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I. INTRODUCTION

Pursuant to Article 75 of the Public Finance Act23f August 2009, the Minister of Finance is

obliged to develop annually a 4-year strategy omagang the State Treasury (ST) debt and
influencing the public finance sector debt. Thisulment is presented by the Minister of Finance to
the Council of Ministers for approval, and thensitsubmitted by the Council of Ministers to the

Sejm, together with the justification to the diattdget Act.

Public debt management is conducted at two levels:

* in a broader sense, debt management is a pHrediscal policy and covers decisions on what
portion of State expenditures is to be financedugh debt, accordingly, what should be the level
of public debt (this aspect is discussed in documepdated on an annual basis, devoted to the
government economic programme, especially in tiséification to the draft Budget Act and the
Convergence Programme Update);

* in a narrower sense, debt management means tlgeoWdinancing the State borrowing
requirements and designing the debt structureamiqular by selecting markets, instruments and
dates of issuance.

The macroeconomic and fiscal assumptions adoptethen Strategy are compliant with the
assumptions of the draft Budget Act for 2019.

Table 1. Public debt and debt servicing costs —rsany of the Strategy forecasts

Item 2017_ 2018 2019 2020 2021 2022
(execution)

1. Public debt
GDP % | 485w | 47.0% |  46.6%]| 45.2% | 42.9% | 40.7%
2. The amount specified in the article 38a (3) ohe Public Finance Act*
GDP % | a77% | 459% |  45.4%]| 44.1% | 41.7% | 39.7%
3. General government debt
GDP % | 507% | 4920 |  48.9%| 47.7% | 45.4% | 43.4%
4. State Treasury debt servicing costs**
a) PLN bn 29.6 30.7 29.2 30.4 - 31. 31.9-32§7 .9334.6
b) GDP % 1.50% 1.46% 1.31%| 1.28% - 1.3Tz%27% - 1.30%‘ 1.27% - 1.30%

*) The amount of public debt recalculated using yiearly average of foreign currency exchange rdteshe year concerned and
reduced by the value of State budget liquid fuagsd to finance the borrowing requirements for fibléowing budget year.
**)Forecasts of the debt servicing costs for tharge2020-2022 account for the exchange rate rigkvisions.

Under the adopted assumptions, at the end of 204 $ublic debt-to-GDP ratio will decrease to
47.0%, to fall subsequently to 46.6% at the en@@I9. In the timeframe of the Strategy, the
downward trend will continue and the public debtaDP ratio will reach a level of 40.7% by the
end of 2022. The ratio of the amount specified rtiche 38a (3) of the Public Finance Act to GDP
shall reach the level of 45.9% in 2018 and 45.4%0m9, i.e. below the threshold of 48% included
in the stabilizing expenditure rule, to decreas@dd@% in 2022.

The general government debt-to-GDP ratio (accorthnifpe EU definition) will decrease to 49.2%
in 2018 and 48.9% in 2019, to reach the level of%3in the timeframe of the Strategy.

In nominal terms, the limit of ST debt servicingst®assumed in the draft Budget Act for 2019 will
be lower than in 2018 (PLN 29.2bn compared to PIONBn). In relation to GDP, debt servicing

costs will decrease from 1.46% in 2018 to 1.31920a9. It was assumed that in the timeframe of
the Strategy, the debt servicing cost-to-GDP nailbdecrease to the level of 1.27% - 1.30%.

This Strategyis a continuation of the strategy developed lastryThe objective of minimization of

the long-term debt servicing costs subject to thapsed risk constraints remained unchanged. The

tasks aimed at implementation of tB&ategyobjective, associated with the development of the
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financial market, i.e. ensuring liquidity, efficieynand transparency of the Treasury Securities (TS)
market, as well as the task related to effectiveagament of the State Budget liquidity have been
maintained.

The following has been assumed for the accomplishrogthe Strategy'sobjective in the years
2019-2022:

the flexible approach towards shaping the finanatrgcture in terms of selecting the market,
currency and instruments shall be maintained, ¢oetktent that cost minimization is achieved,
subject to the assumed risk level limitations avaiding distortions of monetary policy;

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

the share of foreign currency debt in the ST dabtb& reduced to the level below 30% and in
the timeframe of th&trategy its gradual reduction will continue;

building large and liquid fixed rate issues, battihe domestic, as well as the euro market, shall
be a priority of the issuance policy;

the average maturity of domestic ST debt shall laentained at a level of around 4.5 years,
subject to market conditions;

the average maturity of ST debt shall be maintaateallevel close to 5 years.

The Strategycomprises four annexes, including the glossatgahs.



II. VOLUME OF PUBLIC DEBT AND COSTS OF ITS SERVICIN G

2017 was the first year with a nominal decline oblx finance sector debt since this sector was
legally defined and calculating of public debt beeapossible, i.e. since 1999 (excluding 2014
when the decrease in debt resulted from cancellatidoonds transferred by OFE (Open Pension
Funds) to ZUS (Social Insurance Institution) unither pension system reform). At the end of 2017:

* public debt (i.e. public debt according to the detitedefinition) amounted to PLN 961.8bn
and was lower by PLN 3.4bn as compared with theoér216;

» general government debt (i.e. public debt accordmthe EU definition) amounted to PLN
1,005.7bn and compared to the end of 2016 fellldy B.5bn.

In 2017 also the ratios of debt-to-GDP decreased:

* the public debt-to-GDP ratio stood at 48.5% comghaie 51.9% at the end of 2016 (down
by 3.4 percentage points);

» the general government debt-to-GDP ratio amourdeit7% compared to 54.3% at the end of
2016 (down by 3.6 percentage points) and was moulerl than the ratio for the entire
European Union (81.6% of GDP) and the euro areZ ¢8p;

» the ratio of the amount specified in the Articlea38) of the Public Finance Act (public debt
recalculated using average exchange rates reducéaebvalue of funds for pre-financing of
borrowing requirements in the following budget year the end of 2017 reached a level of
47.7% of GDP, i.e. below the threshold of 48% dadinn the stabilizing expenditure rule, as
compared to 49.4% of GDP at the end of 2016.

Chart 1. Volume of public debt
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The differences between public debt and the gergaérnment debt arise from the following
factors:

» different scope of public finance sector, includirigter alia, recognizing in the sector,
according to the EU definition, of the National Bo&und — KFD (whose indebtedness
increases the debt of the sector) and the Bankaatess Fund — BFG (TS held by it reduce the
debt of the sector);

» differences related to liabilities, mainly maturpedyables, which are treated as public debt
according to the domestic definition and are nolided therein according to the EU definition.

D The specification of the deficit and general goweent debt for EU Member States is presented in Adne
5



Chart 2. Differences between general governmertt @e and public debt
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*) Debt consolidated within gg sector, i.e.: decredidby the nominal value of T-bonds held by DemdgcaReserve Fund (FRD).

**) In compliance with Eurostat guidelines on secttassification, general government debt figuredude capital expenditures of

certain infrastructure projects.

***) Matured payables, debt assumption — activatioinguarantee, CIRS transactions, restructuredfieiced trade credits, sale-

lease-back operations.

The detailed description of differences relatedptilic debt according to the Polish and EU

definition is included in Annex 3.

Changes in the volume of public debt in 2017 andhim 1st half of 2018 resulted mainly from
changes in the ST debt, constituting approx. 93%h@fublic debt and approx. 89% of the general
government debt. The decrease in the ST debt i@ 2@% possible due to a very favorable situation
of the state budget resulting in a significant ttun of borrowing requirements compared to the
planned values. The appreciation of the zloty plaged a significant role, which contributed to the
reduction of the ST foreign debt recalculated iitiy. In the first half of 2018, the increase ebd
was mainly a resultant of negative borrowing reguients, depreciation of the Polish zloty and
accumulation of funds for financing of borrowingjugrements in the course of the year. As of the
end of August 2018, the level of financing grosertwing requirements for 2018 amounted to 68%
of the needs assumed in the Budget Act and 78%eoéxpected execution of 2018 resulting from

the draft Budget Act for 2019.

Table 2. Factors affecting change in ST debt in728id the first half of 2018 (PLN bn)

Item 2017 I-VI 2018

Change in ST debt -0.2 27.7

1. State budget borrowing requirements:: 26.2 -17.9

1.1. State budget deficit 25.4 -9.5

1.2. EU funds budget deficit 0.4 2.4

1.3. Pension reform costs 3.2 1.7

1.4. Proceeds from privatization 0.0 0.0

1._5. Balance of deposits from public finance seettities and court 24 59
deposits

1.6. European funds management 0.2 -5.9

1.7. Granted loans balance 0.0 0.1

1.8. Other borrowing requiremerfts -0.5 -0.8

2. Changes not resulting from State budget borrowig requirements:: -28.6 43.1

2.1. FX rates movements -26.3 15.0

2.2. Changes in budget accounts balance -10.9 27.6

2.3. Other factor® 8.6 0.5

- transfer of bonds to BGK to increase its statufand 5.0 0.0
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3. Change in other State Treasury debt: 2.2 2.5
3.1. Deposits from public finance sector entiffes 1.3 1.1
3.2. Court deposit¥ 0.2 1.4
3.3. Other ST debt 0.7 0.0

1) Funds transferred to Social Security Fund (FldSxompensation for contributions transferred pe pension funds (OFE).

2) Changes in pre-financing balance (of tasks casfoed with EU funds), capital payments to internadidfinancial institutions,
other domestic and foreign settlements.

3) TS discount, TS indexation, sell-buy-back tratieas.

4) Deposits from public finance sector entities vdtlal personality — their value does not increpablic debt.

5) Court deposits from public finance sector easitwith legal personality and entities outside pufitiance sector and collateral
deposits connected with CSA agreements.

In 2017, ST debt servicing costs in nominal terrasrélased from PLN 32.1bn in 2016 to PLN
29.6bn. The debt servicing cost-to-GDP ratio alsoréased - from 1.72% in 2016 to 1.50% in
2017. Debt servicing costs for foreign debt weredo than for domestic debt, which resulted
mainly from smaller share of foreign debt in ST tdeb

Chart 3. ST debt servicing costs
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The average debt servicing costs in 2017 decrefasend3.5% in 2016 to 3.1%, mainly as a result
of reduction in domestic debt servicing costs. THwel is still higher than the current cost of nmedrk
financing, which results from servicing of debtuned in the past at higher yields.

Chart 4. Market interest rates and average ST debticing costs
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*) Average ST debt servicing costs were calculatedaaatio of the difference between debt servicingt< and revenues in

a particular year to the average debt volume irs year.

At the end of 2017, debt of entities other thanastounted for 8.2% of public finance sector debt
prior to consolidation (7.4% after consolidatioodmpared to 11.7% prior to consolidation (7.4%
after the consolidation) at the end of 2016. At ¢ine of the second quarter of 2018, these values
reached the level of 7.2% and 7.1%, respectively.
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The local government sector debt, in particulat thfalocal government units (LGUs) and their
associations, had the highest share in this patfieofdebt. Social insurance fund (FUS) liabilities
constituted almost entire debt of social securigégtaer. The difference between the level of
unconsolidated and consolidated debt of socialrggcector resulted from the past financing of a
part of FUS deficit with loans from the State bud@ancellation of all State budget loans granted

to FUS in the first quarters of 2017 and 2018 reduthis difference, however, it had no impact on
the level of public debt).

Chart 5. Volume and structure of debt of publi@fice sector entities other than the ST
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Over the recent years, debt of LGUs and their aasons has been decreasing. At the end of 2017,
unconsolidated debt of this group of entities amedrio PLN 69.3bn compared to PLN 69.4bn at
the end of 2016. At the end of the first half ol80@.GUs debt reached the level of PLN 67.3bn.

Chart 6. Structure of debt of LGUs and their asations according to the place of issue
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The structure of liabilities of LGUs and their asistions is dominated by domestic debt (77.8% at
the end of 2017 and 77.3% at the end of the faftdf 2018). Loans prevailed in the debt of LGUs
and their associations (94.3% both at the end 7 20 the end of the first half of 2018).



[ll. EVALUATION OF IMPLEMENTATION OF THE STRATEGY'S OBJECTIVE
IN 2017 AND IN THE FIRST HALF OF 2018

In 2017 and in the first half of 2018, debt managetrwas conducted in accordance withe
Public Finance Sector Debt Management Strategpényears 2017-202@dopted by the Council
of Ministers in September 2016 aifitie Public Finance Sector Debt Management Straiedkie
years 2018-2021adopted by the Council of Ministers in Septenft7.

Both documents defined the same debt managemesttog, i.e. long-term minimization of debt
servicing costs, with the adopted constraints edlab the levels of risk. Minimization of debt
servicing costs was understood in terms of two @speaelection of instruments and ensuring the
effectiveness of the TS market.

[11.1. Minimization of debt servicing costs — selec  tion of instruments

In accordance with the assumptions of $tetegy the domestic market remained the basic source
of financing borrowing requirements. In 2017, oe tlomestic market TS with the face value of
PLN 128.6bn were issued, including PLN 6.0bn ofillSkused for the management of the State
budget liquidity through a year. On the other handds with the face value of PLN 7.8bn were
raised on foreign markets (almost entirely from idsue of bonds). In the first half of 2018, funds
at a level of PLN 58.4bn were raised on the doroestirket and PLN 9.0bn - on foreign markets,
including PLN 4.8bn of loans from internationaldircial institutions (IFIs).

Table 3. Sale of Treasury securities on domesticfareign markets and loans from IFIs

Instrument 2016 2017 January - June 2018
PLN bn % PLN bn % PLN bn %
Domestic TS 156.1 82.4 128.6 94.3 58.4 86.7
Foreign TS 28.9 15.3 7.7 5.7 4.2 6.2
IFIs loans 4.4 2.3 0.1 0.05 4.8 7.1

Among instruments issued on the domestic marketrges offered at auctions continued to
dominate although the share of savings bonds signify increased (from 5.3% in 2017 to 9.9%
in the first half of 2018).

In the sale structure of TS offered on the primargrket in 2017 and in the first half of 2018,

medium- and long-term securities prevailed (wite thaturity over 4 years). The share of these
securities in sale increased from 66.2% in 20182t8% in the first half of 2018. In 2016 and 2017,
after a three-years break, T-bills (with the mayudf 27-37 weeks) used for management of the
State budget liquidity throughout a year, have haeluded in the sales offer.

Table 4. Sale of marketable TS on the domesticehbgkmaturity

Instrument 2016 2017 January - June
2018
T-bills 4.3% 4.9% 0.0%
T-bonds with maturity up to 4 years (incl.) 29.4% 13.5% 7.7%
T-bonds with maturity over 4 years up to 6 yeansl() 35.9% 43.4% 59.4%
T-bonds with maturity over 6 years 30.3% 38.2% 32.9%

Securities with a fixed interest rate had a predami share in the sale structure of domestic TS in
auctions, with a clearly increasing share of insieats with a floating interest rate (growth from
20.3% in 2016 to 40.0% in the first half of 2018)daa decreasing share of zero-coupon bonds
(from 20.3% in 2016 to 7.7% in the first half of1E).



Table 5. Sale of TS on the domestic market byypeedf interest rate

Instrument 2016 2017 January - June
2018
Fixed rate bonds 54.3% 48.4% 52.4%
Zero-coupon bonds 20.3% 13.5% 7.7%
Floating rate bonds 20.3% 33.2% 40.0%
Inflation-linked bonds 0.8% 0.0% 0.0%
T-bills 8.0% 4.9% 0.0%

In the analysed period, on foreign markets, fosués of euro denominated bonds were conducted
with the total value of EUR 2.8bn, including 10-daR0-year securities with the value of EUR
1.5bn. The issue of 2-yegrivate placemenbonds with the face value of EUR 300 million in
November 2017, including the conducted hedging strapsaction (of IRS type), changing the
floating rate to the fixed rate allowed to achiewenegative yield of transactions at a level
of -0.15%.

In January 2018, for the second time in historyaRe issued euro denominatétdeen Bondsvith
8.5 years. A high demand (EUR 3.25bn) allowed tachhethe issuance amount of EUR 1bn.
Proceeds from the issuance has been allocateshémrcing of environmental projects.

Table 6. Issuance of bonds on foreign markets v 20hd in the first half of 2018

Period Maturity Currency Face_ yalue Yield
(years) (in millions)
10 EUR 1 000 1.471%
2017 20 EUR 500 2.198%
2 EUR 300 -0.150%
January - June 2018 8 EUR 1000 1.153%

* yield after including the swap transaction

In total, in 2017 and in the first half of 2018attss from IFIs with the value of EUR 1.17bn were
drawn, including EUR 1.15bn from the EIB.

Main factors which affected the process and finagatructure of borrowing requirements in 2017
and in the first half of 2018 included:

1) external factors, in particular:
* the monetary policy carried out by the main certeaiks in the world:

— USA: continuation of monetary policy normalizationrdl increases of interest rates in
2017 and two in 2018, each by 25 bp, accordinglyititerest rate of federal funds ranged
between 1.75-2.00%; implementation of the balanoeets normalization program from
October 2017;

— euro area continuation of accommodative monetary policynstaand the announcement of
interest rates maintaining at their low levelsdarextended period of time (key interest rate
at a level of 0.00%, deposit rate at a level 0f4006); reducing the monthly scale of net
asset purchase to EUR 60bn (from April 2017),udeig extension of the program at least
until December 2017; announcing (in October 20h#) decision on decreasing the asset
purchase program from January 2018 to EUR 30bnnpamth and continuation of the
program at least until September 2018 or longearedded; announcing the decision (in June
2018) on reducing the monthly scale of the netlpase program to EUR 15 bn in the fourth
quarter and termination of the program in Decen&t8, including the declaration on
maintaining the rates at their present levelsasdtlantil summer 2019;

— China: increasing interest rates in open market opearatim March 2017 which, in
accordance with the announcement of the Bank oh&hidid not mean an increase of
interest rates (the key lending rate remainedetel of 4.35%);
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2)

Japan: continuation of accommodative monetary policye #isset purchase program at a
level of JPY 80bn per annum, the key rate at a lefve0.1% (from January 2016), the yield
curve control program (a possibility to buy backgmment bonds in order to maintain the
yield of the 10-year tenor at a level close to 0.,0%

geopolitical situation in the world affecting fingial markets, including, among others:

presidential election in France (in April 2017) atiee victory of E. Macron that was
positively assessed by the markets (noticeablagitnening of bonds in the European debt
markets, including the Polish bond market and thpreciation of the euro against the
dollar, followed by the appreciation of Polish 3ot

election to the German Parliament (in Septembe? 28td concerns about establishment of
the new coalition government that resulted deptieciaof the euro against the dollar and
substantial weakening of the zloty against the majorencies;

parliamentary election in Italy (in March 2018) gmwblems with establishment of the new
government that raised concerns about early eleetrml budgetary situation, affecting the
euro depreciation against the dollar and depreriaif the zloty;

escalation of tensions in trade conditions betw#en USA and China and USA-EU,
resulting from implementation of protectionist @gli by President D. Trump’s
administration (from March 2018); this factor temguily influenced the appreciation of the
euro against the dollar and triggered a growthigk aversion and depreciation of other
currencies, including the zloty;

strong euro appreciation towards the dollar (byl%stin 2017), followed by its depreciation in
the first half of 2018 (by 2.6%), affected by a swmierable euro depreciation in the second
quarter of 2018 (by 6.7%);

local factors, in particular:

monetary policy of Monetary Policy Council (RPP)dathe developments in the domestic
economy, including:

the policy of stable interest rates (including reptes at a level of 1.5%) and tvait-and-
see stance in monetary policy and statements of thesi@ent of the NBP concerning
probable maintaining of unchanged interest ratethéyend of 2018 or even 2019;

high GDP growth rate in 2017 and in the first qeadf 2018 and a positive outlook of the
economy, with inflation remaining within the inflan target (1.5%-2.5%);

ratings of credit rating agencies: Moody's — upgngdPoland’s rating outlook from
negative to stable (in May 2017); S&P — upgradiatgng outlook from stable to positive (in
April 2018), Fitch — maintaining the rating at Aevel with a stable outlook (throughout the
entire analyzed period);

changes in the flows of foreign capital in the detiteTS market (capital inflow at a level of
PLN 10.2bn in 2017, followed by its outflow in tHiest half of 2018 — PLN 10.6 bn)
arising to a major extent from changes in flowapital in the global financial market and
normalization of the monetary policy by Fed;

strengthening of the Polish zloty against EUR ai@DUn 2017 (volatility in the EUR/PLN
exchange rate — 4.6% against 7.5% in 2016, thbaexge rate at the end of the year
decreased to 4.17 from 4.42 at the end of 201éharcase of USD/PLN exchange rate the
volatility reached 9.0% against 11.6% in 2016, whsrthe exchange rate at the end of the
year decreased to 3.48 from 4.18), followed byldpreciation against two main currencies
in the first half of 2018, with a lower volatiliffUR/PLN: volatility — 3.4%, exchange rate
at the end of June 2018 — 4.36; USD/PLN: volatiity.4%, average exchange rate at the
end of June — 3.74);
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— decline in yields of domestic Treasury bonds in2@khd, to a lesser extent, in the first half
of 2018;

» uneven distribution over time of the State budgetdwing requirements, arising from budget
execution (in 2017, almost all executed net borngwequirements occurred in December) and
from the redemption of bond issues falling in JayuApril, July and October;

» significantly better execution of the State budget2017, resulting in decreasing of net
borrowing requirements to PLN 26.2bn compared tbl PR.0bn assumed in the budget Act;

* maintaining a safe level of state budget liquidityough pre-financing of a significant part of
gross borrowing requirements of the next year atethd of the preceding year (26.0% of the
requirements for 2017 and 27.7% of 2018).

[11.2. Minimization of debt servicing costs — ensur  ing the effectiveness of the TS
market

The most important measures aimed at minimizatiodebt servicing costs, in terms of ensuring
the effectiveness of the Treasury securities manctde:

* issuance policy assuming creation of liquid benatkniind series. In mid-2018, the value of
12 issues exceeded PLN 25 bn whereas at the 2lL@f there were 11 such issues (10 issues
at the end of 2016). Issues exceeding PLN 25bntitotesl 66.3% of the face value of
medium- and long-term bonds with fixed intereseyatompared to 60.9% at the end of 2017
(53.9% at the end of 2016). High value of issuaificantly supports the level of liquidity in
the secondary market;

» expanding the current offer of bonds issued ondibvestic market by a 30-year bond. The
WS0447 bond with the redemption date on 25 Aprd2@nd 4.0% coupon was issued for the
first time at an auction in February 2017 after@inl0-years’ break since the last issue of this
type. At that time, the auction sale amounted tbl RL1 bn and the yield - to 4.27%. The bonds
were purchased almost exclusively by the domessisrance sector (99.3%). By the end of the
first half of 2018, the 30-year bond was offere® aénders and its total sale amounted to PLN
2.6 billion;

» issue of 5-year Treasury bonds with floating irderate based on 6-month WIBOR, maturing
on 21 July 2022 (PP0722) and the face value of RbN. The bond issued in thgivate
placementsystem, dedicated to the Bank Guarantee Fund (BégRjains the put option. The
issuance enabled to raise funds at a lower cost stendard bonds issuance at the auctions.
From the BFG perspective, the purchase of bonasvad to obtain a higher yield than the
alternative investment in NBP money bills while ntaining the liquidity for the execution of
BFG statutory tasks;

« issues of bonds with the value ensuring liquidity @articular series in the EUR market (three
issues with the value of EUR 500m or higher, inglgdwo with the value of EUR 1 bn);

« adjusting the level and structure of the TS supiythe current market situation and
influencing this situation through information pxyj

* extension of the offer of saving bonds:

— since October 2017 new bonds with a fixed interagt and a 3-month maturity has been
implemented. The objective of the issue was torektle investor base, increase propensity to
save and promote saving bonds;

— in June 2018, a pilot issue of a new saving inséminwas performed - 10-month premium
Treasury bonds. These instruments have fixed isttea¢e and additional premium can be won
by drawing lots. Premium bonds were issued as tagpaneasures encouraging savings growth
and building saving culture;
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the sell-buy-backSBB) type transactions between TS primary dedf® and PD candidates
and BGK under special terms (the mechanism wasdated in February 2014 in order to
support the clearing under the circumstances opteary and significantly limited availability

of bonds of a given series in the secondary marketp017 and in the first half of 2018,
transactions with the face value of PLN 17.3bn wemecluded, which constituted 0.2% of all
SBB transactions in the TS market;

change in the method of determining the supplyctine of bonds offered at auctions (as of
January 2017). The new model assumes, among others:

— offering at each auction (outright and switchingepm package of 5 series on-the-run
Treasury bonds (2-, 5- and 10-year fixed interatd bonds as well as floating interest rate
with shorter and longer maturity); in addition, tbier may include fixed rate bonds with
the maturity exceeding 10 years or inflation-indtkxeonds, depending on reported
investors’ interest;

— the total quarterly, monthly or specific auctiorpply remains maintained in relation to the
previous model;

— sale of a single bond at an auction does not ex66@al of the upper value of the supply
range for a given auction, as long as the repaléedand permits;

— rules concerning sale of bonds at supplementanycsscremained unchanged.

The objective of introducing the new model wasitoitl the volatility of bond prices in the
secondary market, particularly in periods beforetians and to minimize the risk of failure to
adjust the supply to the current market conditiofke new model has met the issuer’s
expectations and its introduction was accompaniedrbincrease in the bid-to-cover ratio as
compared to previous years.
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[11.3. Constraints on the level of risk

Table 7. Assessment of implementation of the §iratbjective constraints related to the level ekri

Constraints of the Strategyobjective

Constraint

Level of
implementation?

Implementation method

Measure

Value

2016

2017

June
2018

Refinancing risk

High

High share of sale of medium and lo

term bonds in 2017 and in the first .
81.60% aid) years)

of 2018 (respectively,
92.3% of all TS sold at outright a
switching auctions);

Significant role of switching auctionsforeign

(37.4% of the initial debt in bon

maturing in the period from Janug

2017 to June 2018 was bought back
Maintaining the average maturity
domestic debt
minimum level of 4 years defined

the Strategyfor the years 2017-2020

and growth towards the target level
4.5 years;
Maintaining the average maturity 8T

debt safely above the level of 5 ye

defined in theStrategy

Issuance of Treasury bills at a limit
scale in the 1st quarter of 2017 ag

instrument of State budget liquid
management.

safely above 1

BTm

nd
- domestic

- total

4.36
6.92
5.27

4.49
6.46
5.12

4.45
6.36
5.07

Share in
domestic TS:

iNTS up to 1Y

- T-bills

an
y

—

10.5%

0.0%

10.7%

0.0%

11.2%

0.0%

Foreign exchange
risk

High

Decreasing the share of foreign debt,
the Strategy share of

accordance with

assumptions;

Maintaining the effective share of ey

denominated debt in total foreign d
(including  derivative
above the minimum level assumed
the Strategy(70%).

transaction

foreign debt in
ST debt
Iro

34.4%

30.6%

30.7%

eBhare of eur
denominated

debt in foreign
debt

75.2%

78.3%

78.8%

Interest rate risk

High

Maintaining ATR of domestic debt
the range of 2.8-3.8 year, set in
Strategy

Maintaining risk fi

interest rate

foreign debt at a safe level, not posinéptal

a constraint to cost minimization.

ATR (in years)
the

- domestic

- foreign

3.35
5.23
4.02

3.33
4.92
3.84

3.24
4.96
3.79

Duration (in
years)

- domestic
- foreign

- total

3.07
4.71
3.70

3.04
4.49
3.54

2.96
4.48
3.47
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Constraints of the Strategyobjective

Level of

Constraint| . I
implementation

Implementation method

High

Liquidity risk

The main instruments used in liquidity risk managetncluded:
 switching auctions at the spot market (in 2017, dsonf the face value of PL

47.3bn were bought back, whila the first half of 2018, the value reached F
19.3bn);

« interest-bearing PLN-denominated deposits at theMBposits of the total value
PLN 104.1bn were placed in 2017, while those plaicethe first half of 201
amounted to PLN 53.9bn;

« PLN denominated deposits where BGK acted as arrniettiary - in 2017
transactions with the total value of PLN 1,943.6kere concluded, whereas th
concluded in the first half of 2018 amounted to PL138.9bn;

* PLN denominated BSB deposits hedged by Treasuryiies - in 2017 transactiorns
of the total value of PLN 2.5bn were concluded, nghs those concluded in the firgt
half of 2018 amounted to PLN 0.8bn;

* FX deposits — in 2017 deposits of EUR 14.8bn wéaequ and in the fat half of
2018 - of EUR 3.6bn;

« sale of a part of foreign currency funds from thé litidget and those associated \
the debt management directly on the Wxarket (in 2017, foreign currenc
equivalent of EUR 1.5bn were sold) and in the NBBR 8.0bn in 2017);

« deposits of liquid funds of public finance sectoits on the accourdf the Ministe
of Finance in BGK as part of liquidity managemeonsolidation - at the end of 20{L7
accumulated funds amounted to PLN 42.2bn and tetdune 2018 - PLN 48.1bp.

The level of State budget liquid assets in 2017iante first half of 2018 provided f

smooth execution of budgetary flows.

High

Credit risk

* Deposits in BGK, secured with TS, do not generegditrisk;

» For unsecured deposits in BGK, a system of craditd is in place;

 Credit risk connected with derivatives is limiteg election of counterparties w
high credit rating;

« Derivative transactions are be secured througitkiig TS in the Centrabecurities
Depository (KDPW) or mutual collateral in the foraf cash depositSecurec
transactions do not generate credit risk;

e« The credit risk generated by unsecured transactimnsdiversified throug
limits imposed on the total value of transactionsade with individua
partners. Creditworthiness of potential partheradsitored on an on-going basis.

Satisfactory

Operational
risk

« Debt management conducted in one department iMihistry of Finance;

e Technical infrastructure adequate to the requirésnenf conducting mark
transactions;

» Security of information related to debt management;

« Integrated database of the ST debt;

« Situation on the labomarket as a source of risk in the scope of pogyikib
maintain qualified staff.

High

Distribution of debt
servicing costs over time

¢ Coupons of new issues were set at a level slidiglgw their forecast yields. Yielgs
of both domestic and foreign bonds remaim¢devels allowing to issue new d
with coupons lower than those for bought back umeents, whathad a positiv
impact on debt servicing costs;
* Switching auctions in domestic market and USD denated bond buyack
auctions contributed to smooth distribution of sost
The level of debt servicing costs was affectedviegpstransactions concluded in 2017
with the aim of distribution of debt servicing casiver time by using current savings
As a result, in 2017, costs increased by PLN 2.1G@hife in 2018 they were reduced by
PLN 2.13bn ). In 2018, transactions aimed at diigting debt servicing costs over time

throughout a year were also conducted.

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

The following subchapters present the main macmaoic assumptions of th8trategyand the
market conditions that affect debt management. iBeaes discussed include the role of both
domestic and foreign investors in the domestic TeBket as well as the potential developments in
the major international markets.

IV.1. Macroeconomic assumptions of the  Strategy

The assessment of the macroeconomic situation iaectidns of the fiscal policy was presented in
the justification to the draft Budget Act for 20Iable 8. contains the macroeconomic assumptions
of theStrategy compliant with the assumption of the draft Budget.

Table 8. Macroeconomic assumptions adopted in titategy

Item 2017 2018 2019 2020 2021 2022
Real GDP growth (%) 4.6 3.8 3.8 3.7 3.6 35
GDP at current prices (PLN bn) 1,982.1 2,104.6 2,233.7 2,372.3 2,517.7 2,670.0
Average CPI (%) 2.0 2,3 2,3 2,5 25 25
USD/PLN - end of period 3.4813  3.3442 3.3442 3.3442 3.3442 3.3442
EUR/PLN - end of period 4.17909 4.1461 4.1461 4.1461 4.1461 4.1461

IV.2. Domestic TS market

The level of development of the domestic finanomalrket, including the domestic investor base, as
well as the involvement of foreign investors instimarket are significant determinants of debt
management. Under the conditions of free capital fla well-developed and deep domestic market
allows for absorption of external shocks and outfi@f foreign capital.

In terms of value of traded securities, the valtithe domestic TS market at the end of June 2018
corresponded to 54% of stock market capitalizatitmwever, this market demonstrates a definitely
higher liquidity - turnover in T-bonds exceedediran the stock market by over hundred-fold.

Chart 7. Comparison between Treasury bonds ank starkets

PLN bn Stock market capitalisation versus Treasury bonds
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Entities investing in the domestic TS market candbeded into three main groups: domestic
banking sector, domestic non-banking sector aneidarinvestors. In 2017 and in the first half of
2018, the following changes in the holders’ stroetof domestic TS debt were observed:

* an increase in domestic banks’ holdings (by PLN6Bd.in total) and maintaining their
prevailing share in the debt holders’ structure 324);
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* anincrease of TS portfolios of domestic non-bagknvestors by the total of 21.4bn, stemming
mainly from the growth of holdings of investmennéls, individual investors, so-called other
entities (including mainly BFG and FRD) as welliasurance companies;

« holdings of foreign investors at the end of thetfinalf of 2018 remained at a similar level
compering to the end of 2016 - the inflow of foreicapital in 2017 was followed by, outflow
of non-residents from the domestic TS market infitisé half of 2018.

Chart 8. Structure of domestic TS portfolios heldviain groups of investors
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Chart 9. Changes in domestic TS portfolios heldnlyn groups of investors
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As at the end of June 2018, domestic investors 6@18% of domestic TS debt, which means an
increase by 2.6 pp compared to the end of 201@tutisnal investors prevailed among domestic
investors, however, over the recent year, a grawthe TS portfolio held by individual investors
showed the highest dynamics. Since the end of 2@i&y holdings have increased from
PLN 11.8bn to PLN 18.0bn, i.e. by 53.2%, which Hesimainly from growing interest in the offer
of saving bonds.

IV.2.1. Domestic banks

At the end of June 2018 assets of domestic bardcheel almost PLN 1.9bn (an increase by 8.4%
compared to the end of 2016), with the dominantesiof credits and receivables (ca. 66%). Debt
instruments were the second largest componentseftgstheir share increased from 23.8% at the
end of 2016 to 24.4% at the end of June 2018. Theeaging share in the structure of debt

instruments had Treasury securities, mainly Padises (above 99%) and NBP money bills. Over
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the recent years the growth of banks’ assets wasngzanied by an increase in banks’ holdings of
both Treasury bonds and NBP money bills. A factontgbuting to maintaining a significant
increase in banks’ demand for TS was introductiemmf February 2016 of the tax on certain
financial institutions, comprising mainly banks aimgurance companiésAt the same time, the
value of the banks’ credits and receivables padfais also increasing.

Chart 10. Structure of domestic banks’ assets
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Source: Data of Polish Financial Supervision Auihgraccording to biding pricing methods

Chart 11. Debt instruments in domestic banks’ asset
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Source: Data of Polish Financial Supervision Auihgraccording to binding pricing methods

The most significant factors to affect banks’ dethdar domestic TS in the timeframe of the
Strategyinclude:

» development of economic situation affecting theesand structure of banks’ assets, including
the scale of loans granted and development ofetre bf deposits;

» the level of over liquidity of the banking sector;
* persisting low interest rates and their probabtevgn in a medium-term timeframe;

e tax on certain financial institutions.

2 Tax base are assets decreased by, inter aliafumds and Polish TS.
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IV.2.1. Domestic non-banking investors

Insurance companies and investment funds représentargest groups of domestic non-banking
sector investors. As of the end of June 2017, tlergdies held 9.8% (a decrease by 0.2 pp
compared to the end of 2016) and 9.0% (a growttD.Bypp compared to the end of 2016) of
domestic TS, respectively. The main factors affecthe value of TS portfolio held by investment

funds and insurance companies include the valuaseéts and the investment policy of those
entities.

The level of insurance companies’ assets reach®td1®6.9bn as at the end of March 2018, which
means an increase by PLN 11.9bn, i.e. by 6.4% coedpa the end of 2016. Since the end of 2016,

the portfolio of debt instruments and other fixadame securities where TS prevail, has increased
by PLN 5.4 bn, i.e. by 8.3%.

Chart 12. Structure of insurance companies’ assets
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Source: Data of Polish Financial Supervision Auihgraccording to binding pricing methods

*) Shares, participating interests and other védieryield securities, units and investment cedifés in investment funds
**) Debt securities and other fixed-income seciesti

As at the end of March 2018, net assets of invastriends amounted to PLN 335.3bn, which
meant an increase by PLN 41.4bn (14.1%) comparéuetend of 2016. The value of T-bonds held
by investment funds increased by PLN 3.5bn whettegis share in assets remained at a stable level

(17-19%).

Chart 13. Structure of investment funds’ net agsets

350PLN bn 321.8 335.3 100%
300 - 2939 23.4% 24.6% 24.6%
79.2 82.4 80% ’ . .
250 68.7 17 1 19.9 0 0 0
150 1 40%
100 54.8 57.2 58.3 ’ 18.7% 17.8% 17.4%
20% -
50 779 85.4 88.3 26.5% 26.5% 26.3%
0 T T 1 0% T T
2016 2017 1112018 2016 2017 112018
shares Treasury securities shares Treasury securities
= other debt instruments deposits = other debt instruments deposits
other assets other assets

Source: Data of National Bank of Poland, accordiadinding pricing methods

*) Excluding money market funds and funds in ligtimh as defined in the ECB methodology
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The main factors to determine the value of TS ptdfin assets managed by non-banking financial
institutions in the forthcoming years include:

» further development of the insurance and investrierds markets;

» development of domestic savings, including impletagon f the Capital Accumulation
Programme aimed at increasing the scale of savinglse economy as well as building the
culture of households’ long-term savin@3ne of its pillars are the Employee Equity Schemes
(PPK) to be established with the aim of regularuanglation of long-term savings by their
participants, allocated for disbursement afterehd of professional activity. In August 2018,
the Council of Ministers adopted the draft Act tie PPK, pursuant to which contributions to
the PPK will be made by an employer and the paditi of the scheme; special support of the
state for PPK patrticipants has been also foredaamds accumulated in the PPK will constitute
private ownership of participants while saving e PPK will be optional (each employee will
be automatically enrolled to the programme, withoasibility to withdraw from it). First groups
of employees will start accumulation of savingghe PPK from mid-2019. Establishment of
the PPK will significantly increase assets of fioi@h institutions qualified as PPK management
companies (after fulfilment of the conditions defihin the Act) and, consequently, increase the
demand from non-banking domestic investors for dgind S;

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

e persisting low interest rates, encouraging housiEshdb search for capital investment
opportunities, alternative to bank deposits.

Besides the aforementioned factors, the developrokihe share of domestic investors in the
holder’s structure of domestic TS debt in the footining years will largely depend on the level of
borrowing requirements, determining the TS supjigred to investors.

IV.2.1. Role of foreign investors

Foreign investors play a significant role in finarmgcthe state budget borrowing requirements on the
domestic market. The inflow of foreign investorstihe domestic market in 2017 was followed by
an outflow of non-residents’ capital in the firgtlhof 2018, mainly in the scope of bonds with shor
maturity (up to 3 years). The share of foreign stees in domestic TS debt at the end of June 2018
amounted to 30.2% and decreased by 2.6 pp agamsnd of 2016. The decline in the share of
non-residents was driven on the one hand by l@bfs, including lower TS supply in 2017 and
in the first half of 2018 resulting from good butlyy situation, as well as the continuing high
demand from domestic investors, and on the otheinteynational factors, such as the monetary
policy of major central banks and the global gettjpal situation.

The foreign investors’ demand depends, to a lageng on international situation and, as
a consequence, is highly volatile. However, th& 0§ sudden outflow of foreign capital from
Poland is limited due to high diversification, batistitutional and geographical, of the non-residen
structure. The structure of debt held by non-regsles dominated by stable institutional investors,
in particular, central banks and public instituamhich constitute over a quarter of the total debt
The geographical structure of domestic TS holdl=® demonstrates high diversification - as at the
end of June 2018 TS were held in the portfoliogeéstors from 59 countries.

The most important factors to affect non-residertemand for Polish TS in the timeframe
of theStrategyinclude:

e actions undertaken by central banks;

% The structure does not include omnibus accounts.
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* Poland's strong economic foundations;
» assessment of Poland’s credit risk;
» persisting disparity in interest rates;

» functioning of a large and liquid financial marketPoland (in particular, the TS market) and its
adequate infrastructure (the development of a cehgmsive Capital Market Development
Strategy is to support the development of the Ralapital market).

Due to free flow of foreign capital, non-residenitsvestment in domestic TS, as well as raising
funds in international markets, may be the soufcexchange rate risk for ST debt, due to their
impact on the zloty exchange rate. Therefore, fgtor determines a flexible approach to shaping
the financing structure in terms of selection & tharket and currency.

IV.3. International conditions
The most important international conditions frora grerspective of ST debt management include:

+ the situation on the interest rate markets fordi@encies in which liabilities will be incurred,
predominantly in the EUR and USD markets, and astitndertaken by central banks:

— declared gradual normalization of the monetaryqyolby Fed — successive increases of
interest rates and reducing the bank’s balancet;sheeording to the June projection of
interest rates Fed members forecast accelerationthef pace of monetary policy
normalization in this year, while maintaining unobed scale of its tightening in a 3-year
forecast horizon;

— continuation of accommodative monetary policy amuaa by the ECB — despite a gradual
reduction of a monthly scale of assets purchasdsttem declaration of termination of the
programme in December 2018, the central bank maedathe intention to reinvest the
principal payments from maturing securities pureldagnder the asset purchase programme
for an extended period after the end of the nedtgasrchases, and in any case for as long as
necessary to maintain favourable liquidity condii@nd an ample pace of monetary policy.
The ECB expects to maintain the key interest rateleast until the summer of 2019, or
when adjustment of inflation to target level (2.0&%3¥ustainable;

— continuation of the asset purchase programme bB#mk of Japan and maintaining of the
reference interest rate at a negative level asasrte inflation target is achieved;

— maintaining the negative deposit rate and the neg#tictuation band for the three-month
LIBOR for CHF by the Swiss National Bank and thadi@aess to intervene in the foreign
currency market, if it is required to counteract@ssive CHF appreciation;

— tightening of the monetary policy by the People&nB of China;

» the perception of Poland’s credit risk and liquidiireferences of buyers of Polish T-bonds
operating in global markets, which affect the lesethe premium in relation to core markets;

» economic and political conditions affecting thedkewf risk appetite in global financial markets,
including, among others:

— the risk of enhanced protectionism in the US tiaokcy and response of other countries to
this policy;

— uncertainty about the future of the negotiationsveen the EU and the UK concerning
the terms and conditions of this country’s exinirthe European Union.
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V. OBJECTIVE OF THE STRATEGY

The objective of th&trategywill remainthe minimization of the long-term debt servicing cets
subject to the constraints at the level of:

1) refinancing risk,

2) exchange rate risk,

3) interest rate risk,

4) State budget liquidity risk,

5) other risks, in particular credit risk and opera#ibrisk,

6) distribution of debt servicing costs over time

This objective, determining the debt managemeninderstood in terms of two aspects, as:

» selection of instruments aimed at cost minimization within the timefranefided by maturity
of the longest maturity instruments and a significahare in debt, through the adequate
selection of markets, debt management instrumestisjcture of financing borrowing
requirements and issuance dates;

* ensuring the efficiency of the TS marketcontributing to the lowering of TS yields. It nmsa
striving to eliminate or limit potential unfavor&blfactors in market organization and
infrastructure.

The approach to accomplishment of the objectivenwiimization of debt servicing costs has not
changed in relation to the previous yeaB#rategy This means the possibility of a flexible
financing structure in terms of selection of therke& currency and type of instruments, including
with the use of derivative instruments. The chaitéhis structure should result from an assessment
of market conditions (level of demand, interesesatind the shape of the yield curve in individual
markets, as well as the expected levels of excheatgs) and the financing cost in the long term,
taking into consideration constraints resultingrirthe acceptable risk levels.

Experience in debt management indicates a significale of flexibility and diversification of
sources of financing borrowing requirements, subjecmarket situation. It contributes both to
ensuring the security of financing the State budgmtrowing requirements as well as to the
reduction of its cost, which is particularly impamt in the period of disruptions in financial
markets.

The domestic market shall remain the main sourcdir@ncing the State budget borrowing
requirements. The supply of instruments in this keawill be developed in a flexible manner,
adapted to the current market situation, i.e. #ported structure and level of demand, so that the
TS supply impact on the yields can be minimizedhaRting in international markets will
supplement domestic financing and its level should:

* take into account the borrowing requirements of ihelget in foreign currencies as well as
inflow of EU funds;

e ensure diversification of funding sources throulgl &ccess of Poland to the investor base in
major financial markets;

e maintain the position of Poland in the euro market;

» stabilize the domestic market through ensuring gbeurity of financing the State budget
borrowing requirements in case of temporary disindes in the domestic market;

22



utilize the attractive financing in internationaldncial institutions;

allow for selling currencies on the financial mdrke in the NBP as a financing instrument of
foreign currency borrowing requirements and marggdime foreign currency funds, while
taking into account monetary and economic poliaysoderations as well as financial rationale.

Minimization of long-term debt servicing costs wile subject to constraints related to the debt
structure. Therefore, the following assumptionsehl@en made in the scope of:

1) refinancing risk

maintaining of the dominant role of medium and kbegn instruments in the State budget
borrowing requirements financing in the domestickaasubject to market situation;

maintaining of the ATM of domestic debt at the leese to 4.5 years, subject to market
conditions;

maintaining the average maturity of ST debt atvallelose to 5 years;

aiming at an even distribution of redemptions ia tbllowing years;

2) exchange rate risk

decrease in the share of foreign currency debtwbe&0% and continuation of its gradual
reduction within the timeframe of ti®&rategy

possibility to use derivative instruments in ortteshape an adequate debt currency structure;

within the timeframe of theStrategy the effective (i.e. taking into account derivativ
transactions) share of euro in the foreign curredeiyt at a level of at least 70%;

3) interest rate risk

keeping ATR of the domestic debt in the range 828 years;

separating the management of the interest ratdrogk the management of the refinancing risk
by using floating-rate bonds and inflation-linkeahlls, and a possibility to use derivatives;

the current level of foreign debt interest rat& dses not restrain cost minimisation;

4) State budget liquidity risk

maintaining the safe level of State budget ligyidvhile managing liquid assets in an effective
way. Their level will be determined on the basicwafrent and forecasted budgetary and market
situation, including budget seasonality and smaogthif TS supply over the year;

a possibility to use FX funds and derivative trari®as in managing the currency structure of
liquid assets;

5) other risks, in particular credit risk and operational risk

concluding derivative transactions with entitiedhafh creditworthiness;

using solutions mitigating credit risk (includingliateral agreements) and allowing for its
diversification while concluding derivative trantaos. In the timeframe of the Strategy,
concluding further collateral agreements that aréine with the current best practices in the
market and enable to conclude transactions on fagogable terms without bearing credit risk;

diversification of credit risk generated by unctdlalized transactions;
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6) distribution of debt servicing costs over time

e aiming at an even distribution of debt servicingtsan subsequent years, including the use of
derivative instruments;

» setting bond coupons at a level slightly belowrtf@iecasted yield in the period of sale.
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VI. TASKS OF THE STRATEGY

The following tasks have been recognized as esdefdur implementing the objective of
the Strategy

1) ensuring liquidity of the TS market,

2) ensuring efficiency of the TS market,

3) ensuring transparency of the TS market,

4) effective State budget liquidity management.

The tasks assumed in tBérategyconnected with TS market development are long-temch cover
measures implemented on a continuous basis. Thekg &re to a large extent interdependent, i.e.
individual measures may contribute to the impleragom of more than one task at a time.
Accordingly, the measures undertaken should be Igpnaammed at maintaining the proper
functioning of the market or its further improvememn order to contribute to the better
implementation of th&trategyobjective.

The measures aimed at effective management oftdte Budget liquidity have been distinguished
as an independent task.

VI.1. Ensuring liquidity of the TS market

This task relates to liquidity of both the entir® Tarket and individual issues, and it is assotiate
with striving to eliminate the premium for insufigoit liquidity (and the associated high costs of
exit form investment) as well as to the increasdamand from investors interested only in liquid
issues. Both of these factors contribute to dearga§S yields and, accordingly, to the
minimization of ST debt servicing costs. In the ¢iname of theStrategy continuation of the
former policy is planned, i.e.:

* building large series of bonds (benchmarks) indbmestic market - in case of medium- and
long-term bonds with fixed interest rate their vakhould amount to at least PLN 25 bn, taking
into account the aim of an even distribution ofer@gtion over time;

» large liquid bond issues in the euro market antjesti to market conditions, also on the US
dollar market;

e adapting the issuance policy, including sale, dwitg and buy-back auctions to market
circumstances, including the demand in particutgnsents of the TS market.

VI1.2. Ensuring efficiency of the TS market

This task is aimed at minimizing debt servicingtsosnder the second out of two aspects of
implementation of this objective, discussed in Gba and covers measures both in the primary
and in the secondary market:

* adjusting the issuance timing in the domestic amdign market to the market and budgetary
conditions;

* increasing and strengthening the role of the PDeaysn the scope of development of the TS
market and in debt management operations - in b@savhere participants of the PD system
are at least as competitive as other financial etgplrticipants, conclusion of transactions and
selection of partners will be carried out takingoiraccount preferences resulting from their
participation in the system; within the developmehthe system linking of the PD activity with
a possibility of TS purchase on additional offeraosale auction is planned;

» sustaining relations with domestic and foreign 8tees, including through:
— regular meetings with banks participating in the Bistem (within the TS Market
Participants’ Board),
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— meetings with non-banking sector entities;
— meetings with foreign investors and foreign banks;
— ongoing meetings and phone consultations with itoves
* broadening of the investor base, including regulaetings with foreign investors on key
foreign markets in order to promote TS issued dh bomestic and foreign markets;
* active participation in conferences and seminatk imvestors.

VI1.3. Ensuring transparency of the TS market

This task is aimed at limiting the uncertainty ceated with TS market functioning and enables its
participants to receive reliable information onreat market prices and to formulate expectations
concerning the developments in future market priBesh predictability of the issuance policy and
transparent functioning of the secondary marketrdmrte to the transparency of the market as a
whole. In this scope, the following activities wié undertaken:

* maintaining transparent issuance policy, includii®jissuance calendars covering current year,
quarter and month;

* promoting the electronic market through:

— the adequate regulations in PD system that ensurgetitiveness and transparency, in
particular with regard to PD duties related to Ttqtions, sustaining adequate spread
levels and the share in TS fixing;

— adjusting the organizational status of the eleatromarket to the current needs stemming
from the regulatory environment.

V1.4. Effective State budget liquidity management

This task includes, on the one hand, acquiring maghtaining funds at a level ensuring timely
implementation of the State’s tasks as well as budgsilience to the changing market situation
and, on the other hand, investing these fundshabthe net cost of their maintaining is as low as
possible. These measures are performed taking datsideration the budgetary and market
conditions, and constraints related to risk, incigccredit and operational risk.

Maintaining an adequate level of liquidity triggeisect cost resulting from higher yields of TS
sold on the auctions in relation to the income edron short-term deposits. However, maintaining
the adequate level of liquid funds allows for irdir savings arising from the fact that the issw@er h
a possibility to sell TS in periods adapted to tharket situation and at a level adjusted to the
demand.

The following instruments will support the implent&tion of the task:

» depositing PLN and FX funds in NBP or in the fin@henarket via BGK (the State own bank);

» concluding buy-sell-backtransactions directly in the financial market, as instrument of
depositing budgetary funds without bearing a cresl;

» sales of a part of FX funds in NBP and on the FXkaia

» utilizing liquid funds of public finance sector é@rms and court deposits placed on the account
of the Minister of Finance in BGK; starting from ) entities of the general government sector
(EU definition) which are not part of the publim&ince sector (domestic definition) will have
a possibility to place deposits on the accounhefMinister of Finance;

* FX swap transactions allowing to shape the curretizicture of liquid funds;
e short-term loans in the interbank market.
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VII. IMPACT ON THE PUBLIC FINANCE SECTOR DEBT

Pursuant to Article 74 of the Public Finance ActAafgust 27, 2009, the Minister of Finance
exercises control over the public finance sectoregmrds the rule that the public debt must not
exceed 60% of the annual GDP.

In the case of public finance sector debt, inclgdime debt of units other than the State Treasury,
which are autonomous in incurring liabilities, timfluence on their debt level is indirect and is
derived from the provisions of the Public Finanag.Above all, they include constraints imposed
on the way of incurring liabilities by LGUs as wels the prudential and remedial procedures,
which apply to the public finance sector entitidsew both the public debt-to-GDP ratio and at the
same time the ratio to GDP of the amount of pudbdibt recalculated using for the foreign currency
denominated debt the yearly average of the NBPigoreurrency exchange rates for the year
concerned less the value of the funds for pre-fimanof borrowing requirements in the preceding
budget year (Article 38a), exceed 55%.

Moreover, the stabilizing expenditure rule includedhe Public Finance Act sets the thresholds for
the ratio of the amount specified in article 38a§Bthe Public Finance Act to GDP at 43% and
48%. Exceeding the thresholds and fulfilment ofitliclal conditions defined in the Act triggers an

automatic correction mechanism, limiting the growdke of expenditure for a specified budgetary
year.

Annex 3 presents constraints related to incurringlip debt, provided in the Public Finance Act
(arising from prudential and remedial procedures rmmes of incurring liabilities by the LGUSs), as
well as the correction mechanism of the expenditule

VII.1. Changes in the regulations relating to local government units

On 11 July 2018, the Council of Ministers adoptee draft Act amending the Public Finance Act
and certain other acts. The draft aims to ratiaealncurring of debt by LGUs, make their financial
management more flexible and strengthen legal nmesims to increase their financial security. The
most important planned changes are as follows:

* enabling the LGUs debt restructuring through reparyimof the existing debt with a new debt
with lower servicing costs or early repayment of thebt with own financial resources (e.g.
budget surplus from the previous years, funds ftben repayment of loans granted) or free
funds from the settlement of incurred liabilities;

» strengthening legal mechanisms to increase LGUh&iah security through:

— taking into account, when calculating the individdabt repayment ratio, such liabilities
which have economic effects similar to a loan (hen-standard financial instruments),
which will eliminate circumvention of the debt m@ticonsequently increasing the LGUs
financial security;

— imposing constraints on liabilities which have ewwnc effects similar to a loan, such as for
traditional loans;

— covering all expenditure for debt servicing under tiebt repayment limit;

— obliging LGUs to obtain the opinion of the regionghamber of auditors concerning
a possible repayment of a liability which has ecoiw effects similar to a loan,
consequently strengthening the process of LGU uheintitoring;

— excluding free funds from the rule related to budmgancing as defined in Article 242 of
the Public Finance Act, in order to refrain LGUrfrancurring excessive loans.

» precise defining of a possibility of incurring dddyt the LGUSs, consisting in:
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— excluding the revenue from the sale of assets,nasl@ment improving debt repayment
capability, while calculating the debt ratio;

- replacing the total revenue with current revenuss lsubsidies and funds for current
purposes, including EU funds, in the denominatothefratio defined in Article 243 of the
Public Finance Act;

— excluding the amounts of current revenue and experdelated to the execution of an EU
project while calculating the debt repayment limit;

— extending the period of which the limit of debtagment is calculated to 7 years;
— excluding all current expenditure on debt serviemthe right-hand section of the formula;

— relying in calculations of an individual debt repagnt ratio on the most recent data (based
on budget execution), which will eliminate artii€increasing of a capability to incur debt.

VII.2. Medium-term budgetary framework

In the timeframe of th&trategy introduction of a medium-term budgetary frameward further
integration of multiannual and annual planning psses is envisaged. The budget classification as
well as the data collection systems, i.e. budgetaepprting and financial reporting, shall be also
subject to change. Developed solutions will be enpgnted step by step.

Within the first stage it is planned to introduckanges supplementing the current budgetary
system, facilitating subsequent works related &ithplementation of target comprehensive system
solutions.

The first changes related to optimization of multiaal planning, including closer linking with the
annual budget planning, were introduced under thguRtion of the Minister of Development and
Finance of 13 June 2017 concerning the detailethodeprocedure and deadlines for elaboration of
materials for the draft budget act.

As a next step, introduction of a medium-term buage framework is foreseen. The proposed
changes may generate significant benefits arisiag fextending of the planning timeframe and
enhancing the reliability of budgetary forecastsust contributing positively to the ST debt
management and impact on the public debt.
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VIIl. EXPECTED EFFECTS OF IMPLEMENTING THE STRATEGY

The expected effects of tisgrategyimplementation include forecasts of:

* the volume of public debt and the costs of its isarg,

» changes in the scope of risk related to public,debt

» the level of debt of public finance sector entitidiser than ST.

These are the expected results of the implementatidhe Strategyobjectives under the adopted

macroeconomic and budgetary assumptions. Moreother, most important threats to the
implementation of th&trategyobjectives are indicated in subchapter VIil.4.

VIII.1. Debt volume and its servicing costs

Under the adopted assumptions, at the end of 204 $ublic debt-to-GDP ratio will decrease to
47.0%, to fall subsequently to 46.6% at the en@@t9. In the timeframe of th&trategy the
downward trend will continue and the public deb2DP ratio will reach a level of 40.7% by the
end of 2022. The ratio of the amount specified micke 38a(3) of the Public Finance Act to GDP
shall reach the level of 45.9% in 2018 and 45.4%0h9, i.e. below the threshold of 48% included
in the stabilizing expenditure rule, to decreas8d@% in 2022.

The general government debt-to-GDP ratio (accortbnifpe EU definition) will decrease to 49.2%
in 2018 and 48.9% in 2019, to reach the level of%3in the timeframe of th8trategy

In nominal terms, the limit of ST debt servicingstoassumed in the draft Budget Act for 2019 will
be lower than in 2018 (PLN 29.2bn compared to PIONBn). In relation to GDP, debt servicing

costs will decrease from 1.46% in 2018 to 1.3192049. It was assumed that in the timeframe of
the Strategy the debt servicing cost-to-GDP ratio will decee&s the level of 1.27% - 1.30%.

Table 9. Forecasts of the level of debt and debicag costs

Item 2017 2018 2019 2020 2021 2022
1. State Treasury debt
a) PLN bn 928.5 962.9 1,018.3 1,049.0 1,051.$ 1658
- domestic 644.5 683.3 745.2 783.2 796.3 807.3
- foreign 283.9 279.6 273.2 265.7 255.5 251.2
b) GDP% 46.8% 45.8% 45.6% 44.2% 41.8% 39.6%)
2. Public debt
a) PLN bn 961.8 988.7 1,040.9 1,073.1 1,078.T 1987
b) GDP% 48.5% 47.0% 46.6% 45.2% 42.9% 40.7%)
3. The amount specified in the article 38a (3) ohe Public Finance Act*
a) PLN bn 945.0 967.0 1,014.7 1,045.9 1,050.7 17058
b) GDP% 47.7% 45.9% 45.4% 44.1% 41.7% 39.7%)
4. General government debt
a) PLN bn 1005.7 1036.0 1093.3 1131.0 1,142.0 16157
b) GDP% 50.7% 49.2% 48.9% 47.7% 45.4% 43.4%)
5. State Treasury debt servicing costs (cash bagis)
a) PLN bn 29.6 30.7 29.2 30,4 - 31,9 31,9-33,7 ,9334,6
- domestic 20.7 21.1 20.8 23.2 25.1 27.7
- foreign 8.9 9.6 8.4 72-8,1 6,8-7,6 6,2 -6,
b) GDP% 1.50% 1.46% 1.31% 1,28% - 1,3R%27% - 1,394 1,27% - 1,3%

*) The amount of public debt recalculated using yiearly average of foreign currency exchange rdteshe year concerned and
reduced by the value of State budget liquid fuagsd to finance the borrowing requirements for fibléowing budget year.
**)Forecasts of the debt servicing costs for thange2020-2022 account for the exchange rate rigkisions.
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Chart 14. Debt-to-GDP ratio

GDP %
60% -
55% -
50.7%
A 49.2% o
S0% 1T m e B 47.7%
47_7‘#: s~ 47.0% 46.6% — 15,40,
oy — = = — f— 45.2% = A
4% o 45.8% 5% e 2~ io—— — 2%
. . Q .
’ 1~ OQ -
o ~ _ 40.7%
i 41.7% =
40% : T 3974
39.6%
35% T T 1
2017 2018 2019 2020 2021 2022
=g State Treasury debt == Public debt (Polish definition)

—4& — The amount specified in art. 38a (3) of the PFA

Chart 15. ST debt servicing costs-to-GDP ratio
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Chart 16. Sensitivity of public debt-to-GDP ratmadhanges in assumptions*
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Chart 17. Sensitivity of ST debt servicing cost&RP ratio to changes in assumptions
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VIII.2. Structure of the State Treasury debt
It is expected that in the timeframe of Beeategy

* regarding the refinancing risk — the direction dfasges in the ATM of the ST domestic
marketable debt will depend on market conditiomstlsat the average maturity in 2022 may
reach the value in the range 4.2-4.9, and for ttal tST debt, 4.7-5.2 years compared to
respectively, 4.5 and 5.0 years at the end of 2018;

» the interest rate risk will remain within the ranggt in theStrategy depending on the adopted
financing structure, the ATR of the domestic maatkét debt will remain within the range of
ca. 2.9-3.5 years compared to 3.2 at the end 08,281d for the total debt - ca. 3.4-3.8 years,
whereas theluration of the domestic marketable debt will stay in taege of ca. 2.7-3.2 years
compared to ca. 3.0 years at the end of 2018, wimgeof the total debt in the range of approx.
3.1-3.5 years;

» the share of foreign currency debt will be reduaed in the timeframe of thgtrategyit will fall
below 24%. In the baseline scenario, a declinevib@@% should occur as early as in 2018.

Chart 18. ATM of the ST debt
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Chart 19. ATR of the ST debt
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VII1.3. Debt of public finance sector entities othe  r than the State Treasury

Under the adopted assumptions, in the timeframbeStrategy the unconsolidated-debt-to-GDP
ratio of the remaining sector will increase fror@%.to 4.7%, and the consolidated debt from 3.9%
to 4.4%. The share of this group of entities in timeonsolidated public finance sector debt will
range from 7.1% to 7.6%, and in consolidated détmm 7.1% to 7.5%.

Chart 22. Debt of public finance sector entitiesestthan the State Treasury before and after cadatbdn
— in relation to GDP and as a share of total pulfliance sector debt
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In the timeframe of thé&trategy the gross unconsolidated debt of public finaneets entities
other than ST will increase from PLN 77.8bn to PBN2bn, mainly as a result of growth in debt of
the local government sector. In the years 2018-2019 debt of LGUs and their associations will
remain at a relatively stable level, and then witrease due to the projected budgetary deficits of
this group of entities. The debt level of the LGWH be also affected by the rules of incurring
liabilities by those entities, including the indival debt ratio.

Chart 23. Debt of public finance sector entitiesestthan the State Treasury before and after cadatbn
by sector
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VIIl.4. Threats to the Strategy implementation
The main threats to the implementation of the presiStrategyare primarily associated with:

a macroeconomic situation in Poland varying from @assumed scenario, in particular, a slower
GDP growth, higher interest rates, as well as ililain foreign exchange rates;

conditions in the international markets, including:

a slower growth rate in the global economy thareeigd, in particular, in Europe;
monetary policy of major central banks, includihg ECB and Fed;
trade policy pursued by major economies, includirgUSA, China;

capital outflow towards core markets or other merkes a result of, inter alia, geopolitical
situation;

the risk of excessive growth of public debt-to-tBEP ratio, in connection with:

higher State budget borrowing requirements dependamong others, on the trends in
the Polish economy;

depreciation of the Polish zloty as compared taagmimptions of thtrategy
considerable increase in debt of public financéssemtities other than ST;
the necessity to execute sureties or guaranteatedrhy public finance sector entities.
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IX. GUARANTEES AND SURETIES GRANTED BY PUBLIC FINAN CE SECTOR
ENTITIES

IX.1. Assumptions of the strategy of granting guara  ntees and sureties

In order to limit the risk associated with granti8@ guarantees and sureties while preserving the
advantages of using them as an instrument of the ®conomic policy, the following principles
should be maintained:

» granting sureties and guarantees mainly to supmrélopment-oriented projects, in particular,
in the scope of infrastructure, environmental prtiom, creating new jobs and regional
development, financed inter alia with the EU furas well as to support other investment tasks
arising from potential new support programs stipagagranting sureties and guarantees;

» sureties and guarantees may be also used to syppssible measures undertaken in case of
potential deterioration in the Polish financial teys.

The value of new sureties and guarantees grantadjiven year is limited through the Budget Act.
Pursuant to Article 31 of the Act of May 8, 1997 sureties and guarantees granted by the State
Treasury and certain other legal persons, each theaBudget Act stipulates the total amount to
which guarantees and securities can be grantetleb$pT. The limit for 2018 in the draft Budget
Act was determined at a level of PLN 200bn. Theeeibf use of the ST sureties and guarantees
will result primarily from the continuation of irdstructural investments. Moreover, a substantial
part of the limit has been planned to secure pialemteasures that may be undertaken in case of
deterioration of the Polish financial system. Amrragase in contingent liabilities resulting from
sureties and guarantees granted by the ST will flectad to a large extent by sureties and
guarantees granted to the following entities:

» BGK for bonds issuance and repayment of loans reduior the KFD in order to co-finance the
construction of a road infrastructure;

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

IX.2. Analysis and forecasts of the level of guaran  tees and sureties

Contingent (undue) liabilities arising from guareg and sureties granted by public finance sector
entities at the end of the first half of 2018 amednto PLN 129.1bn, compared to PLN 120.4bn
(6.1% of GDP) in 2017 and PLN 128.2bn (6.9% of GDPJ016.

Liabilities due to guarantees and sureties grahyethe ST had a dominant share in the contingent
liabilities. At the end of the first half of 201B8dy amounted to PLN 125.6bn, as compared to PLN
116.9bn (5.9% of GDP) in 2017 and PLN 124.5bn (6.GP4GDP) in 2016. The decrease in

contingent liabilities in 2017 resulted mainly froanlower than expected pace of granting new
guarantees and appreciation of the Polish zloty Aitherto ST operations related to sureties and
guarantees do not pose significant risks to pubhance. At the end of 2017, c.a. 98% of

contingent liabilities due to sureties and guarastgranted by the ST belonged to the low-risk

group.
The biggest amounts of potential ST contingentlitéds (as at 30 June 2018) resulted from:

e guarantees granted to BGK PLN 96.2bn
including, for the support of KFD PLN 95.0bn
» guarantees granted to PKP Polskie Linie Kolejowe S. PLN 13.1bn

» guarantees of payments from the KFD for @kaTransport Company S.A. PLN 7.9bn
» guarantees of payments from the KFD for Autostitielkopolska Il S.A. PLN 6.2bn
e guarantees granted to PKP Intercity S.A. PLN 1.8bn

35



The ratio of the contingent ST liabilities undereties and guaranties to GDP is expected to
amount to approx. 6.5% at the end of 2018, and theimcrease. However, in the consecutive
periods it is expected to remain below 10%.

Table 10. Contingent liabilities under guarantiesdasureties granted by the ST and the public fieanc

sector units

| 2006 | 2017 | 2018 | 2019 | 2020 | 2021 2023
Contingent liabilities under guaranties and suretis granted by:

a) Public finance sector
- PLN bn 128.2 120. 140. 1499 156.1 16B8.4 140.3
- in relation to GDP 6.99 6.1‘3@ 6.7@ 6.7'% 6.3% G.E% 7.1%
b) State Treasury
-PLN bn 1245 116. 136. 146|5 152.7 16H.1 147.0
- in relation to GDP 6.79 5.9‘1; 6.5£> 6.6’% 63% 6.F% 7.0%
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Annex 1. Abbreviations and glossary
A. Abbreviations used in the Strategy

ATM — average time to maturity

ATR — average time to refixing

BFG —the Bank Guarantee Fund

CIRS — currency interest rate swap

EBC - European Central Bank

Fed - the Federal Reserve System in the USA
FUS — Social Security Fund

IFls — international financial institutions

KFD — National Road Fund

LGUs — local government units

NBP — National Bank of Poland

PD — Primary Dealers

PDP — public debt

PFS— Public Finance Sector

PPK - the Employee Equity Schemes
SPZ0Z - independent public health care units
ST — State Treasury

TS — Treasury securities

B. Glossary

Average maturity(alsoATM — average time to maturityy)the measure of public debt refinancing

risk. Average maturity is the average period, exped in years, after which the issued debt would
be redeemed. The further the maturity dates, tiverddhe refinancing risk and the higher the

average maturity. Average maturity of domestic ratakle TS is calculated according to the

following formula:

DN,
ATM = I

2 Nilg

tar

where:

t — maturity date,

T — set of all maturity dates,

N; — face value paid at tinte

lo — current indexation coefficient of inflation-liall instruments’ face value (for non-indexedI§S1).

ATR (average time to refixigg- the measure of interest rate risk related ¢opthblic debtATRis
interpreted as the average period, expressed is,yf@a which the debt servicing costs are set. The
larger the share of short-term and floating raggriments, the higher the interest rate risk aed th
lower ATR. TheATRof domestic marketable TS is calculated accortbirfpe following formula:

ZrNZr+ZtNS+2112NIjIO

ATR= R T joJ
> NZ +> NS+ NI,
rOR T j0J

where:

r — payment date of the nearest fixed coupon fatifhgy rate instruments.

t — maturity date for fixed rate instruments.

j — maturity date for inflation-linked instruments.

R — set of all payment dates of the nearest fixagoas for floating rate instruments.
T — set of all maturity dates for fixed rate instemts.
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J — set of all maturity dates for inflation-linkeastruments.

NZ — face value of floating rate instruments.

NS — face value of fixed rate instruments.

NI; — (non-indexed) face value of inflation-linked timsnents.

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

Benchmark

1.

(issug the large amount of TS issue with a liquid se@spdnarket. Yield of benchmark bond
is the reference point for yields in a given majusegment. Benchmark issues subject to
trading on the electronic market Treasury BondSpoland are TS issues defined by the
Minister of Development and Finance, in particiized rate bonds, with maturity of at least
one year and total face value of at least PLN Iffn-the-run issues with total face value of at
least PLN 2bn. When setting benchmarks on the Pgleld curve in Reuters and Bloomberg
the criterion of time to maturity is applied.

(portfolio) target characteristics of the public debt portfoleshich constitutes a reference
portfolio for the existing portfolio and determinéne direction of public debt management. The
characteristics of the reference portfolio may udel the share of particular currencies, interest
rates and types of instruments, as well as theegat synthetic indicators which most often
constitute the risk measures, e.g. the averagerityabu duration.

Buy-sell-back— transaction which consists of two agreementst pprchase and forward sale of
securities at a price set upfront at the day otittiesaction.

Credit risk — associated with the risk that the other party @& tfansaction will fail to meet its
obligations in whole or in part. The risk occursaaesult of transactions with receivables. For the
debt management unit such a situation occurs witin€ial transactions on derivatives. Credit risk
also occurs in management of liquid assets, ergugiih making deposits with banks and purchase
of securities. Credit risk is managed mainly by ading partners with high creditworthiness
(measured by their ratings) and by setting linatistbtal transaction size for partners, dependant o
their credit credibility and type of transaction.

Duration —the measure of vulnerability of debt servicing sdstchanges of interest rates and thus
the measure of interest rate risk related to pud#iat. Duration is interpreted as the average gerio
(expressed in years) of debt servicing costs adjist to the change of interest rate levels.
The higher the level of interest rates and theelaripe share of short-term and floating rate
instruments, the higher the interest rate riskthedower duration.

CFZ, SCFS
;R{r gzsr(h is)S}+ L)
CFZ CFS

R ENARINN)

Duration=

where:

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

S-— set of all payment dates (of interest or fadaeja

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

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

S- set of all payment dates for these floating rateigges which the nearest fixed maturity is r,
CFZ - payment (of interest or face value) for floatnage instruments,

CFS — payment (of interest or face value) for fixetermstruments,

is— zero-coupon interest rate for tesm
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Duration of total debt of ST is a weighted averafji@ppropriate duration coefficients for every
currency, where weights are market value of depamicular currency.

Exchange rate risk— arises from the vulnerability of the foreign @mcy denominated debt level
and its servicing costs to exchange rate fluctnatidhe Polish zloty appreciation or depreciation
against a given foreign currency results in a propoal increase or decrease (in the Polish zloty
terms) of debt volume and debt servicing costs oemated in this currency.

Interest rate risk— risk that payments related to the debt serviaiogts will change as a
consequence of a change in interest rates. It dStemsthe necessity to finance the debt maturing in
the future at unknown rates and from volatilitycolipon payments of the floating rate debt.

Operational risk— risk associated with the threat that the codtdae to the debt management or to
the level of other types of risk will increase dweinfrastructure, organization and supervision of
the debt management, that is inadequate to theesabfasks. Operational risk the most difficult
risk to be measured. Limiting the operational risia be achieved by integration of public debt
management procedures in one organizational erti@ying its structure, infrastructure and
procedures adjusted to efficient operations ingheironments of government administration and
financial markets.

Place of issue criterior- the criterion of the division of public debt indlomestic and foreign debt,
according to which the domestic debt is the defated on the domestic market.

Potential debt— liabilities that are not public debt, but whican become public debt once after a
specific event takes place. Guaranties and surgteaged by the public finance sector units are a
classical example of potential debt. In case ofcetien of a guaranty or surety, the liabilities
become due and increase expenditures of an enétygtanted them, thus increasing its borrowing
requirements and public debt.

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

Private placement an issuance addressed to a selected invesgooup of investors.

Refinancing risk — associated with debt issuance in order to finaheeState borrowing needs

resulting from the redemption of the existing deliie risk applies to both the ability to redeem
maturing debt and conditions on which it is refioaeh (including in particular servicing costs

generated by newly issued debt). The larger thenpay related to the redemption of maturing debt
and the closer the date of redemption, the largerrisk related to refinancing of this debt.

Refinancing risk is influenced by the level of dataling debt and its maturity profile. An extension
of the debt maturity and an even distribution obtdeedemption over time contribute to the

reduction of refinancing risk.

Residency criterion the criterion of the division of public debt intthmestic and foreign debt,
according to which the domestic debt is the deltexivby domestic investors (i.e. investors with
the place of residence or registered seat in Phland

Spread-the difference between yields of two debt secwitle narrower sense credit spread (also
credit margin) — the difference between yields wb tsecurities with all the characteristics
(especially maturity date) except for issuer idmadti(or almost identical). Spread is often
understood as a difference between vyields of credk-burdened and credit risk free (or
characterized by the lowest risk in the class) sgcu

State budget liquidity risk- risk associated with the loss of the state busigtility to meet the

current obligations and to timely execute budgeteexitures. In order to reduce this risk the State

budget should have an access to the adequate arobuiouid financial assets, enabling the
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independence from temporary disruptions which prevar make difficult financing borrowing
needs on the financial market at rational cost.

State budget liquidity risk is managed, on one héydkeeping safe reserve of funds at the lowest
possible level (by improving the process of statddet liquidity planning and monitoring) and on
the other hand, by the management of liquid aseetsway that they generate budget revenues
which in the highest possible extent compensatedsts of keeping a given level of liquidity.

Swap-— a derivative contract through which two partiestextge cash flows based on a notional
principal amount with rules of calculating theilwa specified in advance. Swap may be a separate
financial instrument or it may accompany othermmstents.
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Annex 2. Cyclical publications of the Ministry of F inance regarding public
debt and TS market

e Annual reports

» State Treasury debt, monthly bulletin

* Public debt, quarterly bulletin

* Monthly information on TS supply and its background

* Monthly information on investors structure on dotie$S market
* Monthly information on transaction on secondaryrii&ket

Publications available on the Ministry of Financebsite:www.mf.gov.pl
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Annex 3. Legal regulations applied to public debt i

n Poland and the EU

Table 1. Public debt — basic legal regulations

Polish regulations

EU regulations

1. Constitution of the Republic of Poland

 ban on incurring loans and granting guarant
and sureties resulting in the public debt
exceeding 3/5 of GDP (Article 216(5));

1. Treaty on the functioning of the European Union

ies level of general government debt and restrictiggiad to general
government deficit constitute the criterion on fiasis of which the
Commission examines the compliance with budgetagigline in Member
States (Article 126) — specifies the Excessive éefirocedure (EDP);

2. Public Finance Act

« regulations on public debt: definitions, basi
principles of issuing public debt and debt
management, prudential and remedial

2. Protocol on the excessive deficit procedure aathéo the Treaty establishing

« definition of general government debt and refereradae of debt to GDP rati
at 60%;

.the European Community and the Treaty on the fanetg of the European Uniof

procedures applied to public debt levels;
« definition of the scope of the public finance
sector.

3. Council Regulation (EC) No 479/2009 of 25 May 2@dOthe application of th

D

Protocol on the Excessive Deficit Procedure anndgadtie Treaty establishing the

European Community

« definition of general government debt with speaifion of categories of
liabilities which constitute it;

21 May 2013 on the European system of national rigtbnal accounts in t
European UnioESA 2010)

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

4. Regulation (EU) No 549/2013 of the European Bamdint and of the Councilm;f

e

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

Public Finance Act

. Legal procedures regarding limits on public debt toGDP ratio

it is assumed the lack of deficit or the differeetween state budget revenues and expenditutgafirbudget act adopted by
the Council of Ministers for the year x+2 must erstlire decrease in State Treasury debt to GDPaat@ammpared to the ratig

budget deficit of local government unit diminishieg cumulated budgetary surplus from previous yead liquid funds in
budget resolution for the year x+2 can only defiram expenditures for current tasks co-financednfreU funds or non-

« theincrease in expenditures of the Sejm (lowesskaf Polish Parliament), the Senate (upper hotiBelish Parliament),
Presidential Chamber of the Republic of Poland, Guoisinal Tribunal, Supreme Audit Office (NIK), Stgme Court,
Primary Administration Court, common courts of lamdgprovincial administration courts, Spokesman dfz€n Rights,
Spokesman of Child Rights, National Board of Radio @akbvision, General Inspector for the SecurityPefsonal Data,
The Institute of National Remembrance — Commissiarttfe Prosecution of Crimes against the Polish Matiational
Electoral Office, National Labor Inspection must be higher than expenditures in the governmentigtration;

the Council of the Ministers make a review of regolas in force to propose possible legal solutiafsch influence state

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

a)

announced for the year x;
b)

returnable financial aid provided by EFTA membeunrties;
c) indraft budget act adopted by the Council of Migistfor the year x+2:

* noincrease in salaries of public sector emploj@assumed,

< revaluation of pensions must not exceed the CRl ievhe budgetary year x+1,

« ban on granting new loans and credits from theeStatiget is introduced,
d) the Council of Ministers make a review of:

« State budget expenditures financed by foreign tsedi

¢ long- term programs;
e) the Council of Ministers presents a remedial progeasuring the fall in public debt to GDP ratio;
f)

budget revenues, including VAT rates,
9)

State Fund for the Rehabilitation of Disabled Pessateives earmarked subsidies from the state bufigeco-financing of
disabled workers salaries at the level of 30% ahpkd funds for that year,

42



Public Finance Act

h) new liabilities can be incurred by government adstration if the investments are co-financed frotd Einds or non-
returnable financial aid provided by EFTA membeurties at the maximum level, set in the rulesrocpdures for particular
type of investment, not lower than 50% of the taasts, however these restrictions do not applstate road rebuilding or
repairs required for road traffic hazard removatj-#ood infrastructure investments, electronit service and compensation
for properties taken over for public roads invesitap

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

a) procedures provided in point 1, letters a, c, d,dnd h in case of the ratio greater than 55%)@medr than 60% are in force;

b) budgets of local government units for the year rist at least be balanced;

c) aban on granting new sureties and guaranteeshiic fimance sector entities is introduced;

d) the Council of Ministers presents to the Parliam@némedial programme with the main objective tgpre and implement

actions aimed at reducing the public debt-to-GLiP tzelow 60%;

Procedures provided in point 1 are not applicablihé amount of debt determined by recalculatinglipudebt using for the
foreign currency denominated debt yearly averagblBP exchange rates and reducing it by the valueStdte budget liquid
funds raised to finance borrowing requirementseffollowing year does not exceed the thresholebéb.

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

a)

planned and executed current expenditures musixoeied planned and executed current revenues inglliguid funds and
budgetary surpluses from previous years;

b)

executed current expenditures can be higher thaouged current revenues including liquid funds bodgetary surpluses
from previous years only by amounts linked to therent tasks co-financed from EU funds or non-retbte financial aid
provided by EFTA member countries if these fundsewet forwarded in specified year;

c)

Local government units can incur loans and issuergees for:

« repayment of previously incurred liabilities resudt from securities and loans,
« covering transitional budget deficit of local gowerent within the fiscal year,
« financing of planned budget deficits;

« financing in advance of the tasks co-financed fidinfunds;

d)

Loans incurred and securities issued for covergmgporary budget deficit of local government haveb#o paid off or
redeemed in the same year as they were incurrisdieed;

e)

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

For a local government unit, the total ratio of:
« instalments of loans and interest payable in ibiaf year,
» redemption of securities and interest (includirgedunt) payable on them,
 potential payments resulting from sureties and ajutaes granted,
to planned revenues cannot exceed in the budggésny and any other year following the budgetaryr tha arithmetical

average for last three years of current revenoelsiding proceeds from privatization minus currerpenditures to total
revenues ratio;

9)

Limitationson debt repayments of local government do not agaply

e instalments and interest payable on loans draveommection with a programme, project or task casficed with the EU
funds;

< redemption and interest (including discount) pagaisl securities issued in connection with a prognanproject or task
co-financed with the EU funds;

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

apply to liabilities incurred for national contritien;

e instalment of loans and redemption of securitiesl, iaterest (including discount) payable on themsuired or issued to
finance national contribution of a programme, peoja task with the EU co-financing level exceed@@§o.
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Table 3. Correction mechanism of the stabilisingesxditure rule.

Public Finance Act

The correction amounts of the stabilizing expenditue rule pursuant to Article 112aa(4):

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

< the amount specified in article 38a point 3 of Bublic Finance Act (the amount of public debt tedlated using
the yearly average of foreign currency exchangesrtr the year concerned and reduced by the wéiSeate
budget liquid funds raised to finance the borrowiaguirements for the following budget year) exceiedyear
X-2 GDP 48%.

2) - 1.5 percentage points:

» the general government deficit in year x-2 doesexeeed GDP 3% (including costs of pension syseform)
and the amount specified in article 38a point ghefPublic Finance Act exceeds in year x-2 GDP #8¥is not
higher than GDP 48% and

« the forecasted dynamics of the real GDP for yeGassumed in the draft budget act for the year xjoislower
than the medium term average by over 2 percentaigesp

< the general government deficit in year x-2 dogsemoeed GDP 3% (including costs of pension systform) and

< the amount specified in article 38a point 3 of Bublic Finance Act in year x-2 is lower or equa&DP 43% and

« the sum of the differences between the general rgovent nominal balance and the medium-term budgetir
objective (MTO) exceeds in year x-2 GDP 6% and

« the forecasted dynamics of the real GDP for yeGassumed in the draft budget act for the year xjoislower
than the medium term average by over 2 percempanms;

3) + 1.5 percentage points:
« the general government deficit in year x-2 doesaxoeed GDP 3% (including costs of pension systform) and

« the amount specified in article 38a point 3 of Bublic Finance Act in year x-2 is not higher tf@&DP 43% and

« the sum of the differences between the generalrgowent nominal balance and the MTO exceeds in year
GDP 6% and

« the forecasted dynamics of the real GDP for ye@ssumed in the draft budget act for the year xjoishigher
than the medium term average by over 2 percentaigesp

4) in other cases there is no correction element
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Table 4. Differences between public debt (Polisimdmn)and general government debt (EU definijion

Polish regulations

EU regulations

public debt

general government debt

1)

scope of the public finance sector

Public Finance Act defines limited catalogue oftsimclude
in the public finance sector, i.e.:

administration, bodies of state control and legatqgxtion,
courts and tribunals;

local government units and their associations;
metropolitan associations;

budgetary units;

local government budgetary entities;

executive agencies;

institutions of budgetary management;

state special-purpose funds;

Social Security Institution and funds under its aggmen
Agricultural Social Insurance Fund (KRUS) and funds
under management of the President of KRUS;
National Health Fund;

independent public health care units;

public universities;

Polish Academy of Sciences and organizational units
founded by it;

state and local government cultural institutions;

separated acts in order to execute public tasksding
enterprises. research institutes, banks and conaherc
companies.

bodies of public authority, including bodies of gonment

other state or local government legal persons fednamde

d

scope ofjeneral governmeftsector is defined in
ESA201@; no limited catalogue of units is defined;

t

differences in the scope of sector depending oulatigns

is excluded from the public finance sector;

a) funds formed within Bank Gospodarstwa Krajowego (BGKgx. : the National Road Fund (KFD), the Railvirynd (FK)
+  are excluded from the public finance sector; e areincluded in the general government setfor

b) public corporations that are deemed non-markef@béx. PKP PLK S.A., Port Lotniczy tédhealth care institutions)

+ are excluded from the public finance sector; * areincluded in the general government sector;

c) Bank Guarantee Fund public (including funds for @ctibn of the guaranteed assets)

is included in the general government sector;

2)

liabilities which constitute public debt

securities (excluding shares);

loans (including securities whose disposal is kah)t
deposits;

matured payables (i.e. liabilities due but notledttwhich
have not been lagged nor cancelled);

securities;
loans;
cash and deposits;

differences in liabilities depending on regulations

matured payables;

4)

restructured or refinanced trade credits (includivase with
original maturity of one year or less) are includetban
category’

3) valuation of liabilities d

enominated in foreign cuencies

liabilities denominated in a foreign currency sl
converted into the national currency on the bakib®
middle exchange rate applicable on the last worklg of
each period.

liabilities denominated in a foreign currency, acleanged
from one foreign currency through contractual agrests to
one or more other foreign currencies shall be caadédnto
the other foreign currencies at the rate agreeid those
contracts and shall be converted into the nationakncy on
the basis of the representative market exchangepratailing
on the last working day of each year.
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Polish regulations EU regulations

public debt general government debt

4) contingent liabilities

differences in treatment of contingent liabilitiesdebt-to-GDP ratio

is not included; . EU limitations do not take directly into accountntiagent

liabilities generated by issued sureties and guaesn

treated as debt assumed by the entity which issueety o
guarantee;

. when specific criteria are met contingent liatgtishould b’W

1)

2)

3)
4)

5)

Polish Central Statistical Office (GUS) is respotesitor the scope of general government sectoririg With EU regulations).
The list of general government sector entities isvailable on the internet website of GUS:
http://stat.gov.pl/download/gfx/portalinformacyjpydefaultaktualnosci/5483/6/7/1/lista_jednostek_stgnu_na_31 grudnia_
2016_r..xIsx

ESA2010 (Regulation (EU) No 549/2013 of the EuropParliament and of the Council of May 21, 2013 oa European
system of national and regional accounts in theofan Union) states that an entity is classifietheogeneral government
sector if it is not a separate institutional umibni government or is a separate institutional woittrolled by general
government and it is non-market. The ability to emtake market activity is checked notably througlh tisual quantitative
criterion, i.e. if the ratio of sales revenues toduction costs is above 50% , the unit is in pplecdeemed market. However, in
order to decide whether a producer that operatdsruhe control of government is a market unit sopmalitative criteria must
also be taken into account.

In compliance with Eurostat guidelines on sectassification of some infrastructure projects, gahgovernment debt figures
may, under specified conditions, include capitgdemditures of the projects in question (imputech)oa

Matured payables are expenditure on accrual basisttaus are included in net borrowing/net lendiafralated (balance of
general government) in accordance with EU methagolo

Pursuant to decision of Eurostat of 31 July 2012Tbe statistical recording of some operations redate trade credits
incurred by government units
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Annex 4. Selected statistical data concerning publi c finance and credit
rating in Poland and EU

Table 5.General government deficit, débnd yields on 10-year borfdi the EU countries in 2016-
2017

2016 2017
GG balance GG debt 10Y interest GG balance GG delbt 10Y interest

rate rate
% GDP % GDP % % GDP % GDP %
Greece 0.6 180.8 8.4 0.8 178.6 6.0
Italy -2.5 132.0 1.5 -2.3 131.8 2.1
Portugal -2.0 129.9 3.2 -3.0 125.7 3.1
Belgium 2.5 106.0 0.5 -1.0 103.4 0.7
Spain -4.5 99.0 1.4 -3.1 98.3 1.6
Cyprus 0.3 106.6 3.8 1.8 97.5 2.6
France -3.4 96.6 0.5 -2.6 96.8 0.8
United Kingdom -3.0 87.9 1.2 -1.9 87.5 1.2
Euro area -1.5 89.0 0.9 -0.9 86.7 1.1
European Union -1.6 83.2 1.1 -1.0 81.6 1.3
Austria -1.6 83.6 0.4 -0.7 78.3 0.6
Croatia -0.9 80.2 3.5 0.8 775 2.8
Slovenia -1.9 78.6 1.2 0.0 73.6 1.0
Hungary -1.7 76.0 3.1 -2.0 73.6 3.0
Ireland -0.5 73.4 0.7 -0.3 68.4 0.8
Germany 1.0 68.2 0.1 1.3 64.1 0.3
Finland -1.8 63.0 0.4 -0.6 61.3 0.6
Netherlands 0.4 62.0 0.3 1.1 57.1 0.5
Slovakia 2.2 51.8 0.5 -1.0 50.9 0.9
Malta 1.0 56.2 0.9 3.9 50.7 1.3
Poland -2.3 54.3 3.0 -1.7 50.7 3.4
Sweden 1.2 42.1 0.5 1.3 40.5 0.7
Latvia 0.1 40.5 0.5 -0.5 40.1 0.8
Lithuania 0.3 40.1 0.9 0.5 39.7 0.3
Denmark -0.4 37.9 0.3 1.0 36.1 0.5
Romania -3.0 37.1 3.3 -2.9 35.0 4.0
Czech Republic 0.7 36.8 0.4 1.6 34.7 1.0
Bulgaria 0.2 29.0 2.3 0.9 254 1.6
Luxemburg 1.6 20.8 0.3 1.5 23.0 0.5

Estonia -0.3 9.4 : -0.3 9.0 :

) Data on general government balance and debt -o&mat. Data on Poland — MF.
%) 10-year interest rate — average of average mgntikyear T-bond yields from last twelve monthsnfd@nuary to December;
Eurostat.
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Table 6. Long-term government debt rating in foneigrrency of EU Member States as of September 14,
2018

Standard&Poor’s Fitch Moody’s
Austria AA+ AA+ Aal
Belgium AA AA- Aa3
Bulgaria BBB- BBB Baa2
Croatia BB+ BB+ Ba2
Cyprus BBB- BB+ Ba2
Czech Republic AA- AA- Al
Denmark AAA AAA Aaa
Estonia AA- A+ Al
Finland AA+ AA+ Aal
France AA AA Aa2
Greece B+ BB- B3
Spain A- A- Baal
Netherlands AAA AAA Aaa
Ireland A+ A+ A2
Lithuania A A- Baal
Luxembourg AAA AAA Aaa
Latvia A- A- A3
Malta A- A+ A3
Germany AAA AAA Aaa
Poland BBB+ A- A2
Portugal BBB- BBB Bal
Romania BBB- BBB- Baa3
Slovakia A+ A+ A2
Slovenia A+ A- Baal
Sweden AAA AAA Aaa
Hungary BBB- BBB- Baa3
United Kingdom AA AA Aa2
Italy BBB BBB Baa2

Source: Reuters
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Table 7. Public debt in Poland in 2007 — VI 2018

Item | 2007 \ 2008 \ 2009 | 2010 | 2011\ 2012| 201$ 201|4 20*5 20|16 017 2| V12018

1. State Treasury debt
a) PLN bn 501.5 569.9 631.5 701.9 771.1 793.9 838 779.9 834.6 928.7 928.5 956.1]

domestic * 380.4 420.2 462.7 507 524.7 543 584.3 503.1 543.3 609.2 644.5 662.5

foreign * 121.1 149.7 168.8 194.8 246.4 250.9 253.8 276.9 291.3 319.5 283.9 293.6
b) GDP % 42.2%| 44.3% 46.0%|  48.6% 49.2% 48.7% 50.6% 45.3% 46.4% 50.0%|  46.8% -
2. Public debt (domestic definition)
a) PLN bn 527.4 597.8 669.9 747.9 815.3 840.5 882.3 826.8 877.3 965.2 961.8 985.2
b) GDP % 44.4%|  46.5% 48.8% 51.7% 52.0% 51.6% 53.2% 48.1% 48.8% 51.9%|  48.5% -
3. General government debt (EU definition)
a) PLN bn 524.4 595.4 678.3 767.8 847.7 875.3 922.8 867.3 923.2| 1009.2] 10057 10320
b) GDP % 44.2%|  46.3% 49.4% 53.1% 54.1% 53.7% 55.7% 50.4% 51.3% 54.3% 50.7% -
*) place of issue criterion
Table 8. GDP and exchange rates in 2007 — VI 2018

Item \ 2007 | 2008 | 2009 | 2010 \ 2011\ 2014 201$ 2044 zojrs 20‘16 017 2 | VI 2018

1. Gross Domestic Product
PLN bn | 1 187.6| 1 286.1| 1 372.2| 1 445.3| 1 566.8| 1 629.4| 1 656.9| 1 719.8| 1 799.4| 1 858.5| 1 982.1| -
2. Exchange rate (end of period)
a) EUR 3.5820| 4.1724] 4.1082| 3.9603] 4.4168| 4.0882| 4.1472| 4.2623| 4.2615 4.4240 4.1709 4.3616
b) USD ‘ 2.4350 2.9618 2.8503| 2.9641 3.4174| 3.0996/ 3.0120, 3.5072| 3.9011| 4.1793 3.4813 3.7440

Source: GUS, NBP
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