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Letter from the President of the Management
Board

opened. The PZU Groupbds obj ec
continue its profitable growth and maintain it s leading

position on the Polish insurance services market.

At the end of 2013, we initiated the pilot programme of

the Everest platformi one of t he worl dbés
IT policy support systems. This is key evidence of the
evolution of tperatinghdel frGmanu p 6 s ¢
organization operating in accordance with product lines

to a customer-oriented organization. This is almost

certainly the most important change we managed to

implement this year and it will have an impact on the
Companyds oapdecongdetiiive postion for

many years.

Customer orientation and high operational effectiveness
will help maintain the leadership position T the PZU
Group will remain the largest and most profitable

insurance company in Central and Eastern Europe.

P2 is also developing its foreign offices. We started to

sell insurance products in Latvia and Estonia in 2013.

The profitability of PzZUG6s f ol

) improving and, from year to year, is becoming an
Dear Sirs,
increasingly important position in our balance sheet.

On behalf of the Management Boards of the PZU Group

] i . i In the area of investments, the PZU Group is continuing
companies, | hereby present the consolidated financial

to strengthen its position on the market through TFI
statements for 2013.

PZU, consistently pursuing a policy of expanding the

The PZU Group has had another successful year. We PZU Group6s investment skills

have made numerous changes in a short time and are Companyd s s i g ridr individualrinvestors.
continuing to build a new quality of organization based

From a business point of view, we set ourselves a
on t he Co mpterm strétegy. ITleeseghanges
ﬁarticularly high target in 2012, achieving the best net
i gh "market position in the
financial result since our IPO. This is why | am

have reinforced the firmds

insurance industry in Central and Eastern Europe and

i especially pleased to announce
have enabled new markets and business areas to be

MANAGEMENTO SOF REPWRIECHNYBEEZRGAED ZE 6 KSBNAGKMTAIAGROUFOR 2013



financial profitin 2013 was PLN 3295.1m and was PLN
413m higher than the
in this period was 24.1 % which means growth of 0. 1
p.p. compared with the previous year. This success is
the result of the consistently pursued strategy, which
emphasizestotal shareholdersreturn. The unique
mobilization and determination enabled us to achieve
the business objectives in the situation of an economic
downturn and a slow-down in the growth of individual

consumption.

Many factors contributed to such a good result,
including an increase in written gross premiums arising
from the high rate of growth of sales of certain
products, as well as the lack of major catastrophic and
natural claims in agriculture. The maintenance of
discipline in fixed costs, which is a result of several
years of restructuring, was of particular significance.
We achieved this with the simultaneous streamlining

and automation of the servicing processes.

PzU6s and PZU tycieds fi
credit rating awardedby St andar d

t he lgvedh o

We entered 2014 with visible symptoms of economic

recovery, which will certainly affect the whole of the

nanci al
& Poor énsdrzealgeﬁ}lla(.

financial sector. However, our ambitions are very wide

pr evi oaslwegdoaatibtend to edt onpur @drdlst I.trust thaO E

the consistent pursuit of the business strategy coupled
with the effects of changes which have taken place at
PZU in recent years will help us achieve our business

objectives.

At this point, | would like to thank our employees for
their efforts in building value for PZU. | would like to
thank the Supervisory Board for their effective
cooperation and support in transforming PZU into a
modern and operationally effective organization focused

on satisfying customer needs.

Yours faithfully,

Yy W7

strength rating and

i ned at
President of the Management Board of PZU SA



Letter from the Chairperson of the Supervisory
Board

accompanied by a further exacerbation of the credit
crunch in the euro zone. This adverse impact from
external factors was noticeable in many segments of
the insurance business; it particularly severely affected
the mass market insurance segment, including motor
insurance, as well as the corporate insurance segment.

Even so, in such difficult conditions, the PZU Group

managed to improve its financial results for another

successive year. The improvement in the results was

primarily due to the increase in gross written premiums,

less calims in agriculture and the improve ment in the

profitability of certain products. Paradoxically, we

managed to improve profitability in the financial

i nsurance segment because of |
construction market and the resulting changes in the

= risk acceptance and valuation process. Upholding cost

/ ’ discipline was also important. It is also worth

emphasi zing PZUbds consistent]|
on eastern markets over the past few years.

PZzU has maintained a high rati
confirmed PZU3 and Pezbls tfyicnnanci al st

:L t h e Idvehfor both companies, is which confirmation
of PZUb6bs very strong capital I
Dear Sirs,

of market confidence in the strategy pursued by the
2013 was another successive year which ended with the Company.

best financial result for PZU since the IPO, and the
maintenance of the highest rating for Polish companies.
Despite the difficult external situation and significant
economic downturn, the Company has reinforced its

I would like to thank the Management Boards and
employees of the PZU Group for their vision,
commitment and their thorough work, without which

the achievement of such a good result would not have

market position and is successfully continuing to been possible

implement its strategy.
We are looking into the future at the clear economic

The beginning of 2013 in the economy was a recovery in the second half of 2013. This applies to

continuation of the negative trend from 2011. The both growth in GDP and industrial production, as well as

slow-down in the growth of individual consumption and retail sales. That hence opportunities for faster growth

decline in investments, both in Poland and abroad, was and a further i mprovement in ot



I am certain the Company will be able to take
advantage of this opportunity and that the ambitious
plans for 2014 will be achieved with benefits for the
shareholders, customers and employees of the PZU
Group.

Yours faithfully,

W GQ&&»@ M@&

Waldemar Maj

Chairperson of the Supervisory Board of PZU SA

MANAGEMENT O SOF REGWRIECHNUBEZRGAD Z E 6 KSYBNAGKRATAIAGROUFOR 2013



1 Brief description of the PZU Group

First position on the non-life First place on the life Number one in the ranking of Third place on the open-

insurance market, with a insurance market in regular investment funds with an ended pension funds market

31.1% market share. premiums - share of 11.8% share of fund T share of net assets at a
4370/0 assets level of 134%

The Powszechny Zakgad Ub e z pfithe ecanenie transfor@akians, askvellyag thraughout

Group (PZU Group)is one of the largest financial the whole of Europe since 200"
institutions in Poland and in Central and Eastern ended up in the hands of 250 thousand individual
Europe. Itis headed by a Polish insurance company, investors.

Pz A (PZU, | r).
U SA (PZU, Issuer) Structure of PZU®ds sharehol

The PZU Group satisfies the fundamental needs of 16m 31/12/2013
customers in the area of security and stability, including
6m customers in the area of group life insurance. 35.2%
State Treasury
Innovativeness, ethics in operation and adaptation to 64.8%
the increasingly demanding market conditions caused Others
by, among other things, the entry of international
players onto the Polish market, constitute the basis for
PzUb6s rapid expansion. Th yer
one on the Polish insurance market. Itis
simultaneously strengthening its position in other PzU6s strategic investor is ¢t
segments of the financial market in Poland. the end of 2013, held a 35.19¢

. L . share capital.
The PZU Group is also developing its insuance business P

in selected countries of Central and Eastern Europe and PZUhas been distributing the profit generated to its

has a presence in Ukraine, Lithuania, Latvia and shareholders since the start of its presence on the WSE.
Estonia. It has already gained a significant position PZU has a clearly defined dividend policy. The main
there. For instance, it collected 13.6% gross written objective ofthe PZU Groupds equity and
premiums in non-life insurance in Lithuania in 2013 and  for the years 2013/ 2015, which was adopted in August
has therefore taken third place on that market. 2013, is to reduce the cost of capital by optimizing the
balance sheet structure through the conversion of
PZU on the capital market equity to cheaper debt capital, while maintaining a high

The event, which became an additional catalyst for level of security and development funding. The

change and PzZUb6s offensive diYidﬁr}d%pai? CBJWB’[?PG&)I’Q ﬁtsnﬁ% &0 %O%Ztg??/,e
PZU6s sharehol ders high divideé
other large companies listed on the regulated market.

was its IPO in 2010. The value of the offer was almost
8.1bn zlotys and was the largest public offering (IPO)

not only in the history of the Polish capital market, but A shareholder, who acquired P.

in May 2012 increased his savings by 78.6%. by the end
of 2013.

also in Central and Eastern Europe since the beginning



PZU 1 strong customer orientation

The PZU Groupbs product s
customers at every stage of life and every stage of
development of Polish firms. The PZU Group not only

a BAAAMMG' Y mainfaifl the'higitbdt 8tdndards of

service. The extensive satisfaction surveys have shown
that 91% of customers are satisfied with the claims
provides comprehensive insurance cover in all major handling process. The NPS (Vet Promoter Scord
among customers who experienced the claims handling
process or received a payment of benefits, was as high
as 29%. As many as 50% of customers indicated that

they are active promoters of PZU.

areas of private, public and business life, but also offers
various forms of increasing savings, including the
accumulation of funds for an additional pension.

The PZU Group is an innovator on the Polish financial
market. It was the first institution in Poland to create a
Voluntary Pension Fund and offer Individual Pension
Security Accounts. It is a precursor in the development
of health insurance and was the first to launch drug
insurance on the Polish market. Itis also actively
working towards developing voluntary health insurance.

PZU6s customers have access to the |l argest sales and
service system among Polish insurers. It includes 412

branches, 8.4 thousand agents and electronic

distribution channels (helpline, Internet). The PZU

Group also has an efficient claims handling system. It is

also implementing a modern IT system, with a view to

building closer relationships with the multi -million group

of its customers.

Protection of property

and securing third
party property against
damage

Accident cover

Increasing savi ngs

Securing the future of
the family

Preparations for
retirement

TPLand auto casco
insurance insurance

Financial insurance

Accident insurance

Health insurance

Structured products

Participation units in
investment funds and
unit linked funds

Group and individually
continued protection
insurance

Individual protecti on
insurance

Pillar Il of the pension
systemi open-ended
pension funds

Pillar 11l of the pension
system (employment
pension products- EPP,
individual pension
accountsi IKE and
individual pension
security accounts i IKZE)
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PZU 7 high operational efficiency

declining in recent years. In 2013, the combined ratio

The financial results achieved by the PZU Group in
recent years place it among the most profitable financial
institutions in the country. They simultaneously
contribute to high performance ratios. In 2013, the rate

(COR) for non-life insurance declined to 87.8%.

The PZU Group complies with all safety standards of

business. Equity amounted to PLN 13,127.3m as at

31 December 2013. The solvency coverage ratio at

i . ) both PzU and PZU tycie signifi
of return on capital was 24. 1%. In add ition, the claims ,
. ) , , average for the insurance sector.
ratio in the insurance portfolio has been systematically
KPI 2013 2012 2011 2010 2009%+
ROE 24.1% 24.0% 18.3% 20.3% 24.0%
Combined ratio (COR) for non-
life insurance 87.8% 92.8% 95.3% 104.5% 99.0%
. . -
Group insurance profit margin 23.0% 24.5% 21.8% na na
DY- dividend yield 11.1% 5.1% 8.4% 3.1%** n.a.

* ratio measured to the gross written premium of the group and individually continued insurance segment, excluding one -off effects
** excluding the dividend paid on 26 November 2009 as an advance towards the dividend expected at the end of the 2009 financi al year of PLN 12,749,917k (PLN 147.69 per share)

*+* change in the ABC indirect cost allocation model from 2010

Gross written premium (in
PLN million )

2012

2009 2010 2011

Gross written premium

2013

Net profit (in PLN million)
and ROE (in %)

in PLN
million  24.0 24.0
4000 203
18.3
3000
2000
1000
0
2009 2010 2011 2012
mmm Net profit
Net profit

2013

ROE

Group Solvency | ratio

w %
24.3

25
405.8
20

15 367.9

10 352. 51.8

328.9

2009 2010 2011 2012 2013

e PZU Group

Solvency

The premium increased at an average rate of
3.5% per year in the years 200 9i 2013.

ROE at 241% confirms that the PZU
Group is one of the most profitable
financial institutions in Poland.

The PZU Group has asolvency ratio which is
higher than average for the insurance sector.



PZUbs i
concentration risk 1 this arises from the high level of
diversification of the portfolio. It largely consists of a

nsurance portfolio

substantial share of premiums obtained from the mass
market (non-life insurance) and group insurance
customer (with moderate sum of insurance).

At the end of 2013, the PZU Group employed
approximately 11.24 thousand employees calculated as
FTEs.

PZU socially responsible

Social responsibility7 of the whole firm and every
the foundation of
a prerequisite for sustainable development. The CSR
activities undertaken in support of the business
objectives apply to the following areas:

employeei i s

Customer relations i ethics in cooperation as the basis
of customer relations, high standards of service;

iAdivitiasddr theecenpruurgtye ahd hemce concern for
financial awareness and comprehensive safety;

Employee relationsi development of a results-oriented
organizational structure;

Environmental impact, especially in terms of educating
employees in this area.

The confirmation of the highest standards at the PZU
Group CSR
Index of socially responsible companies on the WSE in
Warsaw, as well as in the CEERIUS CEE Responsible
Investment Universe) sustainable development index on

regarding

the stock exchange in Vienna., ) )
all PzU6s activities and
Both PZU and PZU tycie

leved since 2009. This is the one of
highest possible rating awarded to companies in Poland.

ratingatt h e

PZUb6s shar e pfiomdP®© dnithe Warsaw Stock Exchange
190.0 .
170.0 48.7% of the total
I shareholdersreturn comes
from dividends, cumulatively
150.0 PLN109.04 per share
130.0 /\NM
51.3% of the total shareholders
110.0 | retumn comes from the increase
in the price
PLN141.50 per share
90.0
70.0
e=—pP7U TSR PZU WIG
PZUTSR-t ot al sharehol/ dersé returs, i[ncluding divi:

| RESREZTUO s

have

h

f

P

C



Main consolidated financial data of the PZU Group for 2009 1 2008

2013 2012 2011 2010 2009

i{l‘ﬁzi)""”tte” insurance premiums (in PLN 16,480.0 16,243.1 15,279.3 14,541.0 14,362.7
Revenggs from commissions and fees (in 320.0 2371 281.4 288.0 340.9
PLN million)

Income from investments (in PLN million) 2,488.1 3,704.7 1,593.8 2,777.8 3,469.0
mtk')rl‘f)“'ance EES EMME | Eameris (o P (11,161.2) (12,218.7) (10,221.1) (10,384.1) (9,436.3)
Acquisition costs (in PLN million) (2,015.9) (2,000.4) (1,962.0) (1,911.3) (1,839.6)
Administrative expenses (in PLN million) (1,406.5) (1,440.3) (1,383.9) (1,505.8) (1,808.9)
Operating profit (in PLN million) 4,181.0 4,080.2 2,956.7 3,088.1 4,601.8
Net profit (in PLN million) 3,295.1 3,253.8 2,343.9 2,439.2 3,762.9
Total assets (in PLN million) 62,362.4 55,909.6 52,129.3 50,670.6 53,287.4
Financial assets (in PLN million) 54,688.7 50,423.1 46,775.4 45,345.0 48,237.6
Equity (in PLN millior) 13,127.8 14,269.3 12,869.5 12,799.9 11,266.9
Technical provisions (in PLN million) 37,324.4 35,400.8 32,5622.7 31,823.0 30,825.0




The most important events in 2013

Non-life insurance

Gross written premium of PLN 8,274m zlotys, namely 2.1% less than in 2012, as a result of a decline in
written premium of motor insurance.

Market leader with a share of 31.1% and 38.1% on the motor insurance market (after 3 quarters of 2013).

Extension of strategic cooperation with companies which have large customer databases.

Life insurance

Gross written premium according to IFRS at PLN 7,745m, increase of 3.9%.
Market share of 29.3%, including 43.7% in regular premiums (after three quarters of 2013).

Stable growth in group and continued insurance premiums of 0.8 % yly, becau se of an increasing number
of insured, as well as a rise in the average premium, additionally supported by additional sales of profitable
riders.

Development of group health insurance (introduction of additional medical consultations and innovative
products i Antibiotic drug insurance). The healthcare services provider, PZU Pomoc [PZU Assistance]
worked with 1,050 establishments (800 at the end 2012).

Investment funds

Net ssset value of PLN 22.2bn at the end of 2013 i growth of PLN 6.9bn.
Maintenance of the position of leader with a market share of 11.8%.

Maintenance of the position of leader on the market of Employee Pension Programmes and registration of
further EPPs.

Launch of a new product onto the market, PZU Pece of Mind Portfolio.

Pension funds

Third place on the market with a share of 13.4% by net asset value.

Maintenance of the position of leader on the Individual Pension Security Accounts market among the
voluntary pension funds.

Active participation in the work on the Pension System Act.

Foreign operations

Rapid expansion of business and increase in market share:

Ukraine: 3.3% of the non -life insurance market and 5.7% of the life insurance market (after 3 quarters of
2013);

Lithuania: 13.6% of the non -life insurance market (3rd place on the market) and 4.2% of the life
insurance market.

Opening of a branch in Estonia.

Participation in the privatization process of Croatia Osiguranje.

Infrastructure

Pilot launch of a new EverestIT system for non-life insurance policies.
Reconstructionofthe Co mpany és further branches.

Further improvements in the claims handling process.

Human resource management

Employment restructuring and a decline in the number of employees i 2.9% decline in employment in
2013.

Completion of the process of writing up and valuing work posts.

Development of a results-oriented organizational structure.

Financial results and safety of
operations

Net profit of PLN 3,295.1m, namely 1.3% higher than in 2012.
Return on capital 24.1% 1 an increase of 0.1 p.p. compared with 2012.

Acceptance of a new dividend policy and payment of an advance towards dividends from the profit for
2013. Overall, PLN 4.3bn was paid to shareholders.

Maintenance of solvency ratios which are higher than the average for the sector.
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2 The external environment in 2013

2.1 The main trends in the Polish economy

Gross Domestic Product

Real GDP in Poland increased by 1.6 % in 2013
compared with 1.9% in the previous year. In the first
half year, the growth rate was just 0.7% yly, but then it
started to increase and, in the last quarter, it was 2.7%

yly.

2013 was the second successive year of a decline in
domestic demand, which was concentrated in the first
half year. A real decline in income from 2012, with a
higher rate of unemployment and a low rate of savings,
resulted in two successive years of the lowest individual
consumption growth since the mid-nineties. Individual
consumption in 2013 increased by just 0.8%, which is
even weaker than in the previous year. Once again,
investments in fixed assets also declined (annual decline
of 0.4%), while the change in inventories still had a
negative impact on GDP growth.

Composition of GDP growth

4Q 2013F

= Gross accumulation

mmm Consumption

Balance of trade GDP growth

However, starting from the third quarter, domestic
demand gradually started to recover. In the light of the
real growth in income and symptoms of th e
improvement on the labour market, the stagnation of
individual consumption was finally interrupted, the rate
of which can be estimated at around 2.0% yl/y in the
last quarter of 2013." Investments in fixed assets also
started to increase in the third quarter. The turnaround

'PZUb6s estimate

in the declining trend of investments can be evidence of
a noticeable improvement in the outlook for demand
and the financial situation in companies.

In the light of the declining domestic demand, economic
growth was once again possible in 2013 as a result of
the achievement of a positive balance of foreign trade.
The situation improved gradually in 2013 on the main
markets for Polish exports, which remained competitive.
A gentle recovery in domestic demand in the second
half of the year has not resulted in a sufficiently major
increase in imports, to significantly reduce the scale of
the positive impact of net exports on GDP growth.

The labour market and consump tion

The rate of unemployment recorded in 2013 was higher
on average than in 2012 (13.5% compared with
12.8%). However, symptoms of improvement in the
situation on the labour market have been noticeable
since the middle of the year. The rate of growth o f
employment in companies started to increase from May
and, at the end of 2013, employment in this sector was
slightly higher than a year earlier (by 0.3% y/y in
December). The seasonal increase in the rate of
unemployment recorded in the last months of | ast year
was the lowest in six years. As a result, its level in
December was the same as in the previous year, i.e. it
was 13.4%.

In the light of the increased rate of unemployment and
low inflation, employers did not feel any pressure on
salary increases in 2013. The average rate of increase
in monthly salaries in the national economy weakened
to 3.4% compared with 3.7% in the previous year.
However, salaries increased in real terms by 2.5%,
compared with 0.1% in 2012, because of the low level
of inflation. It can be assessed that real gross
disposable income of households also increased, after
they declined slightly in 2012. In view of the low
interest rates in 2013, current household deposits
increased strongly with a decline in term deposits,
which also favoured consumption.



In the first half of the year, the rate of growth of
individual consumption was still close to zero. However,
the real growth in household income, with a slightly
better outlook on the labour market and the increase in
consumer credit, has helped overcome this stagnation
and, in the last quarter 2013, the rate of growth of
individual consumption approached 2%? yly. However,
throughout 2013, it was only 0.8%.

Inflation, monetary policy and interest rates

In 2013, the consumer price index (CPI) increased by
an average of just 0.9% compared with 3.7% in 2012.
At the end of the year, the CPI index declined to 0.7%
yly compared with 2.4% y/y in December 2012.
Inflation would have been even lower, if not for the
jump in the CPI index in July from 0.2% y/y to 1.1%
yly. This was mainly caused by the entry into force of
the amendments to the regulations on the maintenance
of cleanliness in municipalities and, as a result, a
significant increase in household charges for waste
disposal.

The reduction in inflation was encouraged by both
supply as well as demand factors. The regulated prices
of natural gas were reduced at the beginning of the
year, while electricity prices remained stable. Food
prices rose more slowly than in 2012. Given the
relatively weak global economic growth, world prices of
commodities and fuels also encouraged the
maintenance of low inflation. Simultaneously, there
was no demand or pay pressure on price rises. Net
inflation (excluding fo od and energy prices) declined in
2013 to an annual average of 1.2% compared with
2.2% in 2012.

In these circumstances, the Monetary Policy Council
continued the cycle of reductions in NBP (National Bank
of Poland) interest rates, which started in early 2 013, by
25 basis points per month. In March, the Council made
a surprising decision to increase the scale of reductions
to 50 basis points, simultaneously suggesting the
possible end of the cycle of easing monetary policy.
However, in May, given the furt her decline in inflation

2PzZUbs estimate

and the lack of clear signals of an upturn in the
economy, it resumed the 25-point cuts in rates. Three
such decisions were made at successive meetings of the
MPC, after which, in July, with the reference rate
reduced to 2.5%, the end of the cycle of easing
monetary policy was announced. In September, the
Council indicated that interest rates should remain
unchanged at least until the end of 2013, while, at the
November meeting, this period was extended at least
until the middle of 2014. In March 2014 the Monetary
Policy Councilannounced the prolongation of
declaration of maintenance of unchanged interest rates
at least till 3Q2014.

On the money market, changes in WIBOR 6M rates
were closely related to the changes in the NBP
reference rate. The level of WIBOR declined together
with the cuts in interest rates. It stabilized in June

2013, even before the last reduction in rates by the
Monetary Policy Council. The extent to which the
WIBOR 6M rate declined in 2013 was approximately 140
basis points.

Public finance

In 2013, the budget deficit proved to be clearly higher
than the deficit of PLN 30.4bn recorded in 2012.
initially planned to be PLN 35.6bn, but worse tax
revenues than expected in conditions of an economic
downturn forced the government to amend the Budget
Act in September 2013. The planned deficit was
increased to PLN 51.6bn. In January 2014, the Ministry
of Finance initially reported that the deficit for 2013
amounted to approximately PLN 42.5bn.

It was

Poland had no problems whatsoever in obtaining debt
financing i 25% of borrowing needs planned for 2014
had been financed at the end of 2013. After January
2014, it was already 53%.

2.2 The situation on the financial markets

The main trends on the global financial markets
developed in conditions of the euro zone coming out of
the recession in the second quarter and the
continuation of the economic recovery in the US, which
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was sealed in June by the announcement of the
t he
turnaround in

reduction in
Thi s t he
shock to the global financial markets, especially for the
debt market, initiating a trend of a growth in yields from
the middle of 2013. The flow of capital from the bond
market and a better outlook for economic growth
promoted the increase in share prices.

After the banking crisis in Cyprus, which resulted in a
temporary increase in unrest on the global financial
markets in the initial months of 2013, increases in major
world stock exchange indices dominated.

2013 was not unambiguously successful for the Polish
stock exchange. Although the value of the broad
market index, WIG, rose by 8.1%, the index of the
largest and most liquid companies, WIG20, dropped by
7.0%. Such an unusual situation last took place in
2002. The decline in the WIG20 index could have been
the result of concerns about the outflow of foreign
institutional investors in response to the turnaround in
monetary policy in the US. Likewise the uncertainty as
to the scale of further investments of Open-ended
Pension Fund (OFE) capital on the Polish stock
exchange, in the light of the amendments introduced by
the government, could have had an adverse effect on
the stock market.

Treasury bond yields in 2013
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In 2013, the gradient of the Polish treasury bond yield
curve clearly steepened. The difference between the
yields of 10-year and 1-year treasuries increased by
approximately 100 basis points. An important factor in
the decline in the yields of shorter maturity instruments
was lowering in 2013. For 1-year instruments, this

decline amounted to approximately 40 basis points.

figuantnit a fTheyieds ef reasuny godds with longér anaturittes also
F e d &tartechtmimcredseain June 2013, whicl coiwcided wih

both the final phase of the cuts in interest rates by the
MPC and ttirrearounhcid osetary policy. It
seems that this latter factor, in particular, is responsible
for the change in the market trend of Polish treasury
bonds. Finally, 5-year and 10-year bond yields
increased in 2013 by approximately 60 basis points.

Up to the middle of 2013, the zloty was weakening
against the euro and the US dollar. However, in the
second half of the year, the Polish currency
strengthened, despite announcements of the reduction
in the fAquantitative
risk of the outflow of capital from emerging markets.
The zloty exchange was supported very strongly by the

reduction in the current account deficit in the balance of

payments, placing Poland among the stable economies.

Finally, over the whole of 2013, the zloty weakened
against the euro, although more strongly compared with
the end of 2012 (1.4%) than in monthly terms (0.3%).
However, the Polish currency strengthened against the
US dollar (by an annual average of 3.0% and 2.8%
compared with the end of 2012). Additionally, the zloty
strengthened by 0.2% against the Swiss franc
compared with the end of 2012.

Zloty exchange rates in 2013
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2.3 The insurance sector compared with Europe

The average Pole spendsover 4 times less on
insurance than the average European. The value of
insurance premium per average Pole (density ratio) in

easingo



Poland was EUR 384.4 (i.e. PLN 1,627) in 2012, while it
was EUR 1,842.8 in Europe at the end 2012. Almost
60% of the premiums of both the average Pole and the
average European are paid towards life insurance.

In analysing the level of the premium compared with
GDP (penetration ratio), Poland is below the European
average, as a result of which it can be assumed that
there is still growth potential. This indicator for Poland
is half the European average and lessthan one third of
that of the UK.

Central and Eastern European countries, such as
Estonia and Latvia, in which PZU is present, have a ratio
of 1.7% and 0.9% accordingly, which, from the point of
view of market development, open up huge
opportunities for sales growth.

Penetration ratio (in %)
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2.4 Regulations on the insurance market in
Poland

The main legal regulations concerning insurance and
other businessactivities, which entered into force, or
were adopted or published in 2013, that may have

t he

influenceona change in

organization, are presented below:

The Act of 14 December 2012 on the amendment to the
Act on Insurance Activity of 22 May 2003, which
entered into force on 29 January 2013 and implemented
changes in the domestic legal order, which arise from

the ruling of the Court of Justice of the European Union
of 1 March 2011 regarding the lack of possibility of
differentiating insurance premiums or benefits due to
the gender of the person insured.

The legal amendment mainly applies to the subsidiary T
PZU At the
Act still allows insurance companies to apply the
criterion of gender in the calculation of insurance
premiums and benefits, but only on condition that it

tycie. same ti me,

does not lead to a differentiation in insurance premiums
and benefits of individual people.

Minister of Finance Regulation of 8 March 2013
amending the Minister of Finance Regulation of 24
November 2003 on the level of the percentage
contribution paid by insurance companies to the
Insurance Guarantee Fund and the dates of payment of
this contribution, which has come into force on

31 March 2013.

According to the regulation, insurers will pay the
Insurance Guarantee Fund 1.3% (an increase of 0.3
p.p.) of the gross written premiu ms in a given calendar
year on Motor third party liability insurance (later

0 MT Pinsdrgnce and third party liability of farmers.

Draft of the Act on Insurance Activity due to the
implementation of Solvency Il

The Ministry of Finance published a further draft of the
assumptions to the new Act on Insurance Activity in
May 2012. The objective of this work is, among other
things, to implement the provisions of the Solvency I
Directive on solvency requirements into Polish law.?
The timing for the implem entation of these changes it is
not currently known.

The new act will introduce significant changes in the
business and financial management of insurance and
reinsurance companies, which will result in the need to

PzuU dk NNy Yoapzationalchagges agdincu

substantial costs. It is difficult to estimate them at the
present stage. These costs will probably be spread over
time.

2 Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009
on the taking -up and pursuit of the business of Insurance and Reinsurance (Solvency Il),



Products data sheets. In 2013, the Polish Insurance
Association (PIU) adopted a Recommendation of
Information Best Practices rdating unit linked life
insurance policies. The main point of the
recommendation is the Product Data Sheet, which will
be received by every customer considering purchase of
investment product from a life insurance company,
which accedes the Recommendatio. .

The customer will be warned that such a policy is
related to the risk of a loss in value or a loss of all
invested funds. He will also receive information about
the level of all charges related to the insurance product
and three variants of the cour se of the insurance (the
base variant, a variant with a reduced profitability and
increased profitability). Therefore, the Product Data
Sheet will give the ability in a simple cost comparison,
as well as indicate the risk of every unit linked life
insurance policy.

Although the Chamber does not have the right to issue
obligatory recommendations and its application is
voluntary, up to 98 percent of life insurance companies
(measured by the written premium within the
framework of unit linked life insurance products) have
declared that they intend to implementi t. In
accordance with the schedule proposed by the PFSA
(Polish Financial SupervisionAuthority) insurers shall
fully adapt to the provisions of the Product Data Sheet
until May 2014.

On 28 August 2013, PZU
join the recommendation and implement it no later than
by 1 May 2014.

Other regulations in Poland

tyci e

Operating conditions of the insurance sector in Poland
were also influenced by changes introduced to other
areas of economic life also, including:

Regulations on the banking sector, including the
introduction of the amended Recommendation Mon
operational risk management at banks, which restricted
the sale of policies with term deposits through
bancassurane. Most of the provisions of this
recommendation entered into force on 1 July 2013.
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Consequences for the PZU Group:The above
supervisory recommendations, which were implemented
in 2013, had no effect on the level of sales of insurance
products through bancassurancechannels.

The Act on the amendment to certain Acts in connection
with the specification of the principles of paying out
pensions from the funds collected in open-ended
pension funds of 6 December 2013, which has been in
force since 1 February 2014, while some of the
provisions, including those regarding the Individual
Pension Security Account (IKZE) have been in force
since 14 January 2014. The changes include, in
particular:

1 the transfer of the parts of the pension rights of
the members which are expressed as Treasury
bond liabilities from the Open-ended Pension
Funds (OFE) to the Socal Insurance Institution
(ZUS) 1 the bond part of the assets
accumulated in the OFE, of a total amount
corresponding to 51.5% of the units on the
account of every member of the OFE as at
31 January 2013, was transferred to ZUS on
3 February 2014. After the redemption of the
bonds (with effect from 4 February 2014),
these funds were recorded on sub-accounts at
ZUS, where they are to be indexed and
inherited, just as the remaining funds on these
sub-accounts. Additionally, from 3 February

d 2e01c4l pgnrsi%n Junqs ﬁagr}ot inivetst in vg%aaury d
securities nor in debt instruments guaranteed
by the State Treasury, nor in securities issued
by the governments of other OECD states;

9 the specification of the principles of paying
pensions from the funds accumulated in the
OFE and the method of transferring pension
rights of those insured with the OFE to ZUS i
pensions should be paid when the insured reach
retirement age (ultima tely 67 years) in whole
from the Social Security Fund (FUS). To this
end, the funds accumulated in the OFE should
be transferred to the FUS. They will be indexed
according to the rules to date. Funds collected
in the OFE by the insured when he reaches an
age of 10 years less than retirement age will be



gradually transferred to ZUS to a sub-account
and the new contribution will be transferred to
ZUS. Funds on the sub-accounts at ZUS, which
will pay the pension, may be inherited after

3 years pass from the moment the insured
retires;

the ability of the insured to make a choice in

the Fund are to be transferred to the pension
fund societies (PTE) as at 1 July 2014;

the introduction of the ban on advertising OFEs
T the advertising ban is to apply after the
passage of 14 days from the date of publication
of the Act until 31 July 2014 and in the periods
from 1 January to 31 July in the years in which

the form of a declaration regarding the further
transfer of the contribution at the new level to
the open-ended pension funds, with respect to 9 the introduction of changes in pillar Il (IKZE) i
future contributions 1 in the period from 1 April
2014 to 31 July 2014, the insured may decide

on whether the pension contribution of 2.92%

is to continue to be transferred to the OFE or to

it will be possible to make a decision to re -
select ZUS/OFE (sec al | ed fiwi ndows o)

introduction of incentives for saving for
retirement in the so -called third pillar. A flat -
rate has been introduced for disbursements
from Individual Pension Security Accounts
(IKZE), which amounts to 10%. The income,
which will be transferred to the IKZE will be

ZUS. In the absence of a declaration on the
transfer of the contributions to the OFE, the
pension contributions will be automatically
recorded on a special sub-account at ZUS. The
decision on whether to choose the OFE or

exempt from tax, just as previously. It will be

possible to pay 120% of the average mont hly
salary in the national economy forecast for the
remain in ZUS will not be final. The insured will given year, which is currently equivalent to
receive successive opportunities to change his PLN4,495.20 into the IKZE.

decision in four-year intervals; Even though the Act entered into force in 2014, work

on it, and then its adoption, had an impact on the

situation on the Polish capital market at the end of
minimum | imit of the OFZ'C:H%S commi t ment to

shares. A substantial proportion of the
concentration limits will be eliminated. Every
Fund will need to specify the objective and
principles of the investment policy, as well as

the establishment of new rules of investment by
the OFET the gradual reduction in the

2.5 External environment in the Ukraine and the
Baltic States
the quantifiable benchmark in the annual

information for its members; Ukraine

a change in the system of fees and
commissions charged by the pension funds’i
the fees charged by the funds on the

The Ukrainian economy fell into stagnation in 2013
(GDP growth at a level of 0% based on the preliminary
data from the statistical office). The difficult situation
contributions will be reduced from 3.5% to arose from both the unstable political situation

1.75% (including the reduction in the charge to  contributing to fading investments and the still poor
ZUS from 0.8% to 0.4%);

the establishment of the level of contributions

climate on foreign markets, including the continuously
deteriorating access to the Russian market. Only the
to the Guarantee Fund i 0.3% of the net asset  positive rate of growth of retail sales (9.5% increase in

value of the OFE is to be transferred to the turnover compared with 2012) had a positive impact on

Guarantee Fund administered by the National
Securities Depository (Krajowy Depozyt budgetary expenditures (mainly investments and

Papier-w WartoSciowych tranifers to BcBlbddgets)t he funds
accumulated to date on the additional part of

GDP growth. The stagnation also forced cuts in several



Despite these adverse conditions, in 2013, the can receive no less than 1/30 of the amount of

insurance sector in Ukraine was developing rapidly. The the minimum monthly salary per day of

gross written premiums on the non -life insurance treatment (but no more than for 120 day s)

market in three quarters of 2013 was UAH 19.7bn, or, according to the value on the date of the

in other words, it was 34.8% higher than in the accident (as at 30 June 2013, the minimum
corresponding period of the previous year. Additionally, monthly salary was 1,147 hryvni).

life insurance companies collected UAH 1.7bn gross 1 Changes in the principles of registering

written premiums in three quarters of 2013, which was insurance agents. In accordance with

39.8% more than in the corresponding period of 2012. Regulation approved on 18 Ap r i | 2013 AO0r

Numerous legal regulations entered into force in 2013, approval of the order of registering insurance

which had the objective of stabilizing the Ukrainian agents conducting business with regard to

insurance market. The most important of these include: obligatory TPLi n'surance on land t
insurance agents (natural or legal persons)

1 Changes in the fiscal code. In the fiscal code in have the right to co nduct business as an
force since 1 January 2013, the Ukrainian intermediary in Motor third party liability
Parliament gave insurance companies primarily provided they register with the MTSBU. The
the right to pay 3% tax on the gross w ritten Regulation became effective on 7 December
premium, without the need to transfer to the 2013.
overall tax system.

Amendments to the Act AO0ONn ins.t

9 Introduction of a green card. In order to
stabilize the Ukrainian Green Card market and
confirm Ukraineds stat us Ya enaldingfUkrdinian insarambecomokersfo t h e

force on 16 May 2013. The changes applied to:

International Green Card Insurance System, on conclude basic altrisks insurance contracts for
1 January 2013, the Ukrainian insurers, which Ukrainian customers with foreign insurance
are members of Ukraineds Maeodanpanies! Befone thisa change it was only
Bureau (MTSBU),introduced a plan for possible to take out insurance directly with
administering the Green Card foreign insurance companies for specified risks;
The new mechanism anticipates that the full 1 the level of the share capital required when
members of the MTSBU transfer from 45% to setting up life insurance companies in Ukraine i
55% of the insurance premiums under the the required capital was increased from

Green Card agreements to the insurance EUR1.5m to EUR 10m (the equivalent in
guarantee fund, while the MTSBU ensures the hryvni), whereby this requirement will not apply
punctual and qualitative settlement of insuranc e to existing insurance companies.

claims on the basis of these agreements.
Together with the introduction of the new Baltic States

mechanism, for 6 months of 2013, the average |, 2013, the Baltic States were among the fastest
period in which the payment of settled claims

economically developing countries of the European

was made declined threefold (from 60 to 20 Union. According to Eurostat data, gross domestic
days). product in the third quarter of 2013 was 4.5% higher

T-Amendments to igateeythkd t AyQRin BeiHlird quar ter of 2012 in Latvia, 2.2% in
party liability insurance of owners of land Lithuania and 0.7% in Estonia.

transport. o

. . In 2013, the condition of the insurance sector in
A new mechanism was introduced for

calculating claims with regard to damage to the Lithuania was good. The gross written premium of non -

health and lives of victims. The injured party life insurance companies was LTL 1.3bn and increased



by 8.7% with respect to the previous year, while the
gross written premium of life insurance companies
amounted to LTL 626m (an increase of 8.9%).

The Act on Insurance was amended in Lithuania on

19 December 2013, the provisions of which have been
in force since 1 January 2014. The main amendments
applied to:

1 equalizing the declarations of will of the party to
the insurance contract in electronic form, in the
form of a fax or via other telecommunications
devices with a declaration made in written
form;

1 the regulation of the matter of pr ocessing the
personal data of the policyholder, the person
paying the premium, without their consent,
except for detailed personal data;

1 the regulation of the consequences of the
failure to perform the obligation to pay the
insurance premium on a specified date under
an insurance agreement (in non-life insurance),
under which the insurance agreement expires,
if the premium is not paid within 30 days
(previously 15 days) from the date on which the
notice of default on the payment term is sent.
In life insurance, the regulation is only
amended with respect to the payment term of
the premium after the notice is sent;

the scope
with regard to collecting personal data when
handling claims;

91 the detailing of the principles regarding
automatic renewals of insurance agreements,

1T expansion of

according to which their quantity is not limited,;

1 the award of rights to a state institution to
adjudicate on the matter of the funds
(insurance premiums), which are held on the
account of the brokerage company in the event
of its bankruptcy.

Amendments were adopted in 2013 to the Insurance
Act, under which, when calculating the level of the
premium and the insurance benefit, insurance
companies do not have the right to take into account

the gender of the insured, which can affect the
insurance risk.

In 2013, the Bank of Lithuania:

1 adopted a resolution on the level of costs of
supervision over insurance companies. The
amendment has been in force since 1 January
2013. According to the resolution the level of
the charge was raised from 0.16% to 0.182%
of the value of the gross written premiums per
year;

9 also changed the maximum technical rate T its
current level is 1.88%;

1 accepted that the minimum indexed sum
insured in TPLinsurance of the insurance agent
is EUR 1.25m in the case of one insurance
event and EUR 1.88m for all insurance events
per year;

1 adopted a resolution on the guidelines
regarding the combating of money laundering,
according to which insurance companies must
guarantee that their foreign branches will
comply with these guidelines.

On 28 January 2013, the Minister of Finance of the
Republic of Lithuania, amended the level of the charge
on written premiums to the Lithuanian office of motor
vehicles from 4.6% to 4.1% by means of a Regul ation.

of the insurerdéds rights
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2.6 Macroeconomic factors, which can affect the
operations of the Polish insurance sector and

the PZU Groupbs activiti

According to the forecasts prepared by PZU, GDP
growth in Poland should exceed 3% in 2014. After two
years of decline, domestic demand will increase. This
improvement should also be noticeable in the insurance
sector.

A relatively moderate increase in inflation will help
sustain the growth in purchasing power of households,
even with a modest increase in nominal salary growth.
The real increase in household income, with the
improvement of the situation on the labour market,
should contribute to the acceleration of the rate of
consumption in 2014 to over 2%. *

In the light of the recovering domestic demand and
good export prospects, companies should increase
capital expenditure. It is expected that public
investments using funding from the European Union will
also start in the second half of 2014.

The outlook of moderate, gradually increasing inflation
and the relatively calm increase in the growth rate
probably means that the MPC will start to raise interest
rates no earlier than at the end of this year . The
maintenance of low interest rates and the acceleration
of the growth ratecan promote a recovery in loans and
support demand for capital goods.

The risk factor for the fiscal policy and, consequently,
for the whole economy is the decision on the mat ter of
compliance of the changes in the pension system with
the Constitution. As a result of these changes, all
treasury bonds held by Open-ended Pension Funds
were transferred to the Social Insurance Institution on
4 February 2014. This enabled their redemption and,
t he
approximately PLN 130bn. If the Constitutional Tribunal

consequently, reduct.i
rules that these changes are inconsistent with the
Constitution to a significant extent, the reduction in
public debt arising from the redemption of the treasury

“PzUbs estimate

on in t

bonds transferred by the OFE to ZUS could prove
ineffective. In this situation, the government may be
required to take steps to increase the restrictiveness of
fiseal ppligy. 2 0 1 4

Simultaneously, the changes in the OFE are asource of
uncertainty for the financial markets in Poland. They
can result in an increase in volatility. The risk for the
stock market is the question of how many Poles will
decide to remain with the OFE. The scale of the
potential reduction in demand for shares from pension
funds, which are a major player on this market,
depends on this.

The process of standardization of monetary policy in the
Uus promote the

marketso in 2014 and,
disturbances on the financial markets of these
countries. The most dynamic and financially stable

coul d out f |l

economies’i which include Polandi will have a chance
of avoiding such problems. Even so, it seems inevitable
that bond yields will rise over the coming two years,
while the volatility of prices on the Polish financial
market can intensify periodically.

he stateds public

conseque

debt



Forecasts for the Polish 2014F* 2013 2012 2011 2010
economy
Real GDP growth in % (yly) 3.0 15 1.9 4.5 3.9
_Increase in individual consumption 29 0.7 12 26 39
in % (yly)
Increase in gross expenditure on
fixed assets in % (yly) 35 ) (@) 8.5 @)
Price increases in % (yly, end of the 19 0.9 24 46 31
year)
Inc_rease in nomlnz_al salaries in the 3.9 34 35 56 3.9
national economy in % (y/y)
Rate of unemployment in % (end of 13.7 13.7 13.4 125 124
the year)
ino
NBP base rate in % (end of the 275 250 4.95 450 3.50
year)
Annual average EUR/PLN exchange 417 4.19 419 412 3.99
rate
grggual average USD/PLN exchange 318 317 3.26 296 3.02

Source.: PZU Macroeconomic Analysis Bureau, * Forecast
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3 Activities of the PZU Group

services in life insurance, other non-life insurance and
3.1 Structure of the PZU  Group asset management for customers within the open-

) o ended pension fund and investment funds.
The PZU Group conducts various activities in the area of

i nsurance and finance. The Groupbés companies provide

Structure of the PZU  Group (as at 31 December  2013)

PZU’s Group

PZU

PZU Zycie
Warsaw
PZU — 100%

PZU Ukraina

PTE PZU Kiev

Warsaw PZU — 89,9678%

PZU Zycie — 100% PZU Centrum Operacji PZU Zycie — 0,0043%
Warsaw PZU Ukraina Zycie —
PZU — 100% 10,0279%

Tower Inwestycje
Warsaw

PZU — 27,47% .
PZU Zycie — 72,53% PZU Ukraina Zycie
Kiev

. PZU - 53,4723%
Ogrodowa Inwestycje PZU Zycie — 0,0053%
Warsaw PZU Ukraina — 46,5224%
PZU — 100% Omicron
Warsaw PZU Litwa
PZU - 100% Vilnius

MPTE PZU PZU — 99,7648%
Warsaw
PZU — 99,9994% Ipsilon Bis
PZU Zycie — 0,0002% Warsaw
Tower Inwestycje — 0,0002% PZU — 100% PZU Litwa Zycie
PZU CO - 0,0002% Vilnius

PZU — 99,3379%
Ipsilon Grupa Armatura*
Warsaw Cracow

PZU - 100% PZU FIZ AN BIS 2 - 99,93%
na dzien 23.01.2014

EMC Instytut Medyczny PZU Finanse
Warsaw Warsaw LLC SOS
PZU FIZ AN BIS 2 - 29,87% PZU — 100% Services Ukraine

Kiev
PZU Ukraina — 100%

PZU Pomoc
Warsaw
PZU - 100%

GSU Pomoc Gorniczy

Klub Ubezpieczonych .
Tychy

PZU Pomoc — 30% -

Consolidated Companies

Affilates

* Armatura’s Group consists of the following companies: Armatura Krakéw SA, Armatoora SA, Armatoora SA i wspdlnicy sp. k.,
Armagor SA, Armadimp SA and Armatura Tower
The PZU’s Group structure does not include investment funds
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By performing control functions in the supervisory
authorities of the companies, PZUi as the parent
company i makes key decisions regarding both the
scope of activities and the finances of the entities
up the Group.
companies additionally strengthen the business bonds,

maki ng

whereby these transactions

length basis.

The following changes took place in the structure of the
PZU Group in 2013:

1 A new company, PZU Finanse Sp. z 0.0., was
established on 30 October 2013. The
Companybs capital
100 shares, at PLN 500 per share. All shares
were acquired by PZU. The Company was
registered in the National Court Register on
8 November 2013.

1 In 2013, the PZU Group increased its share of
the capital of Instytut Medyczny SA (EMC)
(from 25.31% of the votes at the general
meeting of shareholders at the beginning of
2013 to 29.87% at the end of 2013) through
PZU FIZ AN BIS 2, by acquiring the additional
shares in stock exchange transactions. The

i s

Company has been valued using the equity

the PZU Group6s
financial statements since 30 June 2013.

1 On 23 December 2013, PZU FIZ AN BIS 2
concluded a final agreement on the acquisition

method i n

of 948,370 shares in EMC from the new issue at
a nominal value of PLN 4 per share and an
issue price of PLN 19.50 per share. The total
purchase price for the acquisition of the new
issue was PLN 18,493k. Because the increase
in the capital had not been registered by

31 December 2013, the amount was disclosed
in receivables in the financial statements.

T On 24 September 2013,
Niepublicznych BIS 2 sold 310,620 shares in an
associated company, Kolejka Gondolowa
Jaworzyna Krynicka(KGJK), representing
37.525% of its share capital, for PLN 24,850k.
As a result of the settlement of this transaction,
the PZU Group does not hold any sharesin

PZUbs

PLN 50k

KGJK, which ceased to be an associate of the
PZU Group. A profit of PLN 8,263k was realized
in the transaction of the sale of the shares in
KGJK.

i a @ni26 Mdrch 2013etke Genierl Meetiny of
Sigma Investments in liquidation passed a

a r eresolotiondaitermirate the liguidation & then6 s

Company. The Company was deleted from the
register on 11 May 2013.

1 On 23 April 2013, the General Meeting of ICH
Center in liquidation passed a resolution to wind
up the Company. The Company was deleted

from the register on 20 May 2013.

and is divided into

3.2 PZU i operations on the Polish non  -life

insurance market

Situation on the market

The non-life insurance market in Poland measured by
the gross written premium grew by an annual average
of 5.8% over the past 5 years. Over 3 quarters of
2013, the market grew by a total of PLN 325.5m
compared with the same period of the previous year,
mainly as a result of the increased sales of insurance
covering damage caused by the forces of nature and
athempropettyi ddraages(ly PLN 520.0m, +12.9%
compared with the same period of the previous year) in
particular as a result of the renewal of long -term
agreements with corporate customers.

PzU FI Z Aktyw-w



Gross written premium of non  -life insurance Non -life insurance companies - share of the

companies in Poland  (in PLN million) gross written premium for 3 quarters of 2013
(in %)
25000
_
CAGR +5.8%
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31.1%
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5000 Polska
9.0%
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Source: PFSA (www. knf.gov.pl). Quarter]/ Grupa Ergo
Mar ket] 3/2013, Rynek ubezpiecze& 3/201 Hestia
Groups: Allianzi Allianz, Euler Hermes, Ergo Hestiai Ergo Hestia, MTU, Talanxi Warta,
i i Europa, HDI; VIG i Compensa, Benefia, Inter-Risk
Furthermore’ the pOSltlve ImpaCt on the grOWth of the Source: KNF Biuletyn Kwartalny [PFSA Quarterly Bulletinl. Ry ne k ubezpi ecze & [/ nst
Market] 3/2013

entire non-life insurance market had significantly higher
sales of insurance covering various financial risks (PLN ~ The whole of the non-life insurance market in

227.0m, +41.1% year -on-year). The increase of 3 quarters of 2013 generated a net profit of PLN 5.8bn
premiums for the whole of the market was possible (+100.2% compared with the same period of the
despite the decline in sales of MTPL insurance(by PLN- PTr evi ous year). Excluding the

384.4m, -5.6% year-on-year) and auto cascoinsurance  (Which constitutes the profit generated by the life

mainly from the decline in prices on the Polish insurance market increased by PLN 0.25bn (+14.6%).
insurance market in 2013 and the depreciation of The technical result of the non-life insurance market,
insured vehicles. which largely omits income on investments and

deposits, increased by PLN 696.5m, i.e. by 97.9% year-
on-year, to a level of PLN 1.4bn. This change was
affected to the greatest extent by the increase in the
technical result on insurance covering damage caused
by the forces of nature and other property damage (by
PLN 455.0m compared with the same period of the
previous year), the increase in contract guarantees (PLN
218.6m, exclusively for direct business, year-on-year)
and in MTPL insurance(by PLN 187.5m year-on-year).
The higher result than in the previous year was caused
by the increase of provisions set in 2012 for contract

Non -life insurance market - gross written premium million PLN
1 January i 30 September 2013 1 January i 30 September 2012
pzu Market echL’\JAd?;ZeItDZU pzU Market echL'\JAdailrr\kgelt:’ZU

Auto cascoinsurance 1,502 3,956 2,454 1,608 4,256 2,648
MTPL insurance 2,118 6,476 4,358 2,231 6,860 4,629
Other products 2,617 9,652 7,035 2,535 8,642 6,107
TOTAL 6,237 20,084 13,847 6,374 19,758 13,384
Source: PFSA fmw.knfgov.pl). Bi ul et yn Kwartalny [Quarterly Bulletin]. Rynek ubeczpisaaz e ® [/nsurancel
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guarantees issued for the construction sectorasaresult PZUG6s acti vities

of the bankruptcy of selected companies. A o . )
Within the PZU Group, activities on the non-life

insurance market in Poland are conducted by the parent
company in the Group, i.e. PZU.

symptomatic change is the return after 6 years to the
path of clear profitability of MTPL insurance the

technical result of which amounted to PLN 97.2m at the
end of the third quarter of 2013. Over the past years, PZU has been managing

approximately 1/3 of the non -life insurance market.
After three quarters of 2013, it had a 31.1% share of
the non-life insurance market (compared with 32.3% in

In addition to the improved sales described above, an
additional factor causing the good results for three
quarters of 2013 was the PLN 577.5m lower value of

) o 2012). The Company had a relatively strong market
claims paid in respect of damage caused the forces of

: . position in a auto casco insurance (with a share of

nature, i.e. a 50.2% decline compared to the o .

) i ) 38.1%). Meanwhile, in the case of motor insurance for
corresponding period of the previous year. ) .

corporate customers, this share was even higher,

The total value of investments and deposits of the non-  amounting to 49.8% for MTPL insuranceand 43.5% for
life insurance companies (excluding investments in auto casco insurance.
subsidiaries) was PLN 46.6bn at the end of th e third
quarter of 2013, which was a 9.9% increase since the
end of 2012. 51.0% of these investments at the end of

the third quarter of 2013 were securities issued or

PZU has been pursuing a caporate insurance portfolio
restructuring programme for several years in order to

maintain profitability. These measures have resulted in

a significant i mprovement i n I

guaranteed by the State Treasury and local government . )
TPLand auto casco insurance in the corporate customer

units. Increasing yields on treasury bonds in 2013 had
gy y segment (the Combined Operating Ratio’ fell

respectively by 2.0 p.p. and 5.4 p.p. in the period of
three quarters of 2013 compared with the same period

a negative impact on the valuation of these instruments
in insurers portfolios. Simultaneously, the share of
other fixed-income instruments (including corporate
bonds) declined from 7.2% to 4.8% (from PLN 2.9bn to
PLN 2.2bn).

of 2012), with a decline in the market share. Overall,

the technical result in non-life insurance increased by

PLN 696. 5m, i . e. 97 . 9 %, of whi
Non-life insurance companies, on aggregate, estimated  was PLN 516.9m, or 82.0% higher.

the value of technical provisions at PLN 36.5bn, which .
] . After the first three quarter:
represented an increase of 6.5% compared with the

net resul t to the marketds net

end of 2012. _ _ )
dividends from PZU tycie) was
market share of 31.1% calculated using the gross
written premium, confirms the high level of profitability
The non -life insurance market i technical results
in million PLN
1 January 1 30 September 2013 1 January i 30 September 2012
Technical results Market Market
PzU Market excluding PzU Market )
excluding PZU
PZU
Auto cascoinsurance 212 368 156 251 509 258
MTPL insurance 359 97 (262) 217 (90) (307)
Other products 576 943 367 162 293 131
TOTAL 1,147 1,408 261 630 712 82

5 The quotient of the sum of settled claims and costs of insurance activity, and the premium
earned
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of insurance and effective asset management. guidelines of the European Commission on the

PzU offers a wide range of non-life insurance products, European Union GenderEquality Directive.

including motor, property, personal, agricultural While improving the offer for corporate customers in
insurance, aswellas TPLi nsur ance. P Z U313, RZW sintlitanebusly tookinto account the need to
range encompassed 200 insurance products at the end  increase the profitability of cooperation with this

of 2013. Motor insurance is the most important group customer segment. The Company assumed most of all:
of products offered by PZU, both in terms of the
number of valid insurance contracts, as well as the
share of the premium to the total value of gross written

1 Modified the existing tariff premiums for auto
casw and TPLinsurance. This change arose
from the increasing competition in motor

premiums. insurance for corporate customers and involved
During 2013, PZU made changes to its product offering, the adjustment of premiums to market

with customers in mind, which included basic categories conditions while maintaining a safe technical

of insurance products addressed to all customer result in these products. In addition, it changed
segments. the limit of the number of vehicles designating

the size of a fleet of vehicles, on which, among
other things, the level of the premium depends.
It was accepted that a small fleet comprises up

In 2013, the changes in the offer dedicated to the mass
market consisted of:

' the introduction of changes in the TPLand auto to 40 vehicles, while a large fleet consists of at
cascoinsurance tariffs for individual customers least 40 vehidles.
and SMEs on 1 May 2013, in order to adapt to f  Upheld the importance of underwriting in the
the market conditions; area of non-life insurance through selective

9 the definition of general terms and conditions of insurance sales, including to entities from
motor insurance and the wide range of scales of sectors with high claims levels, ongoing
motor insurance premiums for the mass market improvement in the risk management process
customer and entrepreneur with a small fleet, and the general application of additional clauses
as well as for non-life insurance (PZU Dormi and other technical limitations changing the
PZU Home), for insurance contracts which are scope of the insurance.
to be registered in the new IT system f In TPLinsurance, it consistently used tools to

respectively from the fourth quarter of 2013 assess the risk and tailor the insurance terms

and the first quarter of 2014 and conditions and the quotation rules to the

' the activation of a new application level of risk accepted for insurance. However,

WPrzegl/ Ndark@F ®@F&r owser ] engbg indbRal insurance, it more frequently

verification of customer statements about their used medical risk assessments (medical visits to

claims history in motor insurance at the time of hospitals, questionnaires).
sale;

. . . . In terms of financial insurance for corporate customers
1 the introduction of changes into the offering of P

obligatory subsidized crop insurance in the the Company assumed most of all:

spring season, in order to improve profitability. 1 Upheld the moratorium on sales of guarantees
These changes were dictated by the high level to companies performing construction contracts

of claims in 20117 2012; in the initial months of 2013. In April 2013 sale
1 withdrawal of a product differentiating the

premium by gender i individual insurance for
daily hospital benefits, in accordance with the

of guarantees to companies from the
construction sector with revenues of over PLN

30m was unblocked, simultaneously hightened



risk assessment criteria. Sales of guarantees to
smaller companies operating in sectors related
to construction were still subject to strong
restrictions.

1 Signed alow down payment insurance contract

with mBank Hipoteczny S.A.

Furthermore, the Company continued to work on the
launch of new products intended for corporate
customers, such as insurance of the risk related to
making lease payments until the establishment of the
mortgage, insurance of the risk of paying a lease with
ab s ence -payiment ance

regard to

portfolio non-life insurance.

In 2013, the Company also tightened its cooperation
with trading partners with large customer databases or
supporting mass payments (including electricity
companies and large retail chains). And so, within the
framework of the strategic partnership, it introduced
new types of insurance, such as insurance of electronic
equipment (telephone, laptop), ho me fittings,
hospitalization, TPLin private life and Dom Assistance

[Home Assistance].

In the area of bancassurance, PZU continued to work
with the leading banks operating on the Polish market
(including PKO Bank Pol
Millenniumand BGt ) . The
customers of these banks, among other things, card
payment protection programmes, as well as buildings
and premises insurance attached to mortgage loans. In
2013, sales of PZUGb6s
with the ba nks were expanded to include new channels,

i.e. electronic banking and telemarketing.

PZUGb6 s r iadicates that,tapart from price, crucial
to customer loyalty is the process of claims handling
and payment of benefits. The implemtation of
improved claims handling procedures for TPLand non-

life insurance has resulted in reducing the average time

s ki

Company

product s

of claims handling in PZU. In 2013, it was 16.8 days
and was 3.4 days shorter than in 2011 and 1.2 days
longer than in 2012.

PZU's gross written premium (in PLN million)
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In 2013, PZU collected grosswritten premiums of
PLN8,273.9m, which was 2.1% more than in the
previous year. At the same time, its structure changed

in comparison with the previous year and, therefore:

1 The value of MTPL insurancewas PLN
2,827.2m, which was 4.5% lower than in the
previous year. This represented 34.2% of the
overall portfolio, i.e. its share remained at a
similar level to that of 2012. The drop in the
value of MTPL insuranceat PZU resulted mainly
from lower sale of new cars and increasing
competition in the market, which led to a fall in

| NRgcesoA policiess Thejigckepse in e nyrber

o f of reotokinsyranee policies for corporate
customers did not fill the gap s after the drop in

prices of policies.

T PZU collected PLN 2,028.2m fromauto casco
iRslirhnge! vihith wad's.36 RelsRnGnirfie! © N
previous year. The slight increase in the

number of insurance policies did not
compensate for the effect of the drop in the
average premium which contributed to growing
competition, the ageing portfolio and the
increase in no claims bonusesdiscounts. As a

result, the share of the total auto casco
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insurace premium declined from 25.3% in 2012
to 24.5% in 2013.

1 The rapid growth in sales of insurance, such as:

PzZU DOM Plus [PZU HOUSE plus], PZU Doradca

[PZI Advisor] and agricultural insurance,
contributed to the 2% growth in written
premiums from the other products. As a result,
the share of gross premiums from non-motor
insurance to the total premium increased to a
level of 41.3% (39.6% in 2012).

In 2013, PZU settled gross claims and benefits
amounting to PLN 4,301.9m, which was 5.0% less than
in the previous year.

In 2013, PZU generated a net profit of PLN 5,106.3m,
of which PLN 3,842.9m was from the dividend from PZU

tycie.

Factors, which will affect the activ ities of the

non -life insurance sector in 2014

Apart from events of a catastrophic nature (such as
floods, drought and spring frost), the main factors
which can affect the situation of the non -life insurance

sector in 2014, include:

1 The expected economicrecovery in Poland.

The better financial standing of households can
lead to an increase in sales of motor policies (as
a result of higher new car sales), higher sales of
mortgage loans and the related borrower
insurance, as well as an increased demand fa
other non-life insurance. Additionally, the
improvement in the financial standing of
businesses can result in a decline in credit risk
and a reduction in the level of claims in the
financial insurance portfolio.

1 The reduction in the development of mort gage
loan campaigns as a result of the stricter
requirements of Recommendation S on good
practices regarding the management of credit
exposures collateralized with mortgages and the
small scope ofthe M/ eszkani e dl a

for the Young] Programme.

1 Price pressure from the competition arising
from a decline in the level of motor insurance
claims in 2013.

33PZU
market in Poland

t y @dtiaties on the life insurance

Situation on the market

The life insurance market in Poland measured by the
gross written premium increased by an annual average
of 1.0 % over the past 5 years. The premium collected
during the three quarters of 2013 was 14.5% lower
than in the same period of the previous year, which
means a major decline after a series of increases. The
rates of growth for the same periods of 2012, 2011 and
2010 were respectively 10.6%, 5.6% and 4.3%.

It should be pointed out that the decline in the premium
year-on-year applied exclusively to the single premium,
for which exceptionally high growth of +14.1% year -on-
year was achieved in the same period of 2012. This
decline mainly applied to the written premium obtained
through the bancassurancechannel (a decline of
PLN3.0bn, i.e. 20.1% year -on-year).

The source of the exceptional rate of growth of the
single premium and group insurance for the first three
quarters of 2012, which constituted the high base for
the same period of the following year, was the
prohibition to benefit from the gap in the tax

regulations regarding the lack of application of the flat -
rate tax on overnight deposits and the resulting
increase in interest in single premium insurance, mainly
in the bancassurancechannel (the so-called deposit
policies).

As a result, the share of the bancassurancechannel in
the life insurance premium obtained by the market
declined with respect to the same period of the previous
year by 4.2 p.p. to a level of 50.6%, ® which, despite
everything, suggests that the bancassurancechannel is

Mgodych [ FIl at

5 PIU data (www.piu.org.pl), The bancassurance market after the
third quarter of 2013



of great importance to the revenues obtained by
insurance comapanies fromthe market.

The total technical result of life insurance companies
achieved during three quarters of 2013 was

PLN389.5m (14.3%) lower than in the corresponding
period of the previous year, mainly because of the lower

profitability of life insurance i; a.decling of PL{Ny32c6'|7 ebs

The result of the changes taking place on the market is
the return to the relat ive primacy of the regular
premium over the

single pr

competitive advantage on the market.

The expected changes in the law introducing taxation
on deposit policies and their lower yield because of low
interest rates on the market have contributed to the
continued declining trend in sales of these products,
thereby generating greater interest in investment risk
borne by the customer. These changes significantly
contributed to the 31.3% year -on-year decline in the
written premiums in life insurance (group 1) and the
6.2% year-on-year increase in written premiums related
to unit-linked life insurance, despite the decline in
income from investments in this insurance group by as
much as 25.6% year-on-year. This is a quantifiable
effect of the search by customers of insurance
companies to fill the market gap after the withdrawal of
the deposit policies from the market.

The gradual increase in the attractiveness of employee
pension programmes (EPP) should be noted on the life
insurance market. The increase in the premium
collected by life insurance companies from the EPP for
three quarters was 10.7% year-on-year in 2013.
However, the annual average growth rate in premiums
measured from 2009 to 2012 was 8.1%.
Simultaneously, the share of life insurance companies in
the premiums paid within the EPP, increased from
32.8% in 2009 to 33.2% in 2012. At the end of 2012,
just 2.3% of Polish workers were covered by EPPs,
which is why the market has huge growth potential.

PLN (34.6%) in the technical result.

During this period, life insurance companies generated
a net result at a level of PLN 2.3bn, which constituted a
decline of 10.7% (PLN -278.7m), mainly due to the
poorer results on investment activities.

Despite the poorer climate on the capital market and
the increase in treasury bond yields, the value of
investments of life insurance companies increased
slightly with respect to the previous year. The total
value of investments of life insurance companies at the
end of the third quarter of 2013 amounted to
PLN95.6bn, which means growth of 1.3% compared
with the end of 2012. In particular, the higher premium
contributed to an increase in the net assets of life
insurance, if the investment risk is borne by the
policyholder (increase of 6.7% to PLN 48.1bn).

Life insurance companies, on aggregate, estimated the
value of technical provisions at PLN81.1bn, which
represented 84.8% of the value of the investments.

million PLN
1 June 1 30 September 2013 1 June 1 30 September 2012
Life insurance market 1
. : Market Market

gross written premium PZU tyc Market excluding PZU t vy Market excluding PZU

PZU tvy( tycie
Regular premium 5,196 11,901 6,705 5,051 11,827 6,776
Single premium 1,610 11,333 9,722 2,153 15,361 13,208

TOTAL 6,807 23,234 16,427 7,203 27,187 19,984

Source: PFSA fvww.knf.gov.pl) . Biuletyn

Kwartalny [Quarterly Bulletin].

Rynek ubezpiecze®& [/ nsuran
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Life insurance market i

1 June 1 30 September 2013

1 June 1 30 September 2012

gross written premium vs. Market Market
technical result PZU tyec Market excluding PZU t vy Market excluding PZU
PZU tvy( tycie
Written premium 6,807 23,234 16,427 7,203 27,187 19,984
Technical result 1,368 2,327 959 1,581 2,717 1,136

Source: PFSA yww.knf.gov.pl) .

Gross written premium of life insurance
companies in Poland (in PLN million)

27187
24576

22 309 23 266

9974 10 958

3Q 2009 3Q 2010 3Q 2011 3Q 2012 3Q 2013
Hregular total

PZU tyciebdbs activities

PZU tycie SA (PzZU tycie)
market within the PZU Group. The Company offers a
wide range of life insurance products, including group
and individual protection insurance, investment
insurance and pension products.

Life insurance companies - share of the gross
written premium for 3 quarters of 2013
(in %)
17.5% 0
Others 2 9 . 3 A)

PZU tycie

4.4%
Nordea Polska

6.1% =

Amplico '

6.6% ’

I NG TUnNE ‘. 137%

75% 75% Talanx Group

Open Lk 0
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Aviva Group

Groups Allianz i Allianz, Euler Hermes, Ergo Hestiai Ergo Hestia, MTU;
Talanx i Warta, Europa, HDI; VIG i Compensa, Benefia, Inter-Risk
Source: KNF Biuletyn Kwartalny [PFSA Quarterly bulletin]. Rynek

2013,
29.3% of the gross written premiums of the life

Duringthree quarters of
insurance companies In comparison, in 2012, the
Company had a 25.6% share of the market.
Simultaneously, PZU

decisive leader in the regularly paid premium segment.

During three quarters of 2013, it obtained 43.7% of
such premiums of all insurance companies.

tycie

Biuletyn Kwartalny [Quarterly Bulletin]. Rynek ubezpiecze@& [/ nsuran
techni c anbjorityefs ul t

the result obtained by all life insurance companies. This

PZU tycieds

is evidenced by the high profitability of the products
offered. Themargini n PZU tyci eds

written premium was more than three times higher than
the margin obtained by all the other companies offering

life insurance together (20.1% compared with 5. 8%).

In 2013, PZU tycie

increasingly greater customer requirements, the actions

taken by the competition and the changing legal
situation.

The changes in the offering of group insurance and

0 fneividaallyecéntinged indurarice ihtroducgd i 203U r anc e

consisted of:

1 protection insurance - changes were introduced

into the general terms and conditions of
insurance and marketing materials, in order to
simplify the language, remove provisions which
could give rise to doubts in inter pretation and
adapt them to the changing provisions of the
law.

1 banking protection insurance - the focus was on

maintaining the insurance portfolio and work
related to the planned implementation of
insurance for consumer finance and mortgage
banking customers.

1 drug insurance - the offering was made more
flexible through the introduction of the ability to
create different variants o with a variable sum

PZU ¢ iQSerqad@nd@ ¥arigblg amoynof co-payment

by the patient. Furthermore, a new PZU
product range 1 Antybiotyk [ Antibiotic] 1 was
launched into the group drug insurance.

c o A t gravRheaith ipsyrance offgred qn the hasis of

the fee-for-service settlement model (the
medical service provider is PZU Pomoc).The
range was extended to include a number of
additional medical consultations and diagnostic
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examinations. Furthermore, additional options
were introduced which are appropriate for
sponsored products, such as family packages
and the reimbursement of services provided
outside the insureros
of 2013, PZU Pomoc was working with 1,050
establishments (compared with 800 at the end
of 2012).

Simultaneously, PZUt yci e actively
attracting new customers for group insurance. Because
the number of employment establishments operating in
the public sector placing orders for insurance services in
the tender procedure is increasing, the Company
entered many i successfully completedi tenders for

group insurance.

Because of the continuing uncertainty on financial
markets, customers were still interested in traditional
life insurance of a protective or protective and savings
nature. Customers were primarily interested in the sale
of classic insurance, such asPzZU Ochronat 'y c i a
Life Protection] or PZU Twoja Ochrona[PZU Your
Protection]. Simultaneously, the Company worked
intensively on the adjustment of the current offering to
the low yields on treasury bonds.

In 2013,

insurance product named P/ a n

P Z U an individual unitfinkes life d
n §Plaw for tifele
However, because of the unfavourable press, the
statements of the regulator and the discussion on the
structure of these products, customers showed limited
interest in this product.

An i
portfolio was the structured s w/ a t

ement of
Xyoddkof w
Profits]. In order to adjust these products to customer

mportant el

expectations, the Company has products with varying
investment strategies, enabling the diversification of
portfolio risk. Because of the considerable decline in
interest rates on deposits and bond yields, in 2013, the
Company decided to extend the period of liability in the
product from 3 to 5 years. Furthermore, it changed its
approach to the choice of instruments, on which the
product is offered and, in June 2013, it launched the
Xvyoddkof Puofits], which is based
on an index investing in funds managed by TFI PZU.

saleof s wi at

The objective of these changes was to maintain the
attractiveness of the product, including retaining a
100% guarantee of a return of the invested capital in
the event of adverse changes in market conditions.

oRPMNU nteytcwi oer kc.o n dAutc ttehde lelndsucces ¢

swat Zysructured insurance in 2013. Because of
the observed unfaltering customer interest in structured

products, further issues of this product are planned.

w 0 In theecdse bf stucured groducts sold through the

bancassurance channel, in 2013, the Conpany, in
collaboration with Bank Handlowy, conducted two,
subscriptions of /ndywidualne Inwestycyjne
Ubezpi ec z e nindvidualdnvestment Lide
Insurance], which enjoyed a great deal of interest from
customers. High sales were also recorded of the
Wielowalutowy Program Inwestycyjny [Multiple
Currency Investment Programme] (a unit -linked type
product with a single premium) sold through Millennium
Bank.

[ Pnzaleffort to standardize the investment offering

which was marketed in cooperation with Bank

Mi || PZU tvyc ubezpigoaatie f i e d
na Uycie i doUyci e SPE (Si.
offered by the Bank to an individual form under the

enni um,

na

name of indywidualne ubezpi ec:
Pol i sa Os z clndivilabeSdowmemt Savings
Polic)t.

In 2013, customer interest only increased slightly in
pension insurance, i.e. Individual Pension Accounts
(IKE) and Individual Pension Security Accounts (IKZE).

P Z lh 2018, m iacedvdsince witlv Rolish Gad P, PZU collected

gross written premiums of PLN 8,843.0m, which was
5.1% more than in the previous year. The vast

t he
paid regularly. It represented 78.6% of the gross

majority of Company6s prert
written premiums (as opposed to 73.2% in the previous

year). It primaril y included written premiums from

group insurance and individually continued insurance,

from which approximately 12 million Poles benefited.

I n 2013, detded cldims and benefits at the
amount of PLN 6,255.9m, which was 21.1% less than in

the previous year.
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The amendments introduced in the operating sphere
resulted in the claims handling process being shortened
in 2013. In 2013, it was 4.2 days and was 0.4 days
shorter than in the previous year.

In 2013, PzU tycie
PLN1,694.7m.

PZU tycie gross written premiu
(in PLN million)

10 000
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Factors, which will affect the activities of the life
insurance sector in 2014

gener at ed parkef €t

advisory services and reducing the number of
distribution channels of insurance products.

3.4 PTE PZUT activities on the pension funds
profit of

Situation on the market

The situation on the life insurance market in 2014 will
primarily be affected by:

1 The expected acceleration in the growth rate in
Poland, affecting the financial condition of both
households and business entities.

1 The economic climate on the capital markets,
which is difficult to predict and which
determines the attractiveness of unit-linked
insurance products.

1 The possible introduction of taxation on income
from deposit policies and structured products,
which will reduce customer interest in these
products.

1 Anincrease in basic interest rates and interest
on deposits, reducing the attractiveness of
structured products.

1 Changes in the legal regulations, especially
regarding voluntary health insurance and the
Product Sheet (in accordance with the
Recommendation of the Polish Insurance
Association).

1 Changes on the financial intermediation market
affecting the pop ularity of independent financial

In December 2013, the net assets of open-ended
pension funds were at a level of PLN 299.3bn and
increased by 11.0% with respect to the end of the
previous year. The following factors affected the rate of
growth of the net asset value of the open -ended
pension funds:

1 The increase in the level of premiums
transferred by the Social Insurance Institution
to the Open-Ended Pension Funds from 2.3% to
2.8% of the level of the pension insurance
premium at the beginning of 2013.

1 Good financial results. The funds generated an
average rate of return at a level of 7.2%.

The activities of the open-ended pension funds in 2013
were also affected by the changes made in the legal
regulations. Apart from the statutory prohibition to
conduct personal sales which was already in force in
2012, the principles of allocating new me mbers to the
Open-Ended Pension Funds from the people who,
despite such an obligation, had not joined any fund,
were changed in 2013. In accordance with the
currently applicable regulations, only those funds which
had rates of return that were higher in t he last two
settlement periods than the weighted average rate of
return of all funds and which have net assets that do
not exceed 10% of the total net assets of all funds take
part in the allocation through a draw. The shares of the
pool of people allocated are equal for all the funds
satisfying these conditions. The Social Insurance
Institution draws the allocation on the last working day
of January and July of each year.

General pension companies are also included in the
group of entities which are ent itled to operate individual
pension security accounts (IKZE). In 2013, there was
not much interest in these accounts from future



pensioners because of the excessively low incentives in
the form of tax relief and the general lack of interest on
the part of most Poles in pension savings. New,
substantially simpler principles of calculating the limit of
payments to the IKZE were introduced in a package of
Acts of law on the pension system at the beginning of
2014, making them dependent on the personal income
of the Savers, together with a lower flat -rate tax on
payments from the IKZE at a level of 10%. With the
simultaneous reduction in the activities of pillar Il, these
solutions can contribute to the increase in interest of
Poles in saving for retirement in pillar 111, including the
IKZE.

Activities of PTE PZU

The Open-ended Pension Fund, PZUZ g o t a
[Golden Autumn], which is managed by PTE PZU SA
(PTE PZU), is one of the largest players on the pension
funds market in Poland. At the end of 2013, OFE PZU
was the third largest pension fund, both in terms of the
number of members, as well as in terms of net asset
value:

1 The Fund had 2,229.8k members, i.e. 13.6% of
all participants of open-ended pension funds
belonged to it. Meanwhile, in 2013, since it was
one of the largest funds, it did not take part in
the draw for new members.

1 Net assets stood at PLN 40,114.7m, or, in other
words, they represented 13.4% of the total
value of assets of the open-ended pension
funds operating in Poland.

Open -ended Pension Funds - share of net assets as
at 31/12/2013

(in %)
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Source: PFSA, Monthly dataon the open-ended pension fund market, Data as at
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The Social Insurance Institution transferred
PLN1,395.4m in premiums in 2013, which was 30.8%
more than in the previous year. Having experience with
pension products on the capital market, the highly
qualified management staff, as well as a consolidated
and stable market position, PTE PZU has appropriate
conditions for providing customers with attractive
conditions for saving for retirement. In 2013, the value
of a settlement unit in OFE PZU increased by 9.2%.

PTE PZU also offers Individual Pensioninsurance
Accouns. It operates in this area through the PZU
Voluntary Pension Fund, which was the first to be
entered into the Register of Funds on 12 January 2012.
At the end of 2013, DFE PZU held 84.4k IKZE accounts,
in which assets worth PLN 5.8m were kept. As a result,
ienf&intained its position as one of the leaders in the
voluntary pension funds segment, while the rate of
return in 2013 was 32.7%.

In connection with the rev iew of the pension system,
the Company actively participated in the work on the
draft amendments to the Act.
activities through the Chamber of Commerce of Pension
Companies and by the Polish Confederation of Private

Employers, LEWIATAN. Remarks of key importance to

It conducted these

the pension insurance scheme in Poland were reported
through these institutions, including those which had
the objective of ensuring safety and protection of the
funds held on the accounts of members of the Open-
ended Pension Funds and improving the effectiveness
of operation of pillar Il of the obligatory pension
insurance. New solutions were also proposed in order
to increase the effectiveness of pillar 11l (i.e. IKE and
IKZE).

Because of the changes in the rules on the functioning
of open-ended pension funds, in 2013, PTE PZU held an
awareness campaign addres®d to the members of OFE
PZU so that they could make their choice of method of
receiving annual information and to survey customer
satisfaction with the services provided by the Fund.
These activities were designed to increase OFE PZU
customer awareness o their need to make a decision

on the matter of transferring pension contributions.

This campaign will continue in 2014.
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Factors, which will affect the activities of pension
funds in 2014

The main challenges for the pension funds market in
2014 are:

1 The reform of the pension system in Poland and
the outflow of funds from open -ended pension
funds.

1 The continued high level of unemployment,
which affects the number of members joining
the OFE.

1 The low rate of salary growth, which adversely
affects the rate of growth of contributions paid
by the members of the pension funds.

1 Changes on the financial intermediation market,
slow-down in the growth of popularity of
independent financial advisory services and,
therefore, a reduction in the number of sales
channels.

1 The economic climate on the capital market
and, in particular on the WSE, affecting the
value of the assets of the funds and the level of
fees collected by the PTE for management.

3.5 TFI PZU i activities on the investment fund
market

Situation on the market

1 Performance of the funds i in 2013, the
average rate of return of investm ent funds on
the Polish market fluctuated from 1.5% in the
case of funds investing resources in Polish
Treasury bond to 31.1% for small - and
medium-sized enterprise shares. However, it
should be noted that, in this context,
sometimes, clearly negative rates of return of
funds dedicated to emerging markets and very
poor investment performance of some bond
funds stood out negatively.

The structure of assets changed on the Polish
investment fund market because of the trends
described earlier. The share of non-public asset funds
with respect to the total value of assets increased (to
19.7%) at the expense of debt instrument funds (drop
to a level of 23.1%).

Activities of TFI PZU

2013 was a good year for the investment fund market,
although the average increase in assets largely arose
from the creation of special funds often dedicated to
single investors and operating on the private market.
At the end of 2013, the investment funds managed
assets of a value of PLN 189.0bn, or 29.6% more than
a year earlier. This was the highest level in history.
This increase was due, among other things, to:

1 The positive balance of funds flow to the
investment fund. It a mounted to PLN 21.5bn,
whereby it was mainly the inflow of funds to
the private funds market related to the transfer
of substantial funding to the dedicated funds
within the groups.

TFI PZU SA (TFI PZU) conducts activities on the
investment fund market within the PZU Group. It offers
products and services to both mass market and
institutional customers, including additional
investment/savings programmes within pillar 11l of the
social insurance system, including Individual Pension
Account (IKE), Specialized investment programmes,
Employee Pension Programmes (EPP) and Corporate
Investment Programmes (ZPI).



Rate of return from TFI PZU's investment funds
PZU Akcji Magych

in 2013 (in %)
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At the end of 2013, TFI PZU had 25 funds and sub-
funds in its portfolio, of which 16 were also offered to
customers from outside the PZU Group.

Investment funds - share of assets as at

31/12/2013 (in %)
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At the end of 2013, TFI PZU had accumulated net
assets of a value of PLN 22,216.6m, which means
growth of 44.6% compared with the situation at the
end of 2012. Similarly, it maintained the leading
position on the investment funds market with a share of
11.8% (compared with 10.5% in December 2012).
Simultaneously, the Company remained the leader in
the segment of employee pension programmes among
all institutions operating on this market (not only
investment funds), accumulating assets worth more
than PLN 2.2bn (PLN 1.8bn at the end 2012).

TFI PZUb6s asset growth in

1 The continuation of the investment str ategy
within the PZU Group and the transfer of some
of the funds by some of its companies (mainly
PzU PzU for

and tycie)

9.70%

f

2013

TFI

33.50%
26.68%
19.97%

The active sales of closed-ended funds and
conducting issues of certificates.

Further expansion of the distributi on network -
in 2013, TFI PZU obtained new distributors to
wor k th it, namel vy,
Inwestycyjny Xelion and CDM PEKAO.
However, with regard to accepting subscriptions

Wi DM

for investment certificates, the Fund started to
th I NG Ban,oons |
Inwestycjyny Xelion, Dom Maklerski Bankuy
Handlowego, Deutsche Bank PBC and CDM
PEKAO.

The establishment of cooperation with regard to
investing the funds in investment funds

wor k wi Ns k

managed by TFI PZU with
TU Allianz tyclsandAWVATK a,
na tycie.

The registration of eight new Employee Pension
Programmes and the takeover of two EPPs for
management.

The investment results generated by the fund

managers.
was primarily due to:
PZU t o manage.
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TFI PZU's net assets
(in PLN million )
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In 2013 the Company launched a new product onto the
market (through the network of PZU branches) which
was basedonthe Por t f e/
of Mind Portfolio] and loyalty programme and the PZU
Inwestor [PZU Investor] loyalty programme .
Furthermore, work was conducted, among other things,
on the launch of a public closed-ended investment fund
- PZU FIZ Akord and work was initiated on the
development of mobile web applications dedicated to
customers of PZU Inwestycje.

TFI PzZUbs
2013, the Company:

activities weie

1 received a very good appraisal from an
independent analytical company, Analysis
Online, for PZU Stabilnego Wzrostu Mazurek
[PZzU Stable Growth Mazurek], PZU Akcje
Magych |
PZU Zr - wn pPrkBElanced] and
maintained this assessment for PZU Energia
Medycyna Ekologia[PZU Energy, Medicine
Ecology] (4* in this rating);

T ThePZU Zr -
Konr ad

w n BuntaMAmageysi
AugustyE&ki, Kam
Pawe g Ko mweeives the prize of the
newspaper,
Portfeb [ Gol den

investment results in 2012.

Factors, which will affect the activities of
investment funds in 2014

The condition of the investment fund market will
primarily depend on:

1 the economic climate on capital markets;

PZU [PZM/PEatey Sp o

s r §RZWb SME/shaigg} ang e .k

1 the volatility of yields on treasuries;
9 the attractiveness of traditional bank deposits;

=

changes on the financial intermediation market,
especially the slow-down in the growth of
popularity of independent financial advisory
services and, therefore, a reduction in the
number of sales channels;

1 the currently unpredictable possible further
regulatory changes regarding, /nter alia, the
pillar Il pension system i especially with
respect to individual products i the lack of
clearer incentives for savers may continue to
b/fock/the development of this segment of the
market.

3.6 Foreign operations

The Ukrainian market

The Ukrainian insurance market grew rapidly in 2013.
e (0ress wrten prgngiumion the nanlife gngurance
market in three quarters of 2013 was UAH 19.7bn, or,
in other words, it was 34.8% higher than in the
corresponding period of the previous year. This growth
was primarily due to the increase in sales of voluntary
non-life insurance (40.4% premium grow th), including
flnanC|aI risk insurance (74.8%) and voluntary TPL
liability insurance (86.7%). In the case of motor
insurance, the increase in the premium collected was
relatively small and amounted to 6.9% in the case of
auto casco insurance and 3.1% for MTPL insurance As
a result of these trends, motor insurance premiums
accounted for 29.5% of the value of the premium
actlljally Staihed'| by msm'jrers durlngdthree quarters of
2013 (i.e. 1.4 p.p. less than in the corresponding period

CazetaZgory do¥the prevFleous yea-g The decline in the growth of the
Portfolio]

wrltte% premtlurrfw Th motSt Indurarite’ con%ipared with
previous years arose from the expiry of loan
agreements on the purchase of cars concluded in 2007
and the lower sales of new car loans.

Life insurance companies collected WAH 1.7 billion gross
written premiums in three quarters of 2013, which was
39.8% more than in the corresponding period of 2012.
Approximately 98% of the written premium was



obtained through the bancassurance channel and the
brokerage sales channel.

Substantial growth (of 64%) in premiums for
endowment policies was recorded in 2013, which were
concluded for a term of 10 years as a result of the
expiry of this portfolio.

The Ukrainian insurance market is fragmented. 441
insurance companies were operating on it in September
2013 (of which 62 were providing life insurance), of
which 94 are companies with foreign capital.

In 2013, the insurance market in Ukraine was primari ly
characterized by the application by some companies of
price dumping, a high level of costs related to the sale
of insurance products, liquidity problems of some
insurance companies, low growth on the classical
insurance market, the use of insurance operations for
tax evasion, as well as the continued low level of
popularity of insurance services among the public and a
moderate level of confidence in the effectiveness of
insurance.

On the Ukrainian market, the PZU Group conducts its
insurance business through two companies: PZU

The written premium collected by PZU Ukraine in 2013
amounted to UAH 119.9m and was 23.9% higher than
in 2012. This growth was mainly achieved in the
bancassurance channel as a result of sales of
endowment policies.

On the life insurance market, PZU Ukraine Life held
seventh place after three quarters of 2013, with a
of 4.7% (the

mar ket share

Because of the relatively low market penetration, as
well as the number of inhabitants, Uk r ai ne 6 s
market has a huge growth potential and is of interest to
foreign investors. The amendments to the legal
regulations introduced in 2013 should also favourably

affect its functioning.

The Lithuanian market

According to the Lithuani
gross written premium of non -life insurance companies
was LTL 1.3bn and increased by 8.7% compared with
the previous year. The market grew primarily as a

result of:

1 the 10.4% increase in MTPL insurance

Ukraine (in terms of non-life insurance) i A PZU Uk r ai n @gmiums;

and PrJSC IC PZU Ukraine Life (life insurance)y A P Z U
Ukr ai addi ti
performs assistance functions.

ne Lifeo. I n

In 2013, the total gross value of t h e
written premiums in non -life insurance in the Ukraine
amounted to UAH 404.2m, i.e. it was 13.7% higher
than in the previous year. This increase arose from
both the increase in the premium obtained through
external entities (i.e. banks, travel agencies, etc.), as
well as through its own distribution channels. Travel
insurance, Green Cards, corporatenon-life insurance
and motor insurance played a particularly important role
in the growth in written premiums.

During three quarters of 2013, PZU Ukraine had
obtained 3.3% of the gross written premium on the
Ukrainian non-life insurance sector, which gave it
twelfth place on the market. However, the leader had a
6.6% share of the market.

on,

PZU Groupb6s

1 the 7.1% increase in auto casco insurance
LRremiums)s Services Ukr ai
1 the 9.0% increase in accident and health

insurance premiums.
gross

The increase in the value of motor insurance was

mainly due to the higher prices of policies and the
increase in company car fleets (due to the recovery in
the economy). However, the expansion of the accident
and health insurance market was related to the increase
in interest in insurance of this type.

The structure of non-life insurance in 2013 was
dominated by motor insurance, which accounted for
58.8% of the gross written premiums, whereby the
share of MTPL insuranceof vehicle owners was 35.5%.
Secord position was taken by non-life insurance with a
19.3% share of the premiums.

Twelve non-life insurance companies were operating in
Lithuania at the end of 2013 (including 9 branches of
insurance companies registered in another EU member

| e a
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state). The largest insurance company in Lithuania in
terms of total gross written premiums for non -life
insurance is Lietuvos Draudimas. It had a 31.1%
market share in 2013. The next places were taken by
BTAT 14.2% and PZU Lietuva’i 13.6%.

According to the Lithuanian cent r al
gross written premium of life insurance companies was
LTL 626.0m which constituted 8.9% compared with
2012. Market growth primarily arose from the increase
in insurance with a single premium (23.8%) while

insurance with a regular premium increased by 6.8%.

The structure of life insurance was dominated by unit -
linked type insurance, representing 70.1% of the value
of the premium. Traditional life insurance accounted for
23.7% of the total premium.

Nine companies were operating in the life insurance
sector at the end of 2013 (including 4 branches of
insurance companies registered in another EU member
state). The Lithuanian life insurance market is highly
concentrated. At the end of December 2013, the share
of total gross writte n premiums of the three largest life
insurance companies amounted to 62.5%.

The largest life insurance company in Lithuania in terms
of total gross written premiums for life insurance was
Swedbank, which had a 21.9% market share. The next
places were taken by Aviva (20.3%) and SEB (20.3%).

The Latvian market

were taken by Gjensidige (18.1%), Balta (18.1%) and
IF (8.7%).

The Estonian market

According to the data for the first half of 2013, the total

b a n k 6value@fdhe gross wrieg premiums on the non -life

insurance market was EUR 119m, which constitutes 3%
growth compared with the same period of the previous
year. Within the product structure, auto casco
insurance (36%) and MTPL insurance(27%), as well as
non-life insurance (26%) had the highest market
shares.

Eleven companies were operating in the non-life
insurance sector at the end of the third quarter of 2013
(including 5 branches of insurance companies registered
in another member state). The largest insurance
company in terms of total gross written premiums was

If, which had a 27% market share. The next places
were occupied by Ergo and Swedbank (each with 14%),
Codan (13%) and Seesam (11%).

Activities of PZU companies in the Baltic States

Over three quarters of 2013, non-life insurance
companies obtained a gross written premium of EUR
237.2m, which constitutes a decline of 1.5% compared
MTPL
insurance (31.5%) and auto casco insurance (28.8%),

with the same period of the previous year.

as well as non-life insurance (16.5%) accounted for the
largest share of the product structure.

Thirteen non-life insurance companies were operating in
Latvia at the end of September 2013 (including 8
branches of insurance companies registered in another
member state). The largest life insurance company in
Latvia in terms of gross written premiums was BTA,
which had a 26.4% market share. The next places

In the Baltic States, the PZU Group conducts its

insurance business through two companies registered in
Lithuania: PZU Lietuva (in terms of non-life insurance) 1
iPzZU
Draudimas (life insurance) i A P Z U

Lithuani ao and

Lithuani

In 2013, PZU Lithuania obtained a gross written
premium of a value of LTL 189m, i.e. 16.7% more than
in 2012, which was significantly higher than the rate of
growth of the whole market. This result was achieved
as a result of the increased sales of non-life insurance
(increase of 28.7 %), auto casco (increase of 15.3%)
and MTPL insurance(increase of 8.1%).

The structure of the portfolio was dominated by motor
insurance with a 54.1% share of the written premium.
The share of MTPL insurancedeclined to 33.8% (36.2%
in 2012), while the share of auto casco insurance
declined slightly from 20.3% to 20.2%. However, the
share of non-life insurance increased in the insurance
portfolio (from 15.1% to 16.8%).

UAB PZU

a

Li
Li



In 2013, the contribution obtained by PZU Lithuania Life TFI PZU and the assets of the Employee Pension Fund
amounted to LTL 26.1m, which meant that it increased S g o n e c z n[8unny Astuma] @anaged by

by 24%. The highest sales growth was recorded in Mi Aidzyzakgadowe Pracownicze T
traditional life insurance, which increased by 61.2% PZU. Following the reorganization of activities in the

compared with the previous year, as well as unit-inked PZU Group6s investment areas i
insurance (increase of 5.3% year-on-year). establishment of TFI PZU, the main asset management

vehicle, as of 1 January 2013, PZUAMG6 s r ol e i n
managing the PZU and PZU tyci e

In 2013, PZU Lithuania occupied third place on the non-
life insurance market with a market share of 13.6%
(13.3% in 2012). However B "gZyhenveptpentportolios qf invesimentfunds, . o

of the life insurance market was 4.2% (compared with was reduced.

3.7% in 2012). During 2013, PZU AMb6s acti viti
closed-ended investment funds from the real property

sector as well as managing the assets ofthe Sgoneczna

J e s Ermepl@yee Pension Fund.

I'n 2013, BhUdvia arad Edtonia was still in
the start-up phase and, therefore:

9 the Latvian branch, PZU Lietuva, which was
opened on 15 October 2012, sold its first policy
in December 2012. In 2013, the office
prepared additional products (MTPL insurance
and auto casco insurance), which were adapted  With effect from 1 February 2014, as a result of the

The management of closed-ended investment funds
from the real property sector was transferred to TFI
PZU on 1 January 2014.

to the requirements of the Latvian market. conclusion of an agreement terminating the contract for

Simultaneously, additional employees were the management of the assets ofthe Sgoneczna Jes

recruited and internal procedures and IT Employee Pension Fund and the entry into force of the

systems were prepared. amendments to the statutes ofthe Sgoneczna Jesi
1 The PZU Lietuva Branch in Estonia was Employee Pension Fund, under which the Fund

registered on 14 November 2012 and had manages the assets on its own, PZU AM ceased

recruited the key staff by the end of 2012. providing asset management services to this fund.

Sales started in June 2013.
PZU Pomoc

3.7 Other areas of activity The core activities of PZU Pomoc SA (PZU Pomoc) are,

in particular:

PZU AN 9 organizing assistance type services involving the

In accordance with the Articles of Association, the provision of assistance to the customer;

activities of PZU Asset Management SA (PZU AM) are: ' renting and leasing motor vehicles;
) o ) 1 conducting on-line auctions and e-commerce;
1 conducting brokerage activities in the meaning )
i ) ) 1 managing loyalty programmes;
of the Act on the trading of financial i ,
) . ) 1 managing post-accident property;
instruments of 29 July 2005 (including the L )
, . 9 activities in medical support.
management of investment portfolios of
investment funds); At the end of 2013, the Company was working with

1 the provision of portfo”o management services. more than 1,000 healthcare establishments throughout

the country and had a leading position on the market of
Up to the end of December 2012, PZU AM had been ) . _
intermediation in the sale of damaged vehicles through

managing PZUb6s and PZU tymeﬁis se,Iec%ed,asss—i‘E
] S i an on-line auction platform (this tool will be developed
portfolios, as well as providing investment portfolio ) ) ) . )
. ) in the dire ction of using the platform for further claims
management services for investment funds managed by



handling processes in the PZU Group). From June
2012, PZU Pomoc held 30% of the shares in GSU
Pomoc G-

Armagor SAand Armadimp SA, as well as Armatura
Tower Sp. z 0.0. The Armatura Group conducts its

rni czy K/ [B68UMiNg z p/ busizessoytsidé the area of financial and insurance
Assistance Insured Club]. Discount, incentive and services. lItis a leading manufacturer in the plumbing
loyalty programmes addressed to the mining industry

are being developed within this entity.

and heating sector in Poland. The companies making
up the Armatura Group specialize in the manufacture of
bathroom and kitchen taps, aluminium central heating

Ogrodowa -Inwestycje radiators, a wide range of valves and sanitaryware.

Ogrodowa-Inwestycje Sp. z 0.0. (Ogrodowa-Inwestycie) Si nce 27

August 2013, the owne

is the owner of the City -Gate office building (ul. has been an investment fund managed by TFI PZU i
Ogrodowa 58, Warsaw) and three leisure centres from  pzUFIZ AN BIS 2 as a result of the contribution of
PZJ (the Albatros Guest House, the Polanica Hotel and  shares in exchange for the allocation of investment
the Karg-w Hotel). certificates to PZU tycie.
Ogrodowa-Inwestycje performs functions for both In 2013, the PZU FIZ AN BIS 2 fund acquired:
companies from the PZU Group and external customers. _

T 15,229,960 shares in Ar mat

PZU CO result of a call announced on 30 August 2013;

after this transaction was cleared, on 28 October
2013, the PZU Group held 66,829,960 shares,
representing 82.51% of the share capital.

The statutory activities of PZU CO include conducting
business regarding the provision of:

1 ancillary services relatedto insurance and 1,217,197 shares through stock exchange
pension funds; transactions with a clearance date of 31 October
1 permanent intermediation in the conclusion of 2013.
insurance contracts, financial and investment 7,078,381 shares as a result of a call announced
contracts and assistance agreements; on 6 November 2013; after this transaction was
1 contact centre services; cleared, on 18 December 2013, the PZU Group
1 data centre services; held 75,125,538 shares, representing 92.75% of
9 printing services; the share capital.
1 IT services. 5,816,287 shares as a result of a squeeze out of

minority shareholders announced on 16 January

Armatura Group 2014; after this transaction was cleared, from

23 JRPUANL RO e PR CLp gl
(§c0t' 09b4e1r’ 8129;‘:'9 QS.h a rA?rSmaj t"u rAar ma t
rée%repseonténg 99.93% of the share capital. The
Company itself holds the remaining 58,175

shares.

PZU Grouphash el d an
S. A.
Krak-w has

equity stake
(Armatura Krak:-w) since
baeteend cionn stohlei dPZU Gr
consolidated financial statements since 1 January 2011.
The decision to start consolidating the Company was
made by the Management Board of PZU because the

Armatura Kr ak - wbés | istings

Warsaw Stock Exchange on 16 January 2014.

wer e s
thresholds of materiality had been exceeded.

Ar mat ur a Kr ak . gompasyoftttee p ar ©n 18 February 2014 the Polish Financial Supervision

Armatura Group and is listed on the Warsaw stock Authority agreed to the return ofthe Company 6s s ha
w  Wae t o Socthe fomnyotahdocGment (elimination of the
A dematérializa@ion &f tha dhareg) o ¥0 March 2014.

wsp-lnicy sp. k.,

exchange,Gi egda Papier -

Armatura group includes:

Armatoora SA,Ar mat oora SA i


http://www.gpw.pl/

MPTE PZU

MPTE PZU SA handles pillar 11l pension programmes for

PZU6s and PZU CO6s employees. These are programmes
with specified premiums, which are additionally paid for

by the employer in excess of the salary specified in the

employment contract, constituting 7% of the gross

salary.

Tower Inwestycje

Tower Inwestycje Sp. z 0.0. (formerly PZU Tower) was

established in 1998 as a special purpose vehicle of the

PZU Group. TheCo mpanyds sharehol ders are PZU and
PzZzU tyci e.

Tower I nwestycjebs activities currently include the
investment of free funds. In 2013, the Company took

up activities of accounting and HR/salary support for

companies in the PZU Group (PZUAM, PZU TFI)



4 Businessstrategy

The Management Board adopted an updated business
strategy - the PZU 2.0 Strategy - in December 2011. At
the same time, the main objective of the PZU Group®
development for successiveyears has been maintained.

Because ofits strong customer orientation and high
operational efficiency, the PZU Group will be the largest
and the most profitable insurance company in Central
and Eastern Europe.

PZU Groups updated business strategy is driven by the
slogan We are changing for good. This primarily
means:

9 focusing on customer needs.
Based on an analysis of the needs of the
individual segments, PZU is tightening relations
with its customers, providing them with
products and services tailored to their needs via
a multi-channel, integrated system of sales and
service. The new business philosophy
emphasizesthe organizational unity of the PZU
Group, which operates by customer segment
and actively manages its relations with
customers to retain them for the long term ;

1 improving operational efficiency.
A modern and integrated model of customer
service, together with automated back office
processesleading to the elimination of paper
operations, will create favourable conditions for
better customer service and efficient resource
management;

1 employee professionalism and commitment.
By maintaining the position of the preferred
employer, the PZU Group is building a results-
oriented organizational culture;

1 making use of the high level of recognition of
PZUs strong, refreshed brand.
The new PZUis a vision of a strong brand that
uses modern technologies to communicate with
customers. The new PZU is also an institution
that successfully manages its customerséfunds
using the competencies of the largest asset

management company in Poland and the new
opportunities which appear on the market.

In striving to maintain its position of the largest
insurance company in Central and Eastern Europe, the
PZU Group:

1 will maintain its present position on the market
of both non-life and life insurance in Poland,
simultaneously maintaining the profitability of
these businesses;

91 will continue international expansion in the new
form and possibly in cooperation with a
financial investor;

1 will develop activities on the savings / regular
saving market;

1 will seek new opportunities to introduce new
activities - the PZU Group has the ambition to
become the pioneer and creator of the health
insurance market in Poland.

Czech Republic

2
SV

Slovenia Hungary
Romania

Serbia

Montenegro
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In addition to market expansion, investing activities will
ensure a high level of efficiency of the PZU Groupd s
operations. A new investment policy and investment
portfolio re -modelling are being implemented. The PZU

Group intends to finance large projects, as well as the
purchase and restructuring of real property. These
activities will be undertaken, inter alia, in order to

reduce volatility of results on investing activities.

The PZU Grou@ main financial objective is to maintain

a high return on equity (ROE).

An important event which affected the implementation
of the PZU Groupd business strategy in 2013 was the
pilot implementation of the IT system for non-life
products. The completion of this project (which was
given the characteristic name of Everes) will enable the
business and technological transformation of PZU and
create conditions for the appropriate management of its

customer relations.

In 2014, the PZU Group will focus on:

1

The mass market, as well as small and medium
sized enterprises: actions will be taken to
maintain P Z Udursent position on the market
of motor and non-life insurance. A new policy
system for handling motor, home and some
non-life insurance products will be implemented
in the non-life insurance company by the end of
2014. As aresult, it should be able to actively
manage customer relations in the future and
better adjust its product offering to customer
needs. Moreover, special attention will be paid
to offering attractive savings and investment
products to mass-market customers, in
particular in the area of long -term saving.
Group customers: PZU will maintain its
leadership position on the group life insurance
market. The sales of health and drug insurance,
including riders, will play an important role in
achieving this objective. At the same time, the
development of this market will depend, to a
large extent, on changes in legislation (i.e. the

introduction of an act on voluntary health
insurance and the admittance of competitors to
manage public health insurance contributions).
Actions will also be taken to strengthen
relations with the insured through the offering
of the Klub PZU Pomoc wt yciu | PZU Help in
Life Clug.

Corporate customers: professionalism and
quality of service are the primary factors
determining the choice of insurer by corporate
customers. Therefore, PZU will support its
customers in the development of their
businesses, inter alia, by developing consulting
serviceson risk engineering. Activities to
mai ntain PZUOb6s
into account the need to maintain adequate
profitability of non-life insurance, especially
motor insurance.

IT and operations: PZU will primarily
concentrate on the implementation of its new
product system for non-life products - the
Everestproject. PZU will introduce motor,
home and some property products into the
system (for 11.5 thousand end users) by the
end of 2014.

Human resource: In building a results-oriented
organizational culture, special attention will be
devoted to the development of employee
competencies. The implementation of the
knowledge and skills development programme
for all PZU employees known as Program Plus
was initiated after the annual appraisal had
been conducted for the first time in 2013. The
PZU MBA programme dedicated to managers
and directors with the highest development
potential, which is a unique initiative on the
Polish market, will be continued. The process
of the Group®& best managers sharing their
experience will also play an important role in
the process of enhancing employee
competencies and commitment.

p o will takeo n

on



Objective

Implem entation of Strategy 2.0 for the years 2012 - 2014 / summary of actions and
achievements in 2013

Business pillars:

Mass-market customer

Profitable maintenance of the
position in non-life insurance
(in Poland)

Development of life insurance
(in Poland)

Building a position in the
Investments sector

1. Operating profit in the mass-market insurance segment in 2013 was 86.1% higher than in
2011.

2. According to the PFSA data, the market leader in the mass-market category after three
quarters of 2013 - 33.3% in auto casco insurance, 27.2% in MTPLinsurance, and 48.3% in
other insurance.

3. Sales campaigns wereconducted on the basis of the sales support tool to which new
functionality was added (analytical CRM).

4. The implementation of the new product system was continued (the Everest project). The
system will contribute to the flexibility a nd sophistication of the products and will give the
individual distribution channels new functionality. As a part of the pilot programme, the
first motor insurance policy was issued in November 2013 within phase 1.0 of the Target
Policy System.

5. A new PZUsales management model was implemented. It involved preparing new job
specifications for the employees in the sales area, training and creating new Sales Areas.
1. 132.2% increase in the gross written premium in the individual insurance segment

compared with 2011.

2. Workonthe activationof a sal es support tool (analyt
continued.

1. According to the Chamber of Fund and Asset Management (IZFA), TFI PZU ranked first

among 38 investment fund companies in terms of the net asset value of the funds
managed. In December 2013, thevalueof TFI PZUO&s as s#ntwhichwa s
represented 11.8% of the assets of investment fund companies.

2. 85.6% growth in the assets of third party customers managed by TFI PZU compared with

2011.

3.  With assets of more than PLN 2.2bn, TFI PZU has remained the market leader in the

employee pension programme segment among the domestic investment fund companies.

Group custome r

Profitable maintenance of the
leadership position in life
insurance

Development of individual
relations (Klub PZU Pomoc w
t y c[ P4l Help in Life Club)

1. Operating profit, excluding the conversion effect in the group and continued insurance
segment for 2013, was 9.4% higher than in 2011.

2. Consistent growth in the gross written premium (+ 3.8% compared with 201 1) and high
profitability of the segment.

3. Sales of new individual continuation agreements for group life insurance continued in 2013.

1. Theincrease in the number of club members to 2.6m (from just over 2.0m at the end of

2011), created an opportunity for closer cooperation with customers and the extension of
the range of services.

2.  Theimplementationof K/ v b PZU P o mtdahe wakplacgsofithe insured at PZU

t yci e ¢ oTheirangeof gbrvices and discounts offered by the Klub PZU Pomoc w
t y cig constantly being updated and adjusted to customer needs.



Objective Implem entation of Strategy 2.0 for the years 2012 - 2014 / summary of actions and
achievements in 2013

Rapid development of health 1. 47.6% increase inthe written premium in group health insurance compared with 2011.
insurance (in Poland
( ) 2. 39.6% increase in the number of risks in group health insurance compared with 2011.
3.  Work continued on the launch of a new product i the Antybiotyk [ Antibiotic] riders to the
Individually Continued insurance.

4.  Further improvement and development of the outpatient healthcare offer ing addressed to
institutional customers, including further expansion of the network of service providers
and improvement in the functioning of the TPA (third party agreement).

The corporate customer

Regaining market position and 1. Operating profit for 2013 in the corporate insurance segment was 101.4% higher than in
maintaining profitability 2011.

2. According to the PFSA data, the market leader after three quarters of 2013 in the category
of enterprises and other entities in terms of value of gross premium written - 43.5% in
auto casco insurance, 49.8% in MTPL insurance 18.1% in other insurance.

Other areas of activity

Effective capital and investment 1. PZUbs and sfndndial strgngth mting and credit rating awarded by
policy Standard&Poor & at the fiAfi level - one of the highest ratings awarded to companies in
Poland.

2. Anew PZU GroupEquity and Dividend Policy for the years 2013-2015 was adopted, which
main objective is to reduce the cost of capital by optimizing the balance sheet structure
through the conversion of equity to cheaper debt capital, while maintaining a high level of
security and development funding.

3. Work aimed at preparing the PZU Group for complying with the regulatory requirements
related to the Solvency Il Directive continued.

A new international expansion 1. Development of operations in the Baltic states - the PZU Group is present in Lithuania; the
model - PZU International / first policies were sold in Latvia in December 2012 and in Estonia started operations in
operations in Central and Eastern June 2013.

Europe

2. Having a high capital base, the PZU Group is looking for investment opportunities both in
Poland and abroad.

3. In 2013, PZU participated in the privatization process of Croatia Osiguranje. The Croatian
Ministry of Finance announcedits acceptance of the offer from the Croatian company Adris
in December 2013.

Strategic marketing / Corporate 1. Programmes supporting public safety, health protection and an active lifestyle were
Social Responsibility conducted.

2. Activities were conducted in the area of national heritage, education and development of
young talents.

3. The PZU Groupplaced a great deal of emphasis on prevention programmes aimed at
preventing road accidents and mitigating their effects and supported activities promot ing
health prophylaxis.

4. PZU was thetitular sponsor of the 35" Warsaw Marathon, which was voted the best public
sports event of 2013 in the 79" poll organized by the Pr z e g/ Nd d&lyrewspaper y

5. For the second time in a row, the PZU Group won the main prizeinthe i Phi | ant hr
Leadersd competition in the category of companies that donated the largest sums of
money to social causes. PZUwon with a record-breaking value of donations of more than
PLN 65m.
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Objective

Implem entation of Strategy 2.0 for the years 2012 - 2014 / summary of actions and
achievements in 2013

Conditions for implementation

Middle -office: a modern and
integrated customer service
model

Back -office: efficient operations
and flexible IT

HR: business partner /
committed employees / results-
oriented culture

Branding: PZU is a modern,
customer-oriented firm.

1. 91% of customers were satisfied with the claims handling process (a customer satisfaction
survey conducted on a sample of approx. 20,000 people in 2013).

2. The process of implementing a network of modern, highly visible, sales-oriented PZU
Branches, which are uniform throughout the PZU Group, was continued. 85 Branches
operating as part of the new model have been opened since the beginning of the project.

3. Work continued on the further optimization of the claims handling and benefits area,
including modernization of the principles of cooperation with loss adjusters
(telecommuting), centralization of teams and automation of processes.

1. Work was performed on the implementation of a product system for non-life insurance
(Everesy.

2. The i mplementation of a common ERP cl ass
- further processes were being implemented in the area of insurance bookkeeping for PZU
and P Z Ufrorh Jacuarg2013.

3. Critical systems and business applications at the PZU Group wereincluded in the
monitoring, which enabled the elimination of the risk of long -term failure and the
simultaneous reduction in downtime of critical systems.

4. All PZU Group systems were transferred to a new integration environment. The current
platform is modern and highly efficient , as a result of which it can handle large transaction
volumes (1.5m a day).

1. An extensive training programme was made availableto all PZUandPZU t yci e
(PLUS. It focuse s on the development of key competencies of employees. Construction
of a system for offering training courses tailored to the needs of the employees started in
the second quarter of 2013.

2. Actions were taken to strengthen the image of the PZU Group as a reliable employer
among employees, students and professionals. Another cycle of internships and
traineeships was launched at the PZU Groupas a part of the activities aimed at
strengthening the position of the PZU Group as the preferred employer.

3. PZU Sport Team was launched for employees to play sports together.

4. A survey of PZU Group employee commitment washeld (87.0% of the employees
submitted responses during the survey).

1. PZU has thelargest network of branch offices in Poland (412 PZU Branches).

2. The PZU Group focuses on its customers in all its activities and aims to build an image that
is consistent with the positioning of the PZU brand, fiyou can count on uso.

3. In 2013, the PZU brand was valued at more than PLN 2.3bn (the fourth most valuable
Polish brand in the annual Rzeczpospolitadaily newspaper ranking).

e




Planned key development directions

The PZU Strategy for 2012-2014 was updated in
December 2013. In the conditions of upholding the
main strategic objectives selected in Strategy 2.0, the
instruments for implementing the strategy were
adjusted in order to provide a new growth stimulus.

This applied, in particular, to the objectives that have
not yet reached a sufficient rate, such as the
development of health insurance. Long-term objectives
regarding the improvement of the PZU Groupb s
operating model were also defined in the revised
Strategy.

Additionally, business pillars were adjusted in order to
present the direction of PZU Group® operations more
clearly. This included the creation of the Health pillar.

PZ\B plans for 2014 take into account the expected
moderate acceleration of growth in the Polish economy,
the possible continuation of turbulence on the global
financial markets, as well as the need to comply with
the new solvency requirements in the mid -term
perspective. Operating in the uncertain and variable
environment, the PZU Group is going to pursue its
strategy taking advantage of its strengths, such as the
enormous customer base (millions of customers), high
capital, qualifications of its employees and a strong,
refreshed brand.



Objective

Planned development directions in 2014

Business pillars

Mass-market customer

Profitable maintenance of the
position in non-life insurance

1.

Profitable maintenance of the market share in the motor insurance and non-life

insurance segment.

2. Development of protection, savings and investment products, including, in particular,
long-term savings products.
38 Further development in the area of mass-market sales, among other things, by
developing basic distribution channels.
Group customer
Profitable maintenance of the 1. Maintenance of the profitable position of leader in group life insurance.
leadership position in life . . . . .
. pp 2. Strengthening direct relations with the insured as aresultofthe K/ ub PZU Pon
insurance o
[PZU Help in Life Club.
The corporate customer
Regaining market position while 1.  Transformation of the PZU Group into a business partner with a strong expert position
maintaining profitability that is not only an entity selling insurance but also a customer advisor.
2. Rebuilding the market position in motor insurance and increasing the market share in the
non-motor business.
Inv estments
Rapid growth of the customer 1. One of the objectives of the PZU Group isthe rapid growth of business measured by the
assets managed by PZU. nominal value of the customersdassets managed.
2. PZU Inwestycjed sperations are consistent with th e positioning of the PZU brand
Mo Ue s z n ad nYdcan couatoryul).
Health
Development of health insurance 1. Further creation of the health insurance market to increase the scale of business in this
area.
2. Active upselling of products related to health and medicine insurance to group

customers.




International expansion

Raport roczny Grupy PZU za 2012 rok

Operations in Central and Eastern | 1.  The objective of the PZU Group is to become the largest and the most profitable insurer
Europe in Central and Eastern Europe.
Conditions for implementation
Middle -office: a modern and 1. Implementation of a new customer service model, which assumes an integrated contact
integrated customer service channel structure, which is compliant with customer expectations and, specifically,
model further construction of a network of modern sales and service branch offices.

2. Further optimization in the area of claims handling and benefits.
Back - office: efficient operations 1. Continuation of activities related to the intr oduction of a new policy system into the PZU
and flexible IT Group to make it possible to increase operating efficiency.

2. Further centralization and optimization of operating processes.
HR: business partner / 1. Further strengthening o f P gokltibrsas a preferred employer by holding a further
committed employees / results- edition of the internships and traineeships programme.
oriented culture . . - -

2. Transformation of the PZU Group into aresults-oriented organization.
Effective capital and 1. Focusing on the rate of shareholders return using such measures as optimization of

investment policy

capital, combined with maintaining the solvency ratios and maintaining resources for
strategic development through acquisition.



5 Organization, infrastructure and human
resources

regard to the contact centre, insurance

5.1 Organizational and functional structure operations, claims handling, accounting

R ) R ) operations (insurance and non-insurance),
PzU6s and PZU tycieds organizational structure is based
personnel and salaries operations, debt

on the functional and territorial coordination of tasks. ) - . .
recovery, financial insurance and administrative

Within the framework of the functional coordination at support operations;

PZU and PZU tycie, divisionsq ardbnaliafchds with thé netwérK ot Radiches
coordinating specific functions, such as marketing, T direct, comprehensive customer service points
management of sales in individual customer segments, with regard to life and non -life insurance.

claims handling, management of the network of offices,
operations division, finance division, HR division,
investment division, as well as divisions and functional
areas responsible for sypport functions, are
distinguished.

At the same time, some operations are performed by
subsidiaries (including P4J Pomoci with regard to
handling claims, PZU Centrum Operacjii with regard to
insurance operations and Towarzystwo Funduszy
Inwestycyjnych PZU T with regard to investment
Territorial coordination is implemented by the field portfolio management).
structures (regional branches and appropriate structures

. . ) . o ) The Group also uses outsourcing in its activities.
of the functional divisions, including specialized units).

Many of the structures at every organizational le vel ThePZUand PZU tycie organizati ol
(headquarters, specialized units, regional branches and has committees i collective bodies with decision—making
branch offices) are fully integrated and perform their and consultative powers.

functions for PZU and PZU tycie.

As at 31 December 2013, PZU8B.4a SaleaandseiRicdhatngl i e 6 s

organizational structure consisted of the following The PZU Group has the largest network of sales and

organizational units: service branches of all Polish insurers. The organization

1 the headquarters i which supports the of the PZU sales network has the objective of
Management Board of PZU in the management  guaranteeing sales effectiveness, while simultaneously
of the operations of the companies and the assuring a high quality of services provided.

coordination of activities within the PZU Group, At the end of 2013, the PZU Group distribution network

develops assumptions and directions of included:

development of activities and th e organization
of the companies from the PZU Group; it is the f Exclusive agents. PZU6's o eymetwogke n
consisted of 8,354 exclusive agents at the end
of 2013. The agency channel conducts sales of

mainly all types of insurance, especially motor

centre of planning and management by setting
business objectives, defining the strategy and

coordinating its implementation;
and non-life insurance and individual insurance

(life insurance).

9 specialized unitsi specialized operations
centres performing their tasks for the
companies or a distinct area of the country with



1 Multiagencies. 2,178 multiagencies working
with several insurance companies make sales
mainly to the mass market (insurance of all
types is sold through this channel, especially
motor insurance and non-life insurance, as well
as individual life insurance).

1 Insurance brokers. PZU, in particular the
Corporate Customer Division, worked with
approximately 885 insurance brokers.

1 PZU employees. Approximately 800 PZU
employees sold insurance at their own branch
offices (primarily to corporate and group
customers).

1 Bancassuance and Strategic Partnership
Programmes. In 2013, the PZU Group worked
with 9 banks and 4 strategic partners with large
customer databases or partners supporting
mass payments, including telecommunications
companies and airlines. Sales of nontlife
insurance through this channel mainly applies
to insurance connected to a banking product or
the strategic

1 Direct. PZU sells products to individual

partner6s

customers by telephone and over the Internet.
P Z U usgomers can file claims:

1 Viathe Internet 1 the E-likwidacja [ E-loss
adjustment] system;

1 Dby telephone via the hotline;

1 personally at a selected Branch or garage
belonging to the PZU Repair Network;

9 inwriting (sent by post, e -mail or fax).

The claims handling process is conducted at 8 Regional
Claims Centres located throughout the country and at
the central unit 7 the Operational Centre for Claims and
Benefits. Since the process is based mainly on
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’ More than one PZU Branch in the town

v One PZU Branch in the town

Claims handling, for the customer, is the moment of
truth in contacts with the insurer. Satisfying his
expectations in the claims handling process is the key to
building his ties with PZU. Therefore, extensive work
Wa%cgnsdlilctgd inszglrS ;c/o istEea(_}m‘line and shorten this
process.

The quality of the claims handling process at PZU is
very highly assessed by customersi accor di ng
survey on a sample of more than 20k customers, the
satisfaction index in 2013 was 91%. In turn, among

the customers who experienced the claims handling
process or the process of paying benefits, the NPS (Net
Promoter Score) recommendation index, which is the
difference between the proportion of promoters and
critics participating in the survey, was as high as 29%
while 50% of consumers surveyed indicated that they
are active promoters of PZU.

IT and operations

electronic information and there is no connection of the
servicing with the place of residence of the insured /
event, the model of an equal workload of individual
claims handling units has been implemented.

Furthermore, PZU is continuously expanding its
cooperation with repair networks i at the end of 2013,
the number had increased to 1,398 from 1,363 in 2011.

In 2012, PZU made a strategic decision to implement a
new IT system for non-life products. Because of the
importance of this project to the functioning of the
organization, this project was given the name Everest

The implementation of the new IT system will enable
the transformation of PZU and will improve the
conditions for the proper management of customer
relationships. By automating many processes, the new

t

(o]



system will be an online tool for the sales person and 1 the implementation of the system supporting

the support employee, will allow easy changes to be the new model of human capital management
made to the product offering and will support PZU in at the PZU Group was completed;

dealings with customers through various servicing 1 work continued on improving the IT tools in the
channels. The integration of the new system with other areas of fund and asset management;
applications, namely claims handling, data warehouse, 1 a project of consolidating the IT infrastructure
internal management and document flow, will create with regard to disk res ources was completed,
the conditions for fully exploiting the capabilit ies of the gaining the ability to effectively use them within
new solution. the PZU Group;

1 work started on the strategy in the area of the
technical infrastructure, the implementation of
which will help optimize the costs of the IT
infrastructure;

In accordance with the accepted schedule, a pilot
implementation of the new system was launched on
18 November 2013. The Everestsystem pilot
programme was conducted in two stages. Within the
so-called small pilot programme, PZU made Everest
available to approximately 70 exclusive agents and

30PZU employees from Lublin. I:SVl\J/AFNF);ng the fAl arge pil ot
3 i 3 @eﬁs&rgnr"nent of performance, effectiveness of

processes and IT spending on the basis of the

9 significant cost savings were achieved through
the optimization of the wide area networks

programmed conductyeadiltieendam 1

of February 2014, Everestwas made available to all of

PZU6s exclusive agents and sal ceosstall%czﬁltgnnmcoq]elewgs |rpprr]ove{i;h e
1 implementation of an ERP system whichis

common to PZU and PZU tyci

Lubelskie and Podkarpackie network. The pilot
programme had the purpose of checking the functioning
of the new process and the correctness of the plan to
deploy the new system throughout the country, as well .
BEY of Y g

as prepare users. The Al arge preo;gramme(‘) al so
9 critical systems and business applications at the

T further processes were being implemented in
the area of insurance bookkeeping for PZU and

gave the opportunity to monitor and analyse the
business indicators PZU Group were included in the monitoring,
which enabled the elimination of the risk of
long-term failure and the simultaneous

reduction in downtime of critical systems.

The implementation of the Everestplatform has been
divided into three phases. Such organization of the
project will enable the business benefits to be achieved

quickly with the simultaneous minimization of A major step was also taken with regard to the

implementation risk. PZU will introduce motor, home unlflcatllo.n of ITin the PZU Group, standardizing _
and some property products into the system (for 11.5 supervision, the structure and management of IT in all
thousand end users) by the end of 2014. The other

products offered to the mass market and SMEs, will be

PZU Group companies.

activated from the beginning of 2015 (a further 10k end 5.3 Human resource management
users). PZU plans to make products for corporate
customers available in Everestin 2016. Level of employment

Full implementation of the new policy system is planned  As at 31 December 2013, employment in the PZU Group

by the middle of 2016. in FTEs was 11.2k and was 2.9% lower than a year

A number of activities supporting important business earlier.

initiatives and optimizing the technical infrastructure The majority of employees in |
and processes were conducted in 2013, in particular: women. At the end of 2013, they represented 63.7% of

the total number of employees in these companies.



The proportion of women in the employment structure
has slowly declined in recent years. 99.2% of
employees had degrees or secondary education,
whereby 75.5% had degrees. The share of employees
with degrees increased significantly compared to 2011.
However, the age structure of employees was stable
and, in December, 69.2% of the employees of both
companies were aged up to 44 years.

Proportion of women in total employment at PZU
and PZU tycie (in %)
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The decline in the number of employees of the PZU

= \Women employees

Group in 2013 was a result of the implementation of the

assumptions to the restructuring plan announced in
December 2012 by the
which was to mainly encompass the areas of claims
handling and finance and, to a much lesser extent,
support functions (administration, logistics, IT).

Age structure of PzZU
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On 13 February 2013, the Management Boards of PZU
PzZzU tyci e
redundancies, in accordance with the Act on the

and announced
detailed principles of terminating employment for
reasons not attributable to employees of 13 March
2003. The trade unions operating at these companies
were consulted on the intention to make group
redundancies, while information about the initiation of
group redundancy procedures was provided to the
appropriate County Labour Office.

Employment restructuring was planned for the period
from 18 March to 15 June 2013. The restructuring was

supposed to have encompassed 3.1k people at PZU and

PZU t vy c ielwyjtwaws éstmated that employment
downsizing would apply to 630 employees of PZU and

PzU tycie, which represented
these two companies.
Empl oyment at PZU and PZU tycie by

education (in %)
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On 28 February 2013, PZU,P Z U t andthedrade
unions operating at these companies signed an
agreement setting out the terms and conditions of
employment restructuring. The final form of the
document was based on the experience and solutions
developed during the corresponding negotiations in
prior years.

t hei

Table of Employment at Ptousandswolli FPEB)U t yci e (i n

31/12/2013 31/12/2012 31/12/2011 31/12/2010 31/12/2009
PZU 7.92 8.34 8.66 9.36 10.95
PZU tycie 3.32 3.24 3.41 3.81 4.06
Total 11.24 11.58 12.07 13.17 15.01

* Data in thousands of FTEs. all employees with no exceptions i as at 31 December of the given year
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Employment restructuring was conducted during the
planned period and finally encompassed 2.2k people at
PZU PZU whi |l e t
applied to

and tyci e,

538 empl oyees

The people who were dismissed or who did not accept
the changes in the terms and conditions of employment
(just as during all stages of employment restructuring,
namely in 20107 2012) were offered more favourable
conditions of leaving than those provided for by law in
similar situations. The amount of additional severance
depended on the length of service at the PZU Group
the I evel of the

and gi ven

The total costs of restructuring recognized in the
provisions for restructuring expenses in 2013 were
PLN 39,568k (throughout the whole of 2012:
PLN75,862k), while the unused part of the provision of
PLN 18,626 k was released.

Salary policy

Employee appraisals, for which the assumptions were
prepared in 2012, were conducted for the first time at
PZU in 2013. Their objective was primarily to promote
appropriate attitudes among the employees based on
cooperation, knowledge sharing and feedback. The
PzU employee DNAand PZU Leader DNAwhich were
created in 2012, were used in this appraisal.

Within the process of valuing all positions, which started
in 2012, the process of writing up and valuing positions
was completed in 2013 and an analysis was conducted
of salary practices applied at the individual companies
with respect to the market. The last stage of the
project, i.e. the implementation of its results is planned
for the first half of 2014. They will be used in the salary
system, which will take into account the competencies,
skills required for a given position and market
standards.

The WOW(Wynik i Ocenai Wa r t pResuli i Rating
i Valueg) appraisal system has been in force at PZU
since 2012. Its objective is to improve the efficiency of
the whole organization, in accordance with the slogan
We Reward Results WOW is a bonus system based on
the assessment of the extent to which objectives are

achieved consisting of the
and the annual development plan.
he empl oyment downsi zing

o Recpimgnt, faining aaghyidipg,ag image of

the preferred employer

Work at the PZU Group is related to stability of
employment and, simultaneously, to substantial
development opportunities within the C ompany.

PZU employees receive an annual development plan.
The following have been introduced to support
employees in improving their skills, which are required

at@h@ BiePWolk Boldts sal ary.

1 PLLSTraining programme. Training is selected
for the employee on the basis of his DNA
appraisal, which has the objective of developing
the areas which constitute his weaknesses.
Every programme contains a dozen or so
training modules, which develop all the new
skills implemented in the organization, such as,
for instance, team management, personal
effectiveness and building customer
relationships.

1 Leader 2.0programme, the aim of which is to
strengthen key managers at PZU in the role of
all-round leaders. 300 managers participate in
it.

1 Classroom training packages, such as
management chall enges,
coaching.

1 Other forms of training: postgraduate studies
and specialized forms of professional
development, language courses and MBA
programmes.

Every employee benefited from an average of 30 hours
of classroom training and 16 hours of e-learning in
2013.

In addition, two projects were inaugurated as a part of
the development of the new organizational culture:

1 TOP 3@ which involves the selection of
30 Change Leaders. Its objective is to develop
initiatives to raise the commitment of
employees in 5 areas: Peoplei the most

t

empl oy

he



important resource of PZU, We pay for results,
Develop together with PZU, The Customer
comes first and Ambassacdbrs of PZU

T Champi onsé These a«iffaansal s .

morning meetings during which employees who
submit interesting questions or issues have the
opportunity to discuss them with the president

i the host of the meeting.

In addition to salaries, employees have additional

benefits, such asthe P Plusand Pe g n i alFullness i a

of Life] Group Employee Insurance, an Employee
Pension Programme, Health Insurance i Medical
Insurance, Drug Insurance and discounts on insurance
offered by PZU.

In terms of employer branding, a number of activities
dedicated to students were conducted. The Wied z N
pisane [ Written with knowledge] competition,
participation in job fairs and PZU Ambassador
programme are just some of the examples of activities
addressed to students. A new, centralized programme
of internships and traineeships dedicated to third year
and higher students, as well as young graduates,
started in 2013. Within this programme, three -month
traineeships, six-month internships and nine-month
internships are organized for talents, the so-called High
Potentials In 2012, the programme enabled more than
100 people to work for the PZU Group. More than 60%
of them remained with the Company for longer.
Internships start every year at two times: June and
October.

PZU also has mechanisms for entry into and exit from
the organization. The assumption to the process of
introducing a new employee is to build commitment and
loyalty in an atmosphere of openness and cooperation.
However, anyone parting with the organizat ion by
mutual consent is asked for his opinion on working for
PZU and the reasons whyhe decided to change
employer.

5.4 Marketing

In 2013, the PZU Group conducted six advertising
campaigns with broad coverage, which primarily had

the objective of strengthe ning the image of PZU as a
modern and trustworthy company. These were:

1 A campaign on auto casco insurance, the
objective of which is to inform customers that
insurance in the formula of all risks give them
peace of mind and certainty, even in
unexpected situations.

1 A campaign addressed to students and
graduates Pr ac a p r z[&Verk vdtldJ e
capital A. Its objective was to strengthen
PzUb6s i
employer.

mag e as an

1 A Strongly helpful Agents campaign. Its
objective was to inform customers that the
agents are trustworthy and can be relied upon.

1 A Claims handling without obstacles campaign.
It demonstrated problem -free claims handling
and particularly helpful experts and loss
adjusters.

1 An Even the best will do anything to work for
PzUcampaign, which had the objective of
positioning the PZU Group as a desirable
employer.

T APZU
Christmas
Reindeer
Campaign. A
reindeer giving
out presents
reminded viewers that, whatever happens,
customers can always rely on PZU. At the same
time, some advertisements informed viewers
that PZU and its employees support the
Szlachetna Paczkd Noble Pack project.

The PZU Group conducted an indicator campaign
throughout the whole of 2013, the objective of whic h
was to promote the most attractive products / services
from various business areas and the resulting customer
benefits. It was simultaneouslyb ui | di ng
/s a modern company; It is a customer -friendly
company; It is the company for me; It i s a trustworthy
company). Animated advertising slogans also had the
rei

purpose of strongly

P

attract.i
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