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I Report in numbers

Q3 2011

1.603 million
59 571

PLN 12.8 billion
PLN 209 114
120.93

52.23 %

78.4%

9.8%

11.8%

PLN 2.9 million
PLN 7 785

==
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PLN 307_2 billion total housing loans debt

number of active loan agreements

number of concluded agreements

value of concluded agreements

average value of a housing loan

Housing Availability Index (HAI M3)

share of new housing loans with LtV above 80%

share of new housing loans in PLN, by value

share of new housing loans in CHF, by value

share of new housing loans in EUR, by value

loans granted under the ,,Family on Its Own"” programme

average transaction price per square meter of a dwelling in Warsaw

Change

Q3 2011/02 2011

8,41% 7
3,34% A
4,22%
4,64%
0,12% A
3,47 %
3,10%

0%
2,26% 7
2,32%
0,19%\
0,52%
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Introduction — About this Report

Dear Sirs,

This is already the ninth issue of the report on
housing loans and real estate transaction pric-
| es published by the Polish Bank Association,
as developed by the AMRON Centre and the
Committee on Real Estate Financing, based on
data gathered in the AMRON and SARFiIN Sys-
tems.

In this issue, we present results of the third quarter of 2011 related
to the results of few previous quarters. Such comparison will al-
low you to make an individualized assessment of the situation
and trends in the mortgage and housing markets in Polish major
cities, regardless of authors’ opinions and comments.

Banks’ lending figures for third quarter of 2011, both in terms of
volume (59 571) and value (PLN 12.8 bln), confirm the decrease of
over 4%, comparing to the records of the previous quarter. Basing
on the current results, slightly weaker than expected, it is hard
to anticipate whether banks and potential borrowers will try to
avail the time before the full version of Recommendation S be-
comes binding and decide to take the postponed housing loan
decisions.

Mortgage loans portfolio of the entire banking sector hit the high-
est scores, both in terms of volume (for the first time it exceeded
total level of 1.6 Mio of active mortgage loans), and a total value
of granted loans, which exceeded PLN 300 billion. However, pro-
viding that the clear drop of lending figures in Q3 2011 will con-
tinue in the last quarter of the year (and as far as now, current
observations of banking sector confirm the correctness of such
prognosis), it may be difficult to return to the lending level of the
year 2010. If this assumption turns into a fact, both the govern-
ment and the parliament shall read it as an urge for more radical
decisions in the realm of housing policy.

Decline tendencies were observable also at the housing market.
The number of dwellings under construction commenced between
January and September 2011 increased of 0.5% compared to cor-
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responding period of 2010 (i.e. amounted to 128 296 apartments),
however the number of completed housing units decreased of
10% and amounted to 87 274 units. During three quarters of 2011,
the number of permits for constructions of new housing units in-
creased - in total, there were 141 310 permits issued.

Q3 2011 brought a further, but weaker than in previous quarters,
decrease of average transaction prices (from PLN 50 to 100 per
1 square meter of the floor area) on the most of major housing
markets. An exceptional decrease - up to PLN 300 per 1 square
meter — was recorded in Wroclaw. Minor increases in average
prices were noted in Gdansk and Bialystok. The decline of hous-
ing prices resulted from increasing supply of new flats observed
since mid-2010 and - from the other hand - decline of banks’ lend-
ing activity, resulting in decrease of effective demand for residen-
tial property. Moreover, it seems that such a trend on residential
market shall become unchanged in the upcoming months.

The restrictions in granting loans in foreign currency, govern-
ment’s withdrawal from the “Family on Its Own” programme, as
well as aggravations in procedures of customers’ creditworthi-
ness enforced by the newest supervision regulations, have already
brought the effects — but are those effects intended?

Enjoy reading. We will be grateful for your comments, which shall
allow us to improve next issues of this report. Please send your
qguestions and suggestions to the following e-mail address: ra-
port@amron.pl.

Jacek Furga

Chairman of the Real Estate Finance Committee, Polish Bank Asso-
ciation

Vice-President of the Management Board of the Centre for Banking
Law and Information (Centrum Prawa Bankowego i Informacji)*

* AMRON Centre was established by Polish Banks Association to manage and develop the System for Analysis and
Monitoring of Real Estate Market Transactions and it operates within the organizational structure of a limited-liability
company Centre of Banking Law and Information.
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Commentary to the Report - Professor Jacek Laszek, Warsaw School
of Economics

The situation on real estate markets in major Pol- to absorb it. As a consequence, the amount of unsold flats increas-
ish cities, which are actually developers-led mar- es again. “Family on Its Own" programme used to be a significant
kets, shall be considered as a fully-predictable factor stimulating the sales increase, but due to restricted eligibility
continuation of the ongoing processes. High levels  criteria, its further expansion will be limited. Another issue worth
of dwellings prices — an aftermath of low interest mentioning is liquidity of the banking sector. As a consequence, the
rates of denominated loans and a result of a low amount of actual loan disbursements has stabilized, similarly to de-
competitiveness in a developer sector - stimulate mand, on a lower level. Considering the economic slowdown, it's
the increase in new dwellings production. Cur- acceptable to expect the further decrease in housing unit prices and
rent levels of interest rates and weak condition a slowdown in the construction process. This is the way, how the
of fundamental factors make the market unable current market cycle shall close.

Situ ati on in th e h O'I.I.Sing l o ans m ark et Chart 1. Number of active housing loans 2003 - IX.2011
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Source: Polish Bank Association
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Total housing loans debt

Despite of the fact that mortgage loans granting in Q3 2011 was weak-
er than expected, the total value of housing loans among households
exceeded PLN 300 billion. Chart 2 presents the increase of value of
mortgage loans among households (PLN billion) since the beginning
of the year 2003. After nine months of 2011, the total portfolio value
amounted to PLN 307,199 billion.

Chart 2. Total debt from housing loans — 2003 - IX.2011 (PLN billion)
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Source: Polish Bank Association, National Bank of Poland

Number and value of new housing loans

The following table presents the total results of housing loans sales
since the beginning of the year 2008, concerning both number and
value of granted loans. Analysis of such a period enables to track
precisely changes on the Polish housing loans market - from record-
breaking Q2 and Q3 of 2008, through the year 2009, which came up
with the slowdown caused by global financial crisis, ending in Q3 of

8 | AMRON - www.amron.pl

the current year. Apparent changes of the trend in volume of granted
loans, as well as in their value, are presented on charts 3 and 4.

In Q3 2011, a decrease in volume and value of granted loans was
observed - it was respectively 4.22% and 4.64% in comparison to Q2
2011. In the analysed period, the number of newly granted loans was
59 571 and their value amounted to PLN 12,744 billion.

Table 1. Value and number of new housing loans - Q1 2008 - Q3 2011

Value Change Change
Periods (PLN /previous Number /previous Periods
billion) period period
Q1 2008 12,089 62 748
Q2 2008 16,369 35,40% 2 82 333 31,21% 2
Q3 2008 16,803 2,65% 2 82 952 0,75% 2
Q4 2008 11,867 29,38% ] 58 728 29,20% ]
Q1 2009 7,609 35,88% ] 37911 35,40% ]
Q2 2009 9,376 23,22% 2 45 576 20,12% 2
Q3 2009 10,945 16,73% 2 52 884 16,03% 2
Q4 2009 10,804 1,29% ] 52 791 0.18% ]
Q1 2010 9,809 9.21% ] 48 319 8.47% ]
Q2 2010 13,523 37.86% 2 63 972 32,40% 2
Q3 2010 13,091 3.20% ] 61 150 4,41% ]
Q4 2010 12,237 6.52% ] 56 920 6.92% ]
Q1 2011 12,252 0,12% 2 57 578 1,16% 2
Q2 2011 13,395 9.33% 2 62 197 8.02% 2
Q3 2011 12,774 4,64% N 59 571 4,22% N

Source: Polish Bank Association
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Chart 3. Number of new loan agreements, quarterly Q1 2008 -Q3 2011 Loan currency

100 000 A sharp change in currency structure of newly
granted housing loans was observed in the analysed
period (Q1 2008 - Q3 2011). Until Q4 2008, housing
loans denominated to CHF markedly prevailed in
banks’ portfolios. Afterwards, since Q1 2009, PLN
became the dominant currency and the share of CHF
loans diminished systematically until Q1 2010, when
it started to slightly, but constantly increase.
Polish currency was definitely dominating in loans
granted in Q3 2011. Newly granted PLN loans ac-
counted for 78,4% by value of the portfolio. In this
period a minor decline in number of loans granted
in EUR was noticed - 11,8% in comparison to 14.1%
zgga 2%(2)8 2008 2338 2%(1)9 2%39 2%39 2239 2(01110 zgfo zgfo 23?0 2211 2%31 23?1 in the previous quarter. Despite of the fact, that the
problem of CHF loans was exaggerated in media, its
Source: Polish Bank Association share raised up to 9.8% in comparison to 7.5% in the
previous quarter. Such an increase could result from
high exchange rate (PLN-CHF), interest rates sharply
reduced by Swiss National Bank, as well as the full
20 000 Recommendation S regulations, which shall become
binding from January 2012.

80 000

824952,

60 000

62 748
5258841
® 150
B9 5741

40 000

20 000

Chart 4. Value of new loan agreements, quarterly Q1 2008 —-Q3 2011 (PLN billion)

(<7) 2
15 000 o)
(L) &)
Lol =il
e
ISt
(=)} D)
g 5 =
10 000 [N ) 5 < &
- : © )]
D~
& s
(=7)
b (=7}
(L]
5 000 ~

0 — ~— —

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
2008 2008 2008 2008 2009 2009 2009 2009 2010 2010 2010 2010 2011 2011 2011

Source: Polish Bank Association

9 AMRON - www.amron.pl www.zbp.pl



Chart 5. Currency structure of new loans, quarterly Q1 2008 - Q3 2011
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Table 2. Currency structure of new loans - Q1 2008 - Q3 2011
PLN CHF EUR USD Inne
Q1 2008 40.20% 59.00% 0.70% 0.10% 0.10%
Q2 2008 24.90% 74.10% 0.40% 0.20% 0.30%
Q3 2008 20.10% 78.10% 0.50% 0.20% 1.20%
Q4 2008 42.50% 56.40% 0.00% 1.30% 0.70%
Q1 2009 63.00% 31.00% 3.80% 2.20% 0.00%
Q2 2009 70.01% 24.26% 4.88% 0.84% 0.01%
Q3 2009 76.94% 11.34% 11.45% 0.10% 0.17%
Q4 2009 77.44% 8.11% 14.02% 0.16% 0.27%
Q1 2010 77.23% 4.28% 18.35% 0.10% 0.05%
Q2 2010 71.90% 4.40% 23.60% 0.10% 0.02%
Q3 2010 72.81% 5.38% 21.76% 0.03% 0.03%
Q4 2010 76.55% 6.06% 17.33% 0.04% 0.02%
01 2011 80.55% 6.12% 13.20% 0.12% 0.01%
02 2011 78.36% 7.49% 14.10% 0.03% 0.01%
03 2011 78.36% 9.75% 11.79% 0.08% 0.02%

Source: Polish Bank Association
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Average value of a loan

After a few years of systematic growth, the average value of granted
loan in year 2008 amounted to PLN 205 180. Then, in 2009, the aver-
age amount slightly decreased to the level of PLN 202 448, which
was caused by inversion of currency structure. In 2011, the average
value of granted loan raised back to the level noted in 2008 (PLN
205 954) and since then it grows systematically.

Changes in average value of loans granted in particular years were
the resultant of changes in average value of loans denominated to
foreign currencies and granted in PLN. Analysed period (2003 - Q3
2011) is characterized by systematic raise of average value of loan
denominated to foreign currencies. In case of average value of loans
in Polish currency, there was a surge growth (up to PLN 170 270) in
2007. The highest value (PLN 187 269) in the analysed period was
noted in Q1 2011.

In Q3 2011, the average value of housing loan amounted to PLN
209 114. The average value of PLN loan remained nearly unchanged
— it was PLN 187 056, as the average value of loan denominated to
foreign currency was equivalent to PLN 352 343.

www.zbp.pl
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Table 3. Average value of a loan, aggregated and by currency - 2003 - Q3 2011 Structure of new lOans, by amount
average value average_ value average: value Th fth foli : | q1 n O3 2011 |
T Tty e of a l.lousulg loal.l of a h.ousulg loan e structure o1 the port O 10 OI Newly g]fa.Ilte OaHS. m m
in foreign currencies in PLN terms of amount has remained unchanged in comparison to the pre-
2003 81 340 109 670 72 660 vious quarter. Loans in the amount of PLN 100 000 up to PLN 200 000
2004 94 240 123 970 84 560 still comprise the largest share (31.36 %) of a new housing loans port-
Rtk 109 550 121 080 26 860 folio, the smallest share have loans in amount above PLN 1 million.
2006 139 140 162 160 103 190
2007 187 290 223 660 170 270
2008 205 180 258 820 145 940
2009 202 448 310 061 185 460
2010 205 954 331 787 179 651
Q1 2011 208 381 353 529 187 269
Q2 2011 208 863 351 086 187 115
Q3 2011 209 114 352 343 187 056

Source: Polish Bank Association
Chart 6. Average value of a housing loan, aggregated and by currency 2003 -Q3 2011

- average value of aggregated loans

- average value of foreign-currency loans

- average value of PLN loans
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Source: Polish Bank Association
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Chart 7. Structure of new loans, by amount - quarterly Q1 2008 - Q3 2011
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Table 4. Structure of new loans, by amount - quarterly Q1 2008 - Q3 2011
200801 022008 Q32008 Q42008 Q12009 022009 Q32009 Q42009 012010 022010 Q32010 042010 012011 Q22011 Q32011
up to PLN 100,000 27.30% 21.8% 21.2% 25.8% 26.1% 24.9% 25.2% 29.2% 28.2% 270%  2572%  2490%  23.03%  22.92%  23.44%
PLN 100,000 - 200,000  33.00% 33.3% 32.3% 29.6% 27.9% 32.3% 32.2% 33.2% 31.0% 31.0%  30.81% 31.87% 31.26%  30.26% 31.36%
PLN 200,000 - 300,000 18.00% 20.0% 20.1% 17.4% 18.0% 18.5% 18.2% 16.8% 16.9% 18.1% 18.65% 18.79% 21.00% 2168%  20.21%

PLN 300,000 - 400,000 9.60% 10.9% 111% 10.6% 10.0% 10.9% 10.8% 9.5% 10.5% 11.3% 11.68% 11.60% 12.11% 12.13% 12.21%
PLN 400,000 - 500,000 4.70% 5.7% 5.9% 6.1% 5.7% 5.3% 5.3% 4.6% 5.4% 5.3% 5.41% 5.66% 5.68% 6.06% 5.89%
PLN 500,000 - 1,000,000 5.80% 6.8% 7.5% 8.8% 9.9% 6.6% 6.7% 6.5% 6.7% 6.2% 6.65% 6.07% 5.82% 6.04% 6.06%
above PLN 1,000,000 1.60% 1.5% 1.8% 1.8% 2.4% 1.6% 1.5% 1.4% 1.4% 1.0% 1.07% 1.11% 1.09% 0.91% 0.82%

Source: Polish Bank Association
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Structure of the LtV ratio

Since Q2 2010, the share of loans with LtV ratio higher than 80% increased, while the share of loans with LtV ratio at the level of 50-80%
decreased. In Q3 2011, a slight decrease of share of loans with LtV ratio above 80% was noted together with concurrent decrease of loans
with LtV ratio at the level of 50%-80%.

Chart 8. Structure of LtV ratio, quarterly Q1 2010 - Q3 2011
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Source: Polish Bank Association

Table b. Structure of LtV ratio for new loans, quarterly Q1 2010 - Q3 2011

Q1 2010 Q2 2010 Q3 2010 Q4 2010 Q1 2011 Q2 2011 Q3 2011
0-30% 6.83% 6.72% 5.77% 4.70% 4.77% 4.41% 4.90%
30 -50% 17.56% 15.42% 12.62% 11.75% 10.38% 10.18% 10.68%
50-80% 43.29% 36.89% 33.03% 32.52% 30.35% 30.08% 32.19%
above 80% 32 32% 40.97% 48.58% 51.03% 54.51% 55.33% 52.23%

Source: Polish Bank Association
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Housing loans in major Polish cities

In analysed period of Q1 2009 - Q3 2011, the structure of loans
granted in major cities remained unchanged - Warsaw is a market
with unceasingly the biggest share (25.37% in Q3 2011). However,
after Q3 2010 a new tendency of increase of share of loans grant-
ed in smaller cities is observable. From among the surveyed cit-

Chart 9. Value of new loans in major Polish cities — quarterly Q1 2009 - Q3 2011

100%

80%

60%

40%

20%
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Q1 Q2 Q3 Q4 Q1 Q2 Qa3

2009 2009 2009 2009 2010 2010 2010

Source: Polish Bank Association

Table 6. Value of new loans in major Polish cities — quarterly Q1 2009 - Q3 2011

ies, the lowest share of value of granted loans was still held by Bia-
lystok (1.06 % in Q3 2011). At the same time, Bialystok is the city
of the highest ratio of granted loans growth, which is also similar to
Katowice. Simultaneously, the constant trend of decrease of value of
granted loans is recorded in Wroclaw.

5--

Q4 Q1
2010 2011 2011 2011

. other

- Silesian Conurbation
. Szczecin

- Bialystok

. Poznan

| Tri-Citi

| Warsaw

| Cracow

" Loaz
. Wroclaw

Wroclaw Krakow Warsaw Tri-Citi Poznan Bialystok Szczecin Cos;liii;i::ilon
Q1 2009 9.3% 4.4% 7.2% 34.1% 9.5% 7.8% 0.5% 4.3% 3.5% 19.4%
02 2009 8.5% 4.2% 7.1% 29.4% 7.8% 7.0% 0.7% 4.7% 6.7% 23.9%
Q3 2009 8.1% 4.3% 7.1% 28.9% 7.5% 6.4% 0.6% 3.9% 6.4% 26.8%
Q4 2009 7.7% 4.0% 6.6% 29.7% 6.9% 5.8% 0.9% 41% 71% 27.2%
Q1 2010 6.88% 4.15% 7.30% 23.34% 6.84% 6.31% 1.32% 4.14% 13.56% 26.15%
02 2010 7.90% 3.77% 5.93% 31.91% 8.81% 6.77% 0.96% 3.44% 10.19% 20.31%
Q3 2010 7.59% 3.63% 5.74% 30.90% 8.48% 6.06% 1.02% 3.10% 10.00% 23.48%
Q4 2010 6.68% 3.31% 6.28% 27.57% 7.85% 5.78% 1.35% 3.32% 9.49% 28.36%
Q01 2011 6.92% 3.23% 6.18% 26.73% 7.88% 6.06% 1.17% 3.14% 9.42% 29.27%
02 2011 6.90% 3.48% 6.17% 24.71% 7.79% 6.00% 1.28% 3.72% 9.37% 30.57%
Q3 2011 6.81% 3.04% 6.58% 25.37% 7.19% 6.32% 1.06% 3.11% 9.26% 31.25%

Source: Polish Bank Association

AMRON - www.amron.pl
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Lending period

Loans granted for the period of 2b-35 years constitute the dominant share of the whole newly granted loan portfolio as for 2010 - Q3 2011
(in @3 2011 - 60.36%). The smallest share was noted in segment of loans granted for more than 35 years (in Q3 2011 - 8.86% ).

Chart 10. Structure of new loans, by lending period Q1 2010 - Q3 2011
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Source: Polish Bank Association

Table 7. Structure of new loans, by lending period Q1 2010 - Q3 2011

Q1 2010 Q2 2010 Q3 2010 Q4 2010 Q1 2011 Q2 2011 Q3 2011
0 -15 years 20.00% 12.51% 11.62% 11.67% 10.29% 10.73% 10.69%
15 - 25 years 24.44% 23.37% 21.71% 21.55% 20.50% 20.26% 20.08%
25 - 35 years 52.30% 57.34% 57.57% 59.30% 60.22% 60.50% 60.36%
more than 35 years 3.26% 6.78% 9.11% 7.49% 8.99% 8.51% 8.86%

Source: Polish Bank Association
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Housing Availability Index M3

The Housing Availability Index (HAI M3), a synthetic measure
presented in the AMRON-SARFiIN Report, shows quarterly changes
in the availability of housing units in Poland for a hypothetical family
comprising of two employed adults with one older child. Changes
in dwelling availability in Q3 2011 were influenced by the following
factors:

e slight increase of real estate prices in eight major monitored
cities — in Q3 2011, the average prices of surveyed housing units
increased by 0.87%.

@ a slight increase of interest rates - according to the National Bank
of Poland, the average interest on credits for households granted
for the period longer than b years amounted in Q3 2011 to 7.14%, i.e.
increased by 25 basic points comparing to Q2 2011.

@ a relatively slight increase of average earnings level per sample
family and increase of costs of living (expressed as the minimum
subsistence level), which with growth of other parameters caused
a decrease in the average disposable income by 0.31%.

To summarize, the macroeconomic conditions were conductive to
the Index reduction - Housing Availability Index for Q3 2011 de-
creased by 3.47% to the level of 120.93 points.

“Family on Its Own” Programme

Q3 2011 was the last quarter of “Family on Its Own" programme in
the hitherto formula. On August 31, 2011 the Act of July 15, 2011 on
amendments to the Act on financial support for families acquiring
their own homes and certain other acts (Journal of Laws No. 168,
item. 1006) becomes binding. The main changes of the Act refer to
the following issues:
e the definition of preferential loan was completed, but with a reser-
vation, that the preferential loan may only be purposed for housing
needs of the target borrower, i.e. the beneficiary of subsidies;

AMRON - www.amron.pl |

Chart 11. Housing Affordability Index in 2005 - Q3 2011
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Source: Polish Bank Association

® a new category of the beneficiary was introduced: childless single
person, who can use a preferential loan to finance a purchase or con-
struction of first dwelling (with an area no larger than 50 square me-
ters), and the subsidies are calculated up to the floor area of 30 square
meters;

® the price-cost limit qualifying the dwelling or a single-family house
to get subsidies was diversified and the ratio affecting its level was
dropped: in case of primary market to 1.0 and in case of secondary
market to 0.8;

www.zbp.pl
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@ age limit of the target borrower at the level of 3b years of age was
implemented - exclusively in respect to younger of spouses and
single persons (people raising children alone are not included);

® a new principle was implemented - the subsidies are ceased as
soon as the borrower gets ownership or co-ownership title to an-
other dwelling or residential building, or obtains a cooperative
ownership right to premises

Applications for preferential loans will be accepted until December

31, 2012.

The results of this quarter shows that borrowers availed the last
chance to benefit from the programme before the implementation of
new regulations.

Chart 12. Loans under the “Family On Its Own” programme granted in Q1 2010 - Q3 2011.
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Q3 2011 brought the increase in value and number of the housing
units purchased on primary market under the “Family on Its Own”
programme. Thereby, the share of secondary market decreased be-
low 50% , to the level of 46.7%.

AMRON - www.amron.pl

Chart 13. Number of loans under the “Family On Its Own” programme in Q1-Q3 2011
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Chart 14. Structure of loans under the “Family On Its Own” programme granted in Q3 2011 (%)

secondary market
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Source: Bank Gospodarstwa Krajowego

The target age group of the programme’s beneficiaries indicated in

the Act's amendment is still the dominant group of borrowers under
the programme - more than 75% of preferential loans were granted to

individuals under 35 years of age.

www.zbp.pl
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Table 8. Preferential loans granted under the “Family on Its Own” programme, by borrower age and by market type (secondary, primary and single-family house construction).

30.09.2011

Secondary market Primary market Single-family house construction
Age bracket
number % share number % share number % share number % share

<=19 6 0.01% 1 0.00% 0 0.00% 7 0.01%
20-24 2768 3.73% 972 3.29% 355 1.58% 4 095 3.24%
25-29 27 785 37.42% 12 666 42.84% 5713 25.40% 46 164 36.55%
30-34 25 636 34.52% 10 052 33.99% 9 301 41.35% 44 989 35.61%
35-39 11 401 15.35% 3756 12.71% 4721 20.99% 19 878 16.73%
40-44 3982 5.36% 1148 3.88% 1486 6.61% 6 616 5.24%
45-49 1455 1.96% 488 1.65% 562 2.50% 2 505 1.98%
50-54 700 0.94% 265 0.90% 230 1.02% 1195 0.95%
55-59 332 0.45% 164 0.52% 87 0.39% 573 0.45%
60-64 164 0.21% 52 0.18% 31 0.14% 237 0.19%
65-69 B8 0.04% 13 0.04% 4 0.02% 50 0.04%
>=70 6 0.01% 1 0.00% 1 0.00% 8 0.01%

End total 74 258 100.00% 29 568 100.00% 22 491 100.00% 126 317 100.00%

Source: Bank Gospodarstwa Krajowego
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Situation in the housing market

In Q1-Q3 2011, 141 310 residential building permits were issued - the
number of housing units, for which permits were issued, increased by
6.8%. Except for housing cooperatives, in most of the builder groups
number of granted residential building permits increased.

From January to September 2011, construction of 128 296 housing
units started in Poland (i.e. 0.5% more than in corresponding period
of 2010), of which 46 223 are built by real estate development compa-
nies (a decrease of 3.7% in relation to 2010). In self-builders group, the
number of constructions started increased to 76 174, which is 4.2%
more than in corresponding period of 2010. Number of constructions of
housing units started by housing cooperatives fell to 1 600 ( 51.2% less
than in corresponding period of 2010).

According to preliminary data by Central Statistical Office, 87 274 hous-
ing units were completed in January-September 2011, which is 10.6%
less than in the corresponding period of 2010. This downward trend
is still perceptible across the majority of builder groups. Only in the
self-builder group, an increase of 1.3% compared to the same quarter
of 2010 was reported. In the first half of 2011, self-builders completed
51 004 housing units.

In the period of January -September 2011, comparing to the corres-
ponding period of 2010, the number of housing units completed by de-
velopment companies decreased by 19.9% and amounted to 30 970
units, which was 35.5% of the total number of completed housing units.
Housing cooperatives completed 2 157 housing units (44.6% less than
in analogical period of 2010).

Chart 15. Number of building permits issued, constructions started and housing units completed over a period from 2008 to Q3 2011.
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Chart 15 presents the dynamics of changes in the number of build-
ing permits issued, constructions started and completed housing
units for real estate development companies in 2010 and Q3 2011
on a monthly basis.

In the period January - September 2011, the number of housing units
delivered by developers decreased to 30 970 units, which makes
19.9% less than in the comparable period of 2010. Among that group

of investors, the number of constructions started decreased to
46 223 (3.7%) comparing to the previous period. Although, the num-
ber of building permits granted increased to 60 121, i.e. 0 23%. Such
a sharp growth in number of started constructions, which seems to
be contradictory with market expectations, may be caused by the
developers’ pursuit to start sales of the new investments before the
new regulations on purchasers protecting become binding.

Chart 16. Number of building permits issued, constructions started and housing units completed by real estate development companies in 2010 and 2011, monthly.
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Table 9. Number of building permits issued, construction started and housing units completed by Real estate development companies in 2011, monthly

2010

Vv VI VII

VIII IX X

Building permits issued 4300 3987 3943 5827 4746 4755 3544 4128 5302 3673 5212 5689 2981 2410 3006 3364

3639 3946 3557 3529 5209

Construction started 2087 3197 6258 7328 8345 4251 5396 5182 5946 5089 4856 5080 3213 3231 6771 5521

4847 4946 4841 5040 7813

Completed housing units 3856 3896 52565 3605 3633 4682 6632 6168 7553 6736 6264 6690 4079 4203 7087 5596

6129 8172 6844 7856 8485

Source: GUS, AMRON
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Average transaction prices of housing units

Residential real estate markets in major Polish cities during 2006
- 2009 have undergone significant changes. The year 2006 was
a breakthrough - since then up to Q2 2008, the average price per
square meter in major cities has almost doubled (in the half of the
year 2008 the reached maximum level).

In 2008, as a result of a global financial crisis and credit crunch, the
dynamics of growth has dramatically slowed. Number of concluded
transactions diminished, the market structure has changed and price
decrease was observed. The most profound changes were noted at
the biggest markets, facing the large scale of investment purchases
during the boom period. Since Q2 2009, transaction prices have stabi-
lized and the number of concluded transactions started to increase.

The turnover structure measured with the share of sold dwellings in
terms of floor area came back to the status as of 2009.

Year 2010 brought the average price correction in most major hous-
ing markets. The most profound decrease was noted in Krakow, Lodz
and Wroclaw.

In Q3 2011, the decrease in the average square meter transaction
prices of a dwelling continued in most of the surveyed cities, in par-
ticular in Wroclaw. The average price per square meter slightly in-
creased only in Gdansk and Bialystok. Among the surveyed cities,
the highest average transaction price per square meter in Q3 2011
was recorded in Warsaw — PLN 7 785, while the lowest in Silesian
Conurbation — PLLN 3 433.

Chart 17. Average transaction price per square meter per housing unit in selected cities — 2006 — Q3 2011
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Table 10. Average transaction price per square meter per housing unit in selected cities — 2006 — Q3 2011

Warsaw 5 110

5 232

5 637

6 089

7176

7 625

7994

8481

8774

8 619

8 143

7913

8 091

7 945

7 653

7902

8 178

8 207

8 151

8 117

7 982

7826 7785

Silesian Conurbation 1 737

1799

1857

1958

2638

2758

3 256

3 862

3715

3708

3680

3 407

81505

3398

3393

3385

3637

3427

3301

3423

3348

3432 3433

Lodz 1723

1728

1817

2829

31135

3 467

3878

4 145

4 322

4 222

4 136

4 167

4010

3907

3861

4018

4116

4 279

4 370

4 198

4 142

4116 4042

Wroclaw 3 369

3744

3 926

4 328

5468

6 298

6 5681

6 642

6 634

6 622

51922

5 866

5823

5644

5837

5831

6 053

5988

6 338

6 166

6112

6146 5834

Gdansk 3 387

3726

31927

3984

4776

5588

5894

6:335

6 342

6 182

9) (61210)

5370

5141

5263

8 77k
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5714
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5) 15151

5622

5660 5686

Bialystok 2 230

2 287

2478

2 855

3381

4 054

4 354

4494

4504

4 657

4628

4 565

4 558

4 403

4411

4412

4371

4 281

4 162

4 159

4 136

4130 4191

Krakow 4 845

5083

5341

5518

5 696

6 586

6 882

6998

7077

7163

7077

6 917

6 897

6 695

6 526

6774

6 811

6 764

6 921

6 655

6 654

6577 6440

Poznan 3549

35625

3594

3624

4 115

4 486

5 565

6398

6 360

6 339

6 183

5710

5816

5714

5952

5877

5788

5712

5698

5) Bl

(5) [oll3

5396 b 263

Source: AMRON
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= - Chart 18. Average transaction price per square meter in Q3 2011 - primary and secondary market
Average transaction price
] ]
of dwelling in terms of WROCLAW KRAKOW
floor area in major Polish 6 000 5781 so71 8000
PR [ 6 759
cities — primary and 5 000 b 6516
secondary markets 4000 5 000
3000 4 000
2000 3000
The average transaction prices of housing units 1000 2000
. . 1000
on primary and secondary markets are different 0 , 0
— mainly because of the quality of the supply. secondary primary secondary primary
At the same time, it is worth to notice that POZNAN
prices of new flats on primary market are lower. WARSAW
. . . 7696
The following charts present the differences in 8000 6000 5133 e
chosen markets : Warsaw, Krakow, Wroclaw, 6000 !
Poznan, Lodz, Gdansk and Bialystok. 5 000 : 4000
4 000 1 3000
3000 | 2000
2 000 1
1000 | 1000
0 0
secondary primary secondary primary
LODZ GDANSK
6 000 6 000 5818 5546
5019
5 000 5 000
4014
4 000 1 4 000
3 000 1 3 000
2 000 1 2000
1000 1 1000
0 0
secondary primary secondary primary
BIALYSTOK
5 000 4633
4 000 1
3000 1
2 000 1
1000 1
0
secondary primary Source: AMRON

AMRON - www.amron.pl www.zbp.pl



| Raport AMRON-SARFiN |

Offer prices in major Polish cities

The highest average offer price per square meter in Q3 2011 was recorded in Warsaw — PLN 8 236, while the lowest - in Silesian Conurbation
- PLN 3 674.

Chart 19. Average offer price in major Polish cities in Q3 2011
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Recovery of the property market after downturn in the United States of America
dr Zbigniew Krysiak, Warsaw School of Economics

The USA property market was used in the past, the quality of these instruments was finally verified, which appeared
by the another countries and as well by Poland, to be questionable. The cumulated value of losses and cumulated set
as a good benchmark and template to be followed of serious issues triggered by financial institutions over the last de-
when developing mortgage business. The Ameri- cade now have to be recovered and it is not possible to fix it in the
canfinancialinstitutions developed a hugenumber very short time. There left 4 years since the crisis events on mortgage
of different instruments within the area of financial market in USA happened and there is yet no significant signs to be
engineering. These instruments took usually very noticed for the recovery. The conclusions drawn from the experiences
abstract form, and they were on the one hand very on USA mortgage market are worth to be utilized on the emerging
little understood but on the another hand they pre- markets like Poland and they can be treated as a precaution against
tended to be very reliable. During the crisis events negligence and ignorance of basic principles.

24 AMRON - www.amron.pl | www.zbp.pl
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Reverting of the Mortgage Prices Through the
Economic Cycle

Economic cycle, expressed by GDP! change in USA since 1990 up to
the beginning of the crisis, took a repetitive characteristic varying
between 3% to 7%, what was presented on chart 1.

Chart 20. Change of GDP in USA in period of 1989-20101
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Over the last 20 years, magnitude of the difference between low in-
come households and rich people was rapidly increasing. This in-
crease become very strong after 1995, which was right in that time
when property prices were very low. This triggered high demand
for house’s purchases, which was additionally amplified by high in-
crease in fund’s supply by Freddie Mac and Fannie Mea. The conse-
quence of that rapidly picking demand was fast increase in property
prices. Similar mechanism was observed in Poland in period from
2004 to 2007, which was fortunately interrupted by crises exploded
in USA. In Poland the high increase in loans supply was resulted
by strong competitive battle between banks aimed to take a well
market share. The low production capacity in construction industry
additionally supported the price increase. During the high dynamic

! GDP Gross Domestic Product

AMRON - www.amron.pl

of globalization processes and huge increase in number of financial
transactions market mechanisms became unreliable. According
to some economic theories, in such case, the intervention of state
should recover the market mechanisms. The intervention of the state
to fix the market mechanism, did not helped much and therefore it
will take a long time until mortgage market in USA recovers.

Chart 21. House Value to Average Household Annual Income Ratio in USAZ2.
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Key issues to be resolved on USA mortgage
market

The chart 3, presents the number of initiated new investment proj-
ects in housing sector. Since 2005 there is observed strong decline
of number of new houses from the level 1.7 mln down to 0.4 miln in
year 2009. In year 2011 the new construction projects are still on
the level of 0.4 mIn houses, and unlikely will increase sharply in fol-
lowing years. These numbers reflects how seriously looks the prob-
lem of downturn in USA mortgage market. The crisis in 2007 lead to
high increase of unemployment, which currently is approaching the
9.1%, what impacted very much the decline in the demand power of
households to purchase new houses.

2 Bureau of Economic Analysis, Moody's Analytics, The Wall Street Journal 27 pazdziernika,2011.
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Chart 22. Number of new construction projects (houses) in USA in years 2002 -2011 and
forecast up to 2015°
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Currently, the support of the state and federal governments is aiming
to be limited, but still out of the 10 new issued loans, nine are associ-
ated with state help. But on the other hand the increasing liquidity
in financial sector and climbing up the level of bank’s deposits en-
abled to increase bank's funding of the new loans by around 60%. On
another side, there is observed worsening conditions of households
due to the declining income. This issue is very strongly discussed in
USA since the 1% of rich population is attracting disproportional big-
ger part of wealth than the rest outstanding 99% of the society. This
problem existed since 20 years with increasing magnitude up to the
last year, and it was ignored by government and the financial insti-
tutions in the past. Declining income should have been early consid-
ered by credit institutions, when MBS™ have been issued, as a very
sensitive credit risk factor. Unfortunately that sort of analysis and
considerations were not took into account, otherwise it would lead
to mitigate the crisis development and crisis negative outcomes.

8 Money.USAToday.com, October 4, 2011
4 MBS, Mortgage Backed Securities
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Appraisal of the Property Value

During the crisis the prices of the property declined and banks faced
high value of loan portfolio with no sufficient value of the collateral.
According to the bank’s regulations these kind of loans should be
foreclosed if borrower is not able to deliver additional pledge. Banks
undertook the actions towards foreclosing the mortgages, if borrower
have not been able to increase the collateral value. This kind of bank’s
activities triggered a huge number of court processes what damaged
very much the reputation of the banks. This became a huge social
and political issue and therefore government works now with banks
on implementing the legislation, which allows to refinance the loan
with the state support, only for customers paying regular loan install-
ments. If this kind of solution will be obtained then it would create
a big relief for 8 min of households, which can be charged with the
lower interest rate by approximately 1%°. This resolution would have
very positive impact on economic development in USA.

The past events in USA challenge to bigger efforts towards higher
quality of appraisal of the property value what help to avoid signifi-
cant underestimation or overestimation of property value. The prices
continue to decline and on average they dropped by 3.8%. Many of
the issues on the mortgage market in USA under the consideration
are related to systems, procedures and quality of the property ap-
praisal. Thus, the major problems are related to the value and qual-
ity of collateral. This issue is not fixed appropriately in USA, because
there is some deficiencies regarding the knowledge of the long term
property value.

Summary

e The property market in USA embrace several difficult issues, which
arose in past from the negligence of elementary principles

e The current price level indicates to coming recovery in house pro-
duction, what can be obtained by development of production ca-
pacity and reduction of unemployment

@ There are trends towards reduction of state subsidies, what in the
past triggered moral hazard within households and financial in-

® If loan value is higher than value of collateral then borrower is charged with risk premium, which is pro-
portional to the negative difference between loan value and value of the property.
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stitutions and this opportunity was negatively used by corrupted
and not ethical behavior of many managers within the financial
institutions

@ Bank's increase in the lending supply is associated with the in-
crease of quality of risk control and risk evaluation

e There is much hope for improvement of the quality of the property
appraisal from the perspective of better quality of the mortgage
collateral

AMRON and SARFiN Systems

System for Analysis and Monitoring of Real

Estate Market Transactions (System Analiz

1 Monitorowania Rynku Obrotu Nieruchomosciami
— AMRON)

AMRON System is a standardized database on real estate prices and
values, equipped with reporting and analytical modules. The system
was established in 2004 in response to the banking supervisory re-
quirements related to credit risk management and monitoring secu-
rity instruments for mortgage lending. Since 2010 the system is avail-
able for all members of real estate market. AMRON System allows
analyzing and monitoring developments in the real estate market,
emerging as an indispensable tool to support the development and
operation of the market. Our goal is to create a comprehensive data-
base of the real estate market. We provide fast and direct access to
the widest possible range of data required to make property-related
business decisions and to assess the involved risks.

Our offer also includes analytical periodic reports on price changes
of residential dwellings, building plots and agricultural land in se-
lected local real estate markets (only Polish versions available), as

AMRON - www.amron.pl

e Past events on USA mortgage market point to need for more con-
servative approach towards property appraisal and warn against
application to much liberal roles for financing of mortgage market.

@ USA market being in stage of recovery after the crisis can be used
as a good case for Poland in avoiding similar problems in the fu-
ture. Drawing the right conclusions out of this case can potentially
help to reduce the cost of lost opportunity in the process of mort-
gage market development in Poland.

well as to verify the current value of specific properties based on
value prediction algorithm.

AMRON Centre cooperates with commercial and cooperative banks,
insurance companies, Agricultural Property Agency, real estate ap-
praisers and realtors, as well as with developers, financial advisors
and municipalities. AMRON database is also available for National
Bank of Poland and General Prosecutor’s Office.

Contact:

Agnieszka Gotebiowska

Coordinator for Customer Relations
AMRON Centre

Al. Jana Pawta II 1b

00-828 Warszawa

Phone No.: (22) 697-65-47

e-mail: agnieszka.golebiowska@amron.pl
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System for Analysis of Real Estate Financing
Market (System Analiz Rynku Finansowania
Nieruchomosci — SARFiN)

Advantaging of the forum of Polish Bank Association to exchange,
for business purposes, information on the number and size of hous-
ing loans, banks have adopted the principle of access to and sharing
of these data on a monthly basis. In exchange for its information
input, any participating bank has the possibility of assessing mar-
ket volumes and dynamics and of identifying its own position on
that market, based on the reciprocity principle. The information
generated in the system reflects some 95% of the market for
retail lending and 60% of the market of institutional clients.

In 2008 it was decided to enrich the data with additional informa-
tion relating to the following categories: “house repair”’, loans in-
dexed in foreign currency, distribution channels, types of real estate,
cross-cutting information on the LtV level, regional sales by place of
residence, average incomes per region, debt-to-income ratios, juxta-
posed by lending period, as well as the portfolio structure accord-
ing to the PD and LGD indicators, and impaired loans. SARFIN also
develops new services for banks and their customers: a loan afford-
ability index, evaluation and estimation of the potential of the real
estate lending market and the presentation of “risk maps” for differ-
ent regions.

SARFIN is an additional source of information for banks and enables
them to verify the trends in the real estate financing market. Cur-
rently, the System involves 24 banks.
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Contact:

Michat Wydra

Secretary of Real Estate Finance Committee
Polish Bank Association

ul. Kruczkowskiego 8

00-380 Warszawa

Phone No.: (22) 48-68-129

e-mail: mwydra@zbp.pl

Raport AMRON-SARFIN - Contact:
Katarzyna Lubas

Analyst of Real Estate Market
AMRON Centre

Al. Jana Pawta IT 15

00-828 Warszawa

Phone No.: (22) 697-65-60

e-mail: katarzyna.lubas@amron.pl

This report has been developed at the Polish Bank Association in
cooperation with the AMRON Centre, Committee on Real Estate
Financing of Polish Bank Association and Professor of the Warsaw
School of Economics, Jacek fLaszek. The figures and comments have
been developed by the teams of AMRON and SARFiIN: Katarzyna

Lubas (katarzyna.lubas@amron.pl), Jerzy Ptaszynski (jerzy.
ptaszynski@amron.pl), Bolestaw Meluch (bmeluch@zbp.pl) and

Michat Wydra (mwydra@zbp.pl).
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