Management's Report of PZU for the year 2015

MANAGEMENT®6S REPORT FOR POWSZECHNY ZAKGAD UBEZPI ECZEG

1



01

BRIEF DESCRIPTION OF PZU

4

02

EXTERNAL ENVIRONMENT IN 2015

2.1 THE MAIN TRENDS IN THE POLISH ECONOMY
2.2 THE SITUATION ON THE FINANCIAL MARKETS
2.3 REGULATIONS ON THE INSURANCE MARBEANN

2.4 MACROECONOMIC FACTORS, WHICH CAN AFFECT THE OPERATIONS OF THE POLISH IN¢

SECOR AND PZU'S ACTIVITIES IN 2016

12
14
15
17

20

03

t %! Q{ '/ ¢L+L¢LO{
3.1 STRUCTURE OF BZBITAGROUP
3.2 PZU OPERATIONS ON T{ELISH NONFE INSURANCE MARKET

23
25
26

04

BUSINESS STRATEGY
4.1KEY DEVELOPMENT DIRERS OPZUGROUP IN THE YEARH 652020.
4.2 REALIZATION OF KEQFECTS AND INITIABWN2015

30
32
35

05

ORGANIZATION, INFRASTRUCANIREHUMAN RESOURCES
5.1 SALES AND SERVICE CHANNELS

5.2 HUMAN RESOURCES MANAGEMENT

5.3 MARKETING

39
4
43
46

06

FINANCIAL RESULTS

6.1 KEY FACTORS AFFECTING THE FINANCIAL RESULTS ACHIEVED
6.2 GROSS WRITTHREMIUM

6.3NETINVESTMENRESULT

6.4 CLAIMS AND TECHNICAL PROVISIONS

6.5 ACQUISITION EXPENSES AND ADMINISTRATIVE EXPENSES

6.6 OTHER OPERATIN® TECHNICMNCOME/EXPENSES (NET)

6.7 STRUCTURE OF ASSETSIABIRITIES

6.8 SHARE OF THE BUSINESS SEGMENTRABRBIEILTS

6.9 OPERATING EFFICIENCY RATIO

48
50
52
52
53
53
54
54
55
57

07

RISK MANAGEMENT
7.1 RISK MANAGEMENT

59
61

MANAGEMENT®6S REPORT FOR POWSZECHNY ZAKGAD UBEZPI ECZEG

2



7.2 REINSURANCE OPERATIONS 63
7.3 CAPITAL MANAGEMENT 63
08  PzU ON THE CAPIBAID DEBWMARKET 65
8.1 STOCK PRICES 67
8.2 INVESTOR RELATIONS 68
y®o !b![,{¢{Q w9/ haa9b5! ¢Lhb{ 68
8.4 DIVIDEND POLICY 68
8.5 RATING 69
09  CORPORATE GOVERNANCE 72
9.1 CORPORATE GOVERNANCE PRINCIPLES APPLIED BY PZU 74
9.2 APPLICATION OF BEST PRACTICES OF WSE LISTED COMPANIES 74

9.3 APPLICATION OF CORPORATE GOVERNANCE PRINCIPLES TO SUPERVISED INEFITUTION
9.4 CONTROL SYSTEM APPLIED DURING PRERMRAHEINANCIAL STATEMENTS 7

9.5 ENTITY AUTHORIZED TO AUDIT FINANCIAL STATEMENTS 78
9.6 SHARE CAPITAL AND SHAREHOLDERS OF PZU; STOCK HELD BY MEMBERS OF78'S AUTH!
9.7 BLAWSOF PZU 82
Py DO9bOw! [ {I! w9l h[ 59 wHOARDaAND ¢/ANAGEMERNT BOSRIA2L { h w
9.9 REMUNERATION OF WHEFIBERS OF GOVERNING BODIES 91

10 a'b! D9a9b¢ . h!w5Q{ woOtw9{9b¢! ¢LhbD 93
APPENDIEINANCIAL DATA 97
APPENDIGLOSSARY OF TERMS 100

MANAGEMENT®6S REPORT FOR POWSZECHNY ZAKGAD UBEZPI ECZEG

3



MANAGEMENT®6S REPORT FOR POWSZECHNY ZAKGAD UBEZPI ECZEG

4



1 Brief description of PZU

t2gal SOKye %I 10FR ! 08T LAGOSrs&s ofInnds/didribcuses o® pr@nyting
0at %! ¢33 GLA&AdZSNESI &/ 2YLI olusalpattdns that fdclitat® iinoviatkors indudingd S a
insurance institutions of natife insurance in Poland  openness to change, thinking outside the box, and
with market share of 31.2%nd one of the largest creating a space for experiments, with a strong accent
insurance institutions of in Central and Eastern Europ y | GG NE FyR (0Said¢ YSGK2R
PZU stands on the forefront of PZU GrdBgU Group, operating methods, and; as a resulg new propos'a_ls
the Group). fpr our clientsWe follow th(_e Stratgy i.a by recrum.ng.

right personnel who do their best to challenge existing
The operations of PZU are focused on the 3 business patterns of behavior and old processes, while working
segments: Insurance, Investments, and Healthcare  on achieving longerm business goal#t the same
where the Company operates via its subsidiaries.  time, a process of evaluating innovative processes was
put in place. The assessment is carried out by means of
- introducing measures, such as the number of
GWe ensure peace of mind looking into the fuill5 €  innovations in total volume of presented ideas, or the

PZU aspiratiois to gain advantage over its existing nUmber of innovations realized versusttotal

and potential competitors by constantly strengthening "Umber of innovations, the value of savings and
its market position as a result of the focus on the clienfidditional income gained as the result of implenting
satisfaction and loyalty. innovative solutions

PZU values, goals, and aspirations

PZU values

Three underlying values of PZU are the follayvin

Transparency, Innovations, and Efficierilyey serve

Fa olaixa 2F GKS t % Qa NBflrliAzya ¢A0GK OftASydGax
shareholders, employees, and all interested parties.

Transparency No fine print

PZUWoffersto its clients products with no fine primt
there are no hidden charges or understated limitations
and exclusions of liabilityf.he terms and conditions of
products offered by PZU are provided in a clear and
understandable languagé&his helps to avoidry
misunderstandings anchakesure that the client

knows what to expect in the process of fulfilling
obligations by PZU.

Innovations

In the light of dynamically changing environment,
growing expectations of the clients and stronger
competition, PZU is catantly striving for improving its
offer and internal processe$he Strategy of
Innovation was implemented in PZU Group to ensure
that our longterm goals for 2015 and known and
understood by everyone in our organization.

't % Qa4 aKFNB OFftOdAFGSR GF1Ay3a Ayi2 002dzyid t % Q& Aysl NR NBAyadz2NI yoOS
towards Link4
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orientation profitability Committed
toward client Employees

VALUE FOR
CLIENTS

OURTARGETS

DEVELOPMENT STRATEGY

D

INSURANCE

INVESTMENTS HEALTH

r
Il

We ensure to Customers
peace of mind and
a sense of security

/)' ﬁoﬁ 5‘@
We offer the best quality We inspire our We are Market

products at an attractive Employees Watchdog
price

OURVALUES

WE ARE

INNOVATIVE
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Innovative products set new market standar&nce Gross written premium
2015, several PZU branches provide custosegvice (PLN million)

in sign languagédn 2014, PZWvas the firstinsurance
companyto introduce direct claims handling process.
While using PZU services, the clients can take
advantage of a modern fleet that consists of 300
replacement hybrid vehicle8y promotingecological
solutions in the claims handling process, PZU sfter

its clients an option to receive and keep a free bike
instead of using a replacement caith our corporate
clients in mind, PZU Lab was established which helps
the clients improve theirisk management processes
and enables them to decrease a possibility that the
events covered by the insurance policy will take place PN milion

6 KAOK Ay (dzNY ft 2Bz8 Ndivesbkas =7 w00
GYFN] SG ¢ G OKRe-mheé-artprgoictsiit K
offers setexceptionally high standards in the field of .,
client relations. 3000

2011 2012 2013 2014 2015

Net profit (PLN million) and ROE (%)

in %

Efficiency 2000

Operational efficiency is an indispensable condition fo1000
building a competitive market offer, as well as fulfilling 2011 2012 2013 2014 2015
PZU obligations towds its shareholders, employees,
suppliers, ad other business partner&@ne of the key

projects that aim at increasing operational efficiency isClients
the Everest platforng a system that has been
implemented since 2014 in ndife insuranceHigh

et profit ROE

Almost 16 milions clients in Poland use products and
. - ) : AaSNIDAOSA 27F t.We201F syriRyst %! At
operational efficiency, along with the wide scope of showed that the satisfaction level among PZU clients

buswess_, en_aple PZU tp achieve cost efﬂmency ‘Tﬂ thewho benefited from claims handling by PZU or received
level which is inaccessible to other market participants.

. : - ; paymentofbe® TAGa FTNRBY t %! A&OAS
By combining exceptional cost efficiency with . .
AYYEOL GADGS 2TTSNE %l ca STHBEAESTEP Niohgrppnfatotine gqmpeiin: 5 5
an industry leader that ensures high standardishe € Net Promoter core ( 5 \) mvongAthe clients o
t %, OlFYyR t¥% <= AeOASUO g6l a mMmm:
market offer.
PZU is consequently trying to stay close to its current
and potential clientg; to their needs, ambitions, and
aspirations All undertaken activitieg from insurance
product concepts, through customer communication
channels, to the activity in scope of Social Business
wSalLRyairoAfAdes NS RSaAIy
demands of & clients as closely as possit&Uaims
to address demands as best as it can at every level of
mutual relations; from the choice of insurance
products, through preferred communication and sales
channels, to issues associated with claims handling and
benefits payments.

2 Monthly survey carried out by GFK Polonia at the request of PZU.
Presented data constitute an accumulated result of monthly assessments
from January to Decena 2015
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PZUapplies Big Dattwols and methods in its activity  the Group pays high annual dividends, which compose
to support segmentation and profiling of the clients  a considerable TSR component, according to the
(both individual and corporate), identification of preferences of its shareholders.

factors contributing to client resignations, or improved

handling of customer demands through application of

prediction models.

KPI 2015 2014 2013 2012 2011

ROE 18.2% 21.4% 39.7% 20.5% 21.8%
Combined ratio (COR) 93.2% 94.7% 87.3% 92.3% 94.9%
Dividend yield* 8.8% 7.0% 11.1% 5.1% 8.4%

* Advance dividend calculated in the payment year

Product Offer PZU shareholding structure as at
5 ) . na 31.12.2015*
t Y2 Qa 2 masbeMiniivie insufarie offer on the Aviva OFE
. . 0,
Polish marketlt covers oveR200types of insurance 51% State
Treasury

products addressed to all Customer Segments. 3019

Sales and customer service channels

Ly AYLRNIFYyd StSYSyid 27 Other
network of own branches ancdlwer options for 59.9%
communication between the clients and PZU on Polis|

market. Besides 414 own branches, PZU offers over «as per the current Report 312016
6,500 exclusive agents, over 3,100 multiagencies,
almost 1,000 insurance brokers, direct channels
(internet, call centre), and a salestnerk of 8 partner
banks and 6 other strategic partners.

In 2015, PZU paid almost PLN 2.6 billion as dividend for
the dividend rate of 8.8% (calcudat from the share

price at the end of 2015, i.e. PLN 34 .Before stock

split). Since its IPO, PZU has already paid out nearly
Value for shareholders PLN 15 billion in dividends, while the total

PZU has been quoted on the Warsaw Stock EXchangghareholders return (TSR) from investment in PZU
since 2010¢ KS @ t dz§& 2F t %! 0a FTARKHOUNSELP%E 2FFSNI 6Lt ho
PZU was almost PLN 8.1 billitrwas the biggest IPO  Strong @pital position

in the historyof the Polish capital market, the biggest
offer in Central and Eastern Europe from the beginnin
of the economic transformation, and the biggest IPO i
all of Europe since 2007.

ZU holds exceptionally high capital security ratios in
§omparison to other insurance groupsnd so, in
accordance with the regulations of Solvency I, PZU held
a 550.4% ratio of solvency margin coverage with own
The key shareholder of PZU is still the Ministry of the funds at the end of 2015.

State Treasury, whidatepresents 34.4% of the share
capital. The remaining shareholders are both Polish
and foreign institutional investors (various investment
and pension funds) and an extensive group of
individual investors (in IPO alone, PZU shares were
acquired by over 25thousand individual investors).

As ofl January 2016, the Act on Insurance and
Reinsurance Activity of 11 September 2015 introduced

new capital requirementg Solvency I into the Polish

legal systemdn accordance with the new act,

calculation of the capital requirement is based b t
following risks: market, underwriting (insurance),

The main ratio serving to measure the effectiveness otounterparty insolvency, catastrophe, and operating.

UKS DNRdzLIQa @ f dzS 0 dzA f R A BZB hadzdobpdblishe thOr@sYilcdndekndd theh 2 Y 6 .
the capital market is TSRdtal Shareholder Retuxn solvency margin pursuant to Solvency Il as per uA#s.

Due to the care for generation of high free cash flows,per the estimates at the end of the third grter of
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2015, the solvency ratio (calculated according to the
Solvency Il standard formula) for PZU Group was
assessed at a level of 296 2l Ratios as high as these
place PZU Group among insurance groups with top
capital strength.

Solvency as per Solvency | (in %)

815,3

2011 2012 2013 2014 2015

Since2009, PZU is subject to regular ratings by

{ G Yy RI NROm21 JaguariNaDE6 dstandard &

t22NHA& NIGAYy3 2F t%ph gRakKt26SNBR FNRBY ! (2 a!
negative rating outlookThe decision to lower the

NIFGAy3 2F t % NBadzZ 6§SR TNRY (KS t26SNAy3I 2F t2f yR:
raind FNEZEY 0@! a. .. bé¢ GAGK ayS3aAFGABSE 2dzift 221 2YS
week before and had no association with the situation

of the company, the activity of which presents a very

high capitalization and security lev@&lccording to the

NI GAy3a YSGK2R2f 23®aond %! Qa NI GAy3 OFy 2yfte

grade above that of its country, therefore the

maximum possible S&P rating for PZU is"'A

3 Data not subject to audit
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PZU share prices since its IPO on WBE05.2010=100yntil 31.12.2015

2200 287 points ] 86.2% of shareholders return is

from dividends, (increasingly PLN
|l 17.30 /share)

PLNS51.32 J 13.8% of shareholders return is

from increased exchange rate,
PLN 277 /share

170,0

120,0 |

70,0
12:05-2010 30-12-2011 28-12-2012 30-12-2013 30-12-2014 30-12-2015

WIG e pP7ZU TSR PZU e stoxx europe 600 insurance

PZU TSRtotal shareholder return, includes the dividend paid by PZU

Main financial data of PZU for 202015 (PLN milion)

Data from the profit andloss statement 2015 2014 2013 2012 2011
Gross written premiums 8,858 8,262 8,274 8,453 8,247
Net earned premiums 7,898 7,903 8,108 8,277 7,906
Net claims and benefits 5,037 5,231 5,047 5,473 5,387
?gr?]l::]siistisc;gﬁxpensesincluding reinsurance 1571 1523 1,367 1,495 1,485
Administrative expenses 754 729 663 676 634
Technical result 636 564 1,062 640 332
Net investment income 2,024 2,568 4,633 2,473 2,844
Gross profit (loss) 2,476 2,855 5,391 2,924 2,742
Net profit (loss) 2,249 2,637 5,106 2,581 2,582
Total assets 36,358 34,630 30,137 29,913 27,398
Financial assets 32,356 31,031 27,609 27,591 24,883
Equity 12,379 12,329 12,260 13,453 11,745
Technical provisions 17,540 16,861 15,913 14,933 13,895
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The most impor

tant events in 2015

Nortlife insurance

Gross written premium at PLN 8,858dllion, a 7.2% raise in relation to 20X&rowth of premium in motor insurance resultin
from inward reinsurance agreements concluded with newly acquired subsidiaries.

Leader on the Polish nelife insurance market with share of 31.2¢after 3 quartersof 2015).

Market leader with a share of 35.6%n the motor insurance market (after 3 quarters of 2015).

Infrastructure

Completed stage | of implementing the new Everest IT system fofif@onsurance policief?roviding the system to almost 1¢
thousandtarget users.

Launch of direct claims handling for PIU settlements.

Creation of own fleet of replacement cars used for claims handling purposes composed of 300 hybrid vehicles.

Human resources
management

Average annual employment of approximately 7.8ukand employees calculated as FTEs.

9YLX 28YSyid NBAGNHOGd2NRAY3I Ay t¥% FyR t% AgOASo
VI place in the Employer of the Year ranking organized by AIESEC.

Implementation of the Innovation Strategypromotion of prainnovation cultural models.

Extensive trainig and development program for employeeSmartUp, TalentUp, MBA.

Financial results and
safety of operations

bSG LINBTFAG G t[b HZHny®dp YAfEA2YS ADdSd mnomz 2SN G
Return on equity 18.2%adecline of 3.2 p.p. compared with 2014.
Dividend payment from PZU profit in 2014 PLN 2,590.6 million.

Maintenance of solvency ratios which are higher than the average for the sector.

‘PzZUbs share
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calculated taking into account PZUbs inward reinsurance

11

t



MANAGEMENT®6S REPORT FOR POWSZECHNY ZAKGAD UBEZPI ECZEG

12



2 Theexternal environment in 2015

Contents:

1. Main trends in the Polish economy

Financial markets situation

Regulations on the insurance market in Poland

Macroeconomic factors which can affect the operations of the Polish insurance sectdhe operations
of PZU in 2016

Hwn
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2.1 Main trends in the Polish nom
ain trends in the Polish econo y Composition of GDP growth in Q1 2011 - Q4 2015

Gross Domestic Product

Thereal GDP growth in Poland in 2015 reached 3.6%, o
compared with 3.3% yean-year.The quarterly GDP - II
growth pace remained at the level of 383.9% year =~ =\ _ Eell- ] i ]
on-year.

Domestic demand continued to be the key factor I I III II' I I I I I I
contributing to the economic growth, even though it l I I ="M I i -

grew less rapidly than in 2014 (3.3% vs. 4.9%). e lo] ; ; ; ; N:: l
Improved situation on the labor market, as well as

relatively stable real remuneratiorrgwth accelerated

the dynamics of household consumption to 3.1%, — CONSUMPtION
compared with 2.6% in 2018avings increased as well s Foreign trade balance
The pace of household consumption growth was

exceptionally stable in 2013he public consumption  The labor market and consumption

growth slightly decreased and reach&db% versus _
4.9% in 2014in 2015, growth of investmesin Favorable tendencies were observable on the labor

market in 2015Therecorded unemployment rate
systematically dropped to reach the lowest level since
the end of 2008 (9.8% in December compared with
11.4% at the end of 2014 2015, the average
monthly employment in the enterprise sector grew by
nearly 77 thousand peoplend its annual dynamics
reached 1.4% yeasn-year in December 2015
compared with 1.1% yearn-year at the end of 2014.

3.6%

o993

tangible assets was lower than in the previous year
approximately 6.1% compared with 9.8%oo0d
financial condition of enterprises along with steady
economic growth, relatively stable capacity utilization
level, high availability and low cost of credit jointly
created favorable conditions fanvestment
development.On the other hand, uncertaiforecasts
on demand and increased volatility on financial
markets induced the companies to remain prudent. Atin the light of deflation, the pressure on salary

the same time, weakened public investment dynamicdncreases remained limited’he average monthly

may have resulted from entering in a transitory periodremuneration in the enterprise sectgrew in 2015 by
between two European Union financial geectives, 3.2%, that is the same as the year befddewever,

I.e. for the years 2002013 and the years 20£2020. due to the dropping consumer price index (CPI), the
Unlike in 2014, the change in inventories adversely real salary increase was the highest since 200i&h
affected domestic demand and GDP dynamics in 2018onsideration of the price changes, the average
monthly remuneration in the entenise sector was

4.2% in 2015 in comparison to 3.2% the year before.
Similarly to 2014, remuneration in the enterprise sector
2015 grew faster than in the stateudget unitsThe
average monthly real dynamics of the remuneration
fund in this sector in 206 was on average 5.6% year
on-year and was the biggest in 7 yearbe real growth

of disposable gross remuneration was also considerably
larger than in 2014The consumer financial condition
indicators also systematically improvekhe consumer
sentimentindex prepared by the Polish Statistical
Office (GUS) was the highest since 2008.

In 2015, export grew slightly more dynamically than
import. As a result, the impact ofet export on GDP
growth in 2015 was only slightly positive (0.4 p.p.),
whereas in 2014 the net export decreased the real G
growth by 1.5 p.p.

The improving financial situation of households and
more favorable labor market contributed to a growing
consumption and savings of householdike individual
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