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EXECUTIVE SUMMARY — RETAIL MORTGAGE IN POLAND 2006

« Deficit of residential real estate. There is a severe deficit of residential real estate in Poland.
Around 38 million inhabitants or 14 million households live nowadays in ~12 million populated
dwellings which means a deficit of at least 2 million dwellings. The situation is even worse taking into
consideration that the existing infrastructure is quite old, partially devastated and in many cases
lacking running water or canalization. The current supply of ~114 thousand new dwellings (2006) is by
large insufficient to satisfy the demand gap and the result are quickly growing prices

» Rapid growth of demand for mortgage lending. Starting from very low levels mortgage lending is
nowadays almost exploding in Poland. Favorable macroeconomic situation and interest rates on their
lowest levels since many years make mortgage more accessible than ever for an average bank client
Recent limitations of FX-denominated loans did not have a negative impact on the overall demand. A
more serious threat may result however from the permanent shortage of new real estate, which is
driving prices high to extreme levels and discouraging people from buying new flats/homes

» Supply of mortgage lending . The mortgage lending market is extremely competitive. Especially
smaller banks offer mortgage loans with margins going as/Jow as 0.9%. Moreover banks usually offer
help in the application process and may offer covering elated expenses (valuation etc.) Also the
role of intermediaries like: Expander, Open Finance igXyrowing. It is estimated that major
intermediaries are already responsible for ~20-25°{e0?a es of all new housing loans

» Great perspectives and some risks . Very low penetration of mortgage lending (7% of GDP in
2006) indicates that the market is still in the initial phase of development. The housing deficit will have
to be covered within next 10-20 years and mortgage lending will be the most important source of
funding it. Provided there will be no substantial shocks in the economy we predict that the outstanding
value of mortgage lending will grow 32% on average through 2008

Intelace Research
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THE HOUSING STOCK IS OLD. ALMOST 50% POPULATION HA S STILL
TO SHARE THEIR ROOMS

Inhabited dwellings structure, as of 2002
in percent, 100% =11.6 million

By the year of construction By the average number of people per one room

Over 3p per room

2.00-2.99

1989- unknown

2002
i pre 1945 1.50-1.99
23.1
1979- Below 1p
1988 ﬂiﬂ L per room
26.9 SN @0-1 49
1945- | Q\/
1970 | @
e
— —

[ Most flats are relatively old }

1978 (9
share their room with others

{ Almost 50% of people }

1002 puejod ui Buipua abebuop

Source: GUS, Intelace Research Intelace Research 4



HOUSING LOANS AND CREDIT CARD DEBT GROW AT HIGHEST
RATES

[ ] Highest growth rates
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** Compound Annual Growth Rate 5
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IF COMPARED TO OTHER COUNTRIES, POLISH MORTGAGE
PENETRATION BENCHMARKS ARE STILL EXTREMELY LOW

Mortgage debt per capita, 2005 Mortgage debt/GDP, 2005
EUR percent
us | 20,835 UK | 80
Ireland | 19,125 us | 71
UK | 14.019 Ireland | 62
Germany | 11,931 Portugal | 54
EU15 9,083 Spain |53
spain [ ]7.217 Germany |52
France | |6,762 EU15 49
Portugal :|5,905 France :| 29
ltaly :|3,395 Greece | |25
Greece | |3,084 taly | ]17
Hungary ]1,110 Hungary :|11
Slovenia |]768 (, Slowkia [ ]8
Czech Republic || 644 ‘Z\/I'Doland 2006 7
Slovakia ] 549 @ Czech Republic | ]6
Poland 2006 [] 528 @?" Slowenia [ ]5
Bulgaria [] 380 Bulgaria | |5
Romania [| 365 Romania []2 —_p
Ukraine [ 239 Ukraine |1
Average
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‘REKOMENDACJA S” — A REGULATORY CHANGE TO LIMIT THE FX-
DENOMINATED MORTGAGE LENDING HAD ONLY A LIMITED EFF ECT

Background:

As a result of the joint initiative of the Polish Banks
Association (ZBP) and the Banking Supervision
Commission (KNB), a new regulation concerning
FX-denominated retail mortgage lending
“‘Rekomendacja S” has been adopted and
implemented as of July 1, 2006

The new regulation was intended to prevent possible
risks resulting from:

- abrupt currency depreciation (PLN vs. FX)

- increase of FX interest rates (CHF,EUR)

Key changes:

* Calculation of client’s ability to repay a FX-
denominated loan is more rigorous and takes into
consideration cumulative effects of possible
unfavorable interest and exchange rate evolution

» Loans in the local currency are to be offered by
banks as the first choice and preferred option

» Extensive simulations with various scenarios need
to be presented by the bank and accepted by the
client prior to signing a loan contract

Komisja Nadzoru Bankowego

Rekomendacja S

dotyczaca dobrych praktyk w zakresie ekspozycji kredytowych
zabezpieczonych hipotecznie

First observation of the market after July 1, 2006:

Most banks have reduced maximum FX-
denominated loans amount offered* by more
than 20%

Some banks have eased their general lending
criteria and managed to offset in full the new
regulation (Multibank, mbank, Raiffeisen, GE
money)

Many banks still do not offer local currency loans
as the first choice

The new regulation is often perceived as
overdone and adopted against client’s interest

The share of FX-denominated loans has indeed
dropped in the second half of 2006. This is
however more the effect of shrinking interest
spread: CHF/PLN than the legislation itself
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* Assuming that situation of the client did not change
Source: NBP, Banks, Intelace Research, Parkiet, Interviews
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THE CHF/PLN INTEREST RATE SPREAD IS SHRINKING. IT | S HOWEVER
STILL SIGNIFICANT TO JUSTIFY THE CHOICE OF SWISS CUR RENCY

Interbank interest rates, 2005 — Feb. 2007
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bank rates fell by
more than 50% since
January 2005;
Nevertheless it is still
significant (200 bp.)

» The interest spread
CHF/PLN is likely to
keep falling in the
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About this report

This report has been prepared using publicly
available sources including: financial reports,
press publications, industry magazines,
directories, financial databases and expert
opinions.

Views presented in this report reflect solely
independent and unbiased opinion of Intelace
Research and the author.

All due care has been taken in the production of
this report, however Intelace Research does not
accept any responsibility or liability for any
omissions or inaccuracies of the information
contained in this publication.

This report is copyrighted. Any distribution,
storage, replication and usage is restricted.
In case of any doubt please contact us at:
info@Intelace.com

or

marcin_mazurek@intelace.com

About Intelace Research

Intelace Research is an independent and privately
owned research firm based in the heart of Eastern
Europe in Warsaw / Poland.

Our company is specializing in value-added
research services and tailored business
intelligence solutions.

Through our customized research services we
help our clients to better understand their
consumers, competitors and overall market
dynamics.

The lead researcher and founder of Intelace
Research is Marcin Mazurek.

Our contact details:
Intelace Research
Stryjenskich 13c, 02-791 Warszawa, Poland

Tel. 448 50 251 21 78, Fax. +48 22 408 66 20
mail: info@Intelace.com
url: www.Intelace.com
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