds
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
KOS 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
Il. State Treasury debt towards non-residents
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
KOS 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

=lw

w N

X112012 | Xl 2013

V12014

793 853.7 838 025.4 750 204.0
361 478.4403 314.7 303 157.7
98 564.1125 813.6 148 928.4
91 526114 686.2) 135 379.2

91 526/3114 686.2 135 379.2

3769.8 0.0
71155 153495
244116 31870.3
198449 18180.2
1389.7, 22239
581.2 677.0

0.5 0.0
34 398.3 46 385.4
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

7 037.811 127.4
2629144277 501.1
251 472266 493.4
244 122,0257 874.8
1750.9 0.0
15930.9 20 335.7
70 630.9 74388.2
71812.2 64 414.5
16 278.6 19 200.7
12 960.5 22528.8
492.2 359.8
53 530.8 56 647.1
735.0 0.0

7 350.4 8618.6
0.0 873.0
17824 1810.8
80.3 258.3
1820.8) 1839.9
3666.9 3836.6
94924 90935.1

9438.19 918.5
50,8 13.1
3.6 3.6

1949.5 1072.6

432 375.3 434 710.7
190 4781P3 158.3
190 461.2193 142.8
589.7 0.0
324429 25842.0
56 247.8 66 535.8
62979.1 65970.4
18 831.2 16 855.4
9558.4 68445

1.9 0.7
9810.1 11094.0
0.0 0.0
175 15.5

0.0 0.1

15 1.6

0.2 0.3
111 8.5
4.7 5.1

190 967281 581.9
50 928.6 59 970.4

29 130.234 024.6
20855.6 25112.8

702.4 746.4
0.0 0.0
136.4 36.9
104.1 49.8

0.0

12 355.8
41578.6
16 037.7
23115
987.4

447 046.3
199 821.3
199 806.0
0.0

22 898.3
64 512.2
80 275.7
15 406.8
4293.1

7.4

186 727.2
60 497.7
35 667.8
23941.7
853.5

structure
V12014
%
100.0
40.4
19.9
18.0

24.9

change
XI12013 - X111 2012| VI 2014 - X1l 2013
PLN mn % PLN mn

44 171.7 56| -87821.4
41836.3 11.6| -100 157.0
272495/ 27.6| 23114.8
23159.9] 25.3| 20692.9
23159.9) 25.3| 20692.9
-3769.8/ -100.0 0.0
8234.0/ 115.7) -2993.7
7458.7/ 30.6 9708.3
-1664.7 -8.4 -21425
834.3 60.0 87.6
95.8 16.5 310.4
-0.5| -100.0 0.0
11987.1 34.8| 157228
-15.0| -100.0 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
4089.6/ 58.1 2421.9
14 586.8 55| -123271.8
15 020.9 6.0/ -124 681.0
13 752.7 5.6| -125262.1
-1750.9| -100.0 0.0
4404.7| 27.6 -2782.4
3757.3 5.3| -38376.0
-7 397.7| -10.3| -30963.9
29221 180 -4 316.2
9568.3) 73.8| -20007.7
-132.4| -26.9 -115.2
3116.3 5.8 -28700.7
-735.0/ -100.0 0.0
1268.2f 17.3 581.1
873.0 - 265.8
28.4 1.6 179.0
178.0, 2215 105.0
19.1 1.0 -28.3
169.8 4.6 59.5
442.6 4.7 1874.7
480.4 51 1885.7
-37.8| -74.3 -10.9
0.0 -0.6 0.0
-876.8/ -45.0 -465.5
2335.4 05| 12335.6
2679.6 1.4 6 663.0
2681.6 1.4 6 663.2
-589.7| -100.0 0.0
-6 600.9| -20.3 -2943.7
10287.9 18.3 -2 0235
2991.3 47| 14305.3
-1975.8 -10. -1 448.6
-2713.9| -284 -2551.4
-1.2| -63.0 -0.4
1283.9] 13.1 1325.4
0.0 - 0.0
-2.0| -11.3 -0.2
0.1 - 0.1
0.1 3.4 0.2
0.1 64.0 0.0
-2.7| -23.8 -2.9
0.4 8.5 2.3
-9 385.9 -4.9 5145.3
9041.8 17.8 527.3
4894.4| 16.8 1643.2
42572 20.4 -1171.1
44.0 6.3 107.0
0.0 - 0.0
-99.5| -73.0 -36.9
-54.3| -52.2 -15.0

change

%
-10.5
-24.8

18.4

18.0

18.0

-19.5
30.5
-11.8
3.9
45.8

33.9

-48.6

-13.7
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Table 14. Factors influencing change in the debGDP ratio

2003 2004/ 2003 2006 2047 2008 2009 2010 2011 201Q13P
Change in ST debt-to GDP ratio 44 -14 1.2 0.4 42521 23 2.6 0.9 -0.7 1.5
State budget primary balance 15 2. 0.3 10.3 1.600.1 -0.6 0.7 -0.7 -0.7 0.0
ST debt servicing costs (pension reform costs ebezly 24 2.0 2. 2.0 1.8 1/4 1.7 1.6 1.5 n.7 1
Servicing costs on debt issued to finance pengform 0.5 0.5 0.5 0.4 5 0.6 07 0.8 @ D.9 1
EU funds budget balance 0.0 0.0 0.0 0.0 0.¢ 0.0 0.0 0|7 0.8 0.2 -0.
zgr;d(?otr?:esﬁigﬁgntcf)ofl:hse contribution transferoe@PF 0.0 L1 13 L4 1.4 1.b 1p 116 10 0.5 P
Net proceeds from privatisation -0{4 -0.8 -0.3 D.0-0.1 -0.1 0.0 -0.6 -0.4 -0.2 -0.1
Public finance sector liquidity management D.0 0.00.0 0.0 0.0 0.0 0.¢ 0.0 -16 -0(2 0.(
FX rate movements 1.4 -2.2 -0.3 -0.4 -0.4 2.0 -03 0}0 1.9 -1.3 -D.
Nominal GDP growth -1.7| -40| -2.6] -3.2 -4.5 38 28 -2(4 -36 -21 12
Other factors* 06| -0.1 0.3 0.3 0.3 0.0 16 0j1 1.2 0.6 D.

*) Other factors include: other borrowing requiremis (including: the balance of granted loans, amefipancing), changes not resulting from
borrowing requirements (changes of debt resultiognf changes of budget account balance, TS discditapitalization and indexation, off-
budget drawings, conversion of FUS debt to OFE isiées) and changes in other ST debt (among otheetured payables and funds deposited
with Minister of Finance under the public finan@etr liquidity management).

Table 15. Local government units and their debteieenues ratio in 2012 — 2013

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 2 300 297 923 858 196 26
Cities with county rights 65 64 2 14 35 13 0
5;”12 Counties 314 310 48 155 86 18 3
Voivodeships 16 16 1 4 6 4 1
Total 2 809 2 690 348 1096 985 231 30
Municipalities 2413 2 307 317 972 839 148 31
Cities with county rights 66 66 3 26 24 12 1
2)8'13 Counties 314 308 50 156 80 18 4
Voivodeships 16 16 2 2 10 1 1
Total 2 809 2 697 372 1156 953 179 37
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