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INTERVIEW WITH THE CE®GE POLSKA GRUPA ENERGETYCZNA S.A.

and PGEapital Groupf for the year2016

GThe energy industry all ovélte world is being reshaped, forcing electric utilities to seek out new growth paths. In t a1

challenging environment, we have redefined the foundations upon which we want to build oubféiture

Henryk Baranowski, CEO of PGE Polska Grupa Energetycznaljemyes facing PGE Group, its new development path,
NBadzZ Ga 2F wnmc YR (GKS SySNH@& AYyRdzaGNRB Q& ¥Fdzi dz2NB ®

Study of global changes shows that the arrival of new technologies can
upend traditional business models. The energy industry is facing the
change. HowR2Sa GKS YIylF3aSyYSyd oyl (2
success in the long tertn

Searching for new solutions is becoming exceptionally important these
days. The energy industry all over the world is being reshaped, forcing
utilities to seek out new growth path§his is the reason why in this
challenging environment our Group has redefined the foundations upon
which we want to build our future.

How will the new strategy help PGE to meet the challenges of modern
energy industry?

We want to combine high efficienay every area of our business activities
with high flexibility, understood as readiness to quickly adapt to current
market and regulatory conditions. We are focusing on modern
technologies and effective management as well as the development of
new busines areas. We are searching for new growth vectors such as
electromobility, integration of dispersed sources within a system or
energy efficiency. We want to be closer to our clients, to better
understand them and to provide them with increasingly comprehens
services, all the while guaranteeing safe energy supplies. In our updated
strategy, we emphasise the obligation to do business in compliance with
GKS @I ftdzSa FyR Nz S& RSTAYSR Ay t D9 DNRdAzLIQ&r.9 i KAO& / 2RS

PGE Group is very heavily involved in energy investments in Poland. What about the progress at the most important
O2yaiNH2OGAZ2Y &AiS& FYR ¢KFG FNB (KS DNRdzZIQa Ay@SadySyil
Investments in new capacities are progressing in line with the plan. mitgwith total capacity of 1800MW and contract

Gl tdzS 2F +o02dzi t[b mMm O0AffA2Yy FNB 0SAy3 o6daAtd Fd hLRfS
plant, a 490MwW unit worth PLN 4 billion is being constructed. We compjeted a proje88hMW gasand-steam unit at
D2Nisg /1tX IyR 6S IINB eSi (G2 SESOdziS aSOSNIt Y2RSNYyAal
YR SEGSYR 2dzNJ LINPRdzOGA2y | 4aSGaQ tAFTFSOe Ot gmemladn® inl NB | f
Hnmc 2F GKS a2 OFttSR /12&aysg Kdzo FyR LIAf20 !'aL YSGSNAY
tfSFrasS 32 2@0SNJ KS /2YLIl yeQa NBadAda Ay Hnamcd

2016 was a period of intense work for us, which yielded satisfactory results in both operating and finamesiahfesr the

O2YLX SiiAz2y 2F | O2YLINBKSyair@dS Y2RSNYAal (A2 ybadedielectri@tp OK I (i 5
production as of the third quarter. We produced a total of 54 TWh in the entire year and despite a busy overhaug schedu

for conventional units, only 3% less than in the preceding year. Group EBITDA significantly exceeded PLN 7 billion, which |
consider a fair result in the context of falling electricity prices and the rising costs effXSion allowances.

What can ve expect in 20177

CNRBY |y 2LISNIGAY3 LRAY(G 2F OAS6T tD9 DNRAZIQ& RSOSt 2LIYSy
DNR dzLJQa &aid NI GS3es 6S Ayl SaydRowdr pland inthl B patdzbmpargzNOur@d Yampdsy SR |
LIN22SOGax hLRtS FYyR ¢dNk gz ogAff 0SS O2yiGAydzSR Ay HAMT®

capacity market.
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Tangible
assets
PLN 54,075

\ million
Revenues A

PLN 28,092 =
million
Net cash
from

operations
PLN 6,391
million

EBITDA
PLN 7,376
million

Net profit
PLN 2,566

million
Adjusted

net profit

to equity*

PLN 3,363
million

CAPEX
PLN 8,152
million

REVENUES
[PLN BN ] 12 MONTHS

30.48 30.15

2011 2012 2013 2014 2015 2016
NEeT ELECTRICITY PRODUCTION

[TWh] 12 MONTHS

5652 /05 57.04

2011 2012 2013 2014 2015 2016

Electricity
generation
53.67 TWh

Electricity
distribution
34,32 TWh

Sales to
end-users
42.96 TWh

Installed
capacity
12,749 MW

EBITDA
margin
26%

ELECTRICITY GENERATION

STRUCTURE [TWh]

37.26
{69.4%)

Biomass
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CONVENTIONAL RENEWABLE

GENERATION ENERGY

Extraction of lignite
and generation of electricity
and heat from conventional

Electricity generation
from renewable sources

Operations b and in pumped-storage
sources and distribution of heat power plants
and supporting operations
in this respect

14 wind power plants

1 photovoltaic plant

Key assets 4 conventional power plants 29 run-of-river hydro
£th 8 CHPs power plants

orthe sasinent 2 lignite mines 4 pumped-storage power

plants, including 2 with
natural flow

Energy Generation Generation
volumes 51.70 TWh 1.96 TWh

PGE is the leading
producer of energy
from renewable sources with
market share of approx. 10%
(incl. biomass)

PGE is a leader
Market in lignite mining in Poland (79%)
position and domestic leader in
electricity generation

Revenues [PLNm]

EBITDA [PLNm]

Share of Group EBITDA

CAPEX [PLNm]

Assets [PLNm]
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SUPPLY DISTRIBUTION

Wholesale trading of electricity
on domestic and international
Operations market and trading of related
products, fuels and CO,
emission allowances

Supply of electricity to final
off-takers through the grid
and HV, MV and LV power

infrastructure

Key assets 285 701 kms.
of the segment of distribution lines

( Energy Sales to end-users Electricity distributed
volines 42.91 TWh 34.32 TWh
Second energy distributor
ith
One of the leaders in Wit weard tc.) nikes
Market 3 > of customers with approx.
. wholesale trading and retail 26% <h i Polich
position supply in Poland oS areher olis
electricity
distribution market
'
Revenues [PLNm] 16,014 5,918
EBITDA [PLNm] 500 2,230
T Share of Group EBITDA 7% 30%

CAPEX [PLNm] 23 1,721
Assets [PLNm] 3,469 17,382
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/- \ Polska Grupa
~PGE Energetycznpa

JANUARY Opole Il project: overall

progress exceeding 30%

Completion oNQ,
reduction installatiorfor
units 1,2 and 4
in Opole power plant

Signing of agreement Issue of the Notice to

on initiation of Polska Proceed for installation of
DNbzLJ Ds Ny A thermal processing with

(Polish Mining Group) energy recovery in

wl Salsa |/

Modernisation of unit 9 Commissioning 0232350 Foundation stone for the

6ocdn azo Ay . ﬁgq%l?-}t,'%]sm%umx Y ¢ dz®s %onstruction of unit in
completed power plant ¢dzNk 6 ondn

Opole Il project: overall
progress exceeding 50%

Release of updated Agreement with PGNIG for Modernisation of unit 10

: I a adzlx e {2 6odn az2u0v Ay
business strategy and CHP Lublin completed

Establishment of the
company ElectroMobility
Poland

Beginning of trial run Letter of intent Opole Il proiect: overall
of gas and steam unit regarding the investment rp ] P x] din 70%
Ay D2NJ 55 in PolimexMostostal S.A. progress exceeding /9%




al yI3sSySyid .2FNRQa NBLRNI 2y OGA@GAGASE 2F tD9 t2fail DNHzZI 9\
and PGEapital Groupf for the year2016

1. Description of activity of the Capital Group
Capital Group of PGE Polska Grupa EnergetycznadQAD@© / | LA G+ f DNE dzLJE D9 (i B $he dzL

u

a D NP dzthig largest vertically integratgaoducer of electricity anteading electricity supplien Poland
¢KS LI NByd O2YLIlyeé 2F tD9 /IFLAGHE DNERdzit DB KESD &/ 2 X 1LE e
UKS d&)L aadzSNE
PGE Group currentlyrganizes its activities in the following four main business segments

Conventional Generation

Core businesof the segmentincludes search and extraction of lignite and production of energy in
conventional power plants and CHP plants as wedugporting operations in this respect

Renewables

Core business of the segment includes electricity generation from renewable sources and in ptorpgé
power plants

Distribution
Core business of the segmdntludes management of locdistribution grids and distribution of electricity
Supply
Core business of the segmantludes sale and purchase of electricity and gas on wholesale market, trading of
CQ allowances and energy certificates and purchase and supply of fuels, as veglleasf electricity and
provision of services to end users
Other Operations include provision of services by the subsidiaries to the Capital Group, for example obtaining of
financing, IT servicegelecommunication servicesaccounting and HR service&dditionally, Other Operations

include a subsidiary whose main activities are preparation and execution of nuclear power plant construction
project
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1.1. Business model

9y SNES(G& Ol yI

Thanks to the combination of its own lignite deposits, generation assets and distribution network, PGE guarantees dafgl@sdpply of electricity
to over 5 million customers

Production, supply and sales of electricity to the

market

market

Production, sipply and sales ofertificatesto the

Hes

CONVENTIONAL
GENERATION

A4
]

RENEWABLE
ENERGY

Loy

CONVENTIONAL
GENERATION

AL
]

RENEWABLE
ENERGY

Trading ofCQ allowances

{o! @

'

WHOLESALE MARKET
®

POWER
EXCHANGE

l

REGIONAL MARKETS
o

LOCAL
SUPPLY COMPANIES

l

WHOLESALE MARKET
o

POWER
EXCHANGE

l

REGIONAL MARKETS
®

LOCAL
SUPPLY COMPANIES

Hes

CONVENTIONAL
GENERATION

SUPPLY

WHOLESALE MARKET
@

POWER
EXCHANGE

SUPPLY
e
FREE REGULATED Y
MARKET MARKET
e @

BUSINESS
CUSTOMERS

HOUSEHOLDS
(TPA)

PGE
DISTRIBUTION
NETWORK

SUPPLY
[

G44
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1.1.1. Production, supply and sales of electricity to the market

Electricity generated by so called Centrally dispatched generating units (power plants) and heat in Conventional Generation
was traded under power exchange obligation through the Polish Power Exchange (TGE). Other wholesale trading (for
example from CHPgas realized by the Supply segment

Electricity produced from renewable sources angumpedstorage power plants:

purchased by Supply segment if located at area of operation of PGE Dystrybucja or
purchased by the supplier acting at particular are@pération

Supply segment is responsible for wholesale trading of electricity, trading of related products and fuels on domestic
and international market as well as sale and supply of electricity and fuels tosard

Business customersenterprisesand institutions on free market rulegmarket not regulatejl

A Tarif Aclarge industry (high voltage) such as steelworks, mines, large factories

A Tariff B¢ Large and medium enterprises (medium voltage) such as shopping malls, hospitals and industrial

customers

A Tariff C¢ Small and medium enterprises and institutions (low voltage) such as shops, service outlets, farms
Households (TPA) Thiphrty access rule allows sale to households on a competitive market outside of
historical distribution area
Houselolds and housing cooperatives (G tariff group) within regulated market

In addition Supplysegment sells electricity t€GE Dystrybucj&.A.to cover network losses connected with the
distribution of electricity

Distribution segment manager BYGEDystrybucjaS.A.s responsible for supply of electricity to final-tdkerson its
operation area through the HV, MV and LV grid

1.1.2. Production, supply and sales of certificates to the market

Cogenerationenergy certificates of origin (Red and Yelloim PGED N2 dziad®)aare generated in CHPs. Green
certificates are generad in renewable units but also in conventional units from combustion andarobustion of
biomass In power plants and CHPs.

Trading of certificates pass mainly through TGE
Sometrading agreements with local suppliers include sale of green certificates together with the electricity sold

Supply segments purchases certificates of origin in order to redeem them respectively to the obligation regarding
sales of electricity to endse (currently Green, Red, Yellow, Blue, Purple and White)

1.1.3. Trading of CO2 allowances
Internationally traded Cg&allowances are purchased on power exchanges and trading platforms

Supply segment purchase £&llowances to cover emissions of Convenal Generation segment. It also manages
trading of C@allowances.

Conventional Generatiogegmentredeems the allowances respectively to the actua} @@ission

100f 165
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1.2. Ethical culture of the organisation

In June 2016, the Management Board of PGE S.A. and the management boards of the other PGE Group companies d
I 188 R20dzySyd F2NJ (K&t RINEDNBAGELIGH 29/(0%6A Bl KIAZRE  Odz § dMe

The Code constitutes a system of values pridciples that guide everyday work at each job. The Code confirms PGEsss
DNR dzLJQa O2YYAUYSyd (2 2LISNIYGAYy3a Ay NBaALISOG 2F (GKS f
practical guidelines for implementing our obligations

¢tKS / 2RS O2@SNBR tD9 DNRdzZJQ& 2LISN}dAz2ya a ¢Sttt |
market environment.

Qx

All employees at every PGE Group entity, including the management anebplrators, are required to folle the Code.
9YLX 288S GN}XYAYyAy3d 2y t D9 DNRdzIQa 9iGKAO&a [/ 2RS 41Fa& AYyAGAL

Furthermore, intense educational and communication activities argaing throughout the Group regarding compliance
within the organisation and outside as substantial supfmrthe Compliance Management System

1.3. Empbyment in the Capital Group

9YLX 28S5Sa FINB tD9 DNRdzZJIQ& Yz2aid QOrfdzdoftS FaaSioe ¢KFyla
that is based on values, where social responsibility is combiithdbusiness objectives. PGE Group is a place for people

with passion andhe motivation to act. Our ambition is to be the most effective energy group in Poland. This means
implementing best corporate governance practices as regards human capital mamagbuseress decision support and
effectiveness management as well as standardisation of support processes

1.3.1. Employment structure in PGE Capital Group

PGE Group is among of the five largest employers in Poland, providing stable employment toam@8000 people at

over 200 locations throughout the country. PGE Group employees extract lignite irpibprimes, operate power and
powerandheat plants, produce wind and water energy as well as apply economic knowledge to analyse investment
feasibilty or develop longerm operating strategies for PGE Group and each of its business lines

Table:Employment level

In FTEs % %

Dec. 31, 2016 Dec. 31,2015 change Dec. 31,2014  change
i 10

Total ~ employment in PG 38,471.00 38,876.80 1% 3097734 3%

Group, including:

Conventional Generation 22,787.61 23,197.78 2% 23,903.16 -3%

Renewable Energy 509.10 518.95 2% 576.83 -10%

Supply 2,066.10 2,001.85 3% 2,112.74 5%

Distribution 10,238.91 10,298.40 -1% 10,648.25 -3%

Otheroperations 2,869.28 2,859.82 0% 2,736.36 +5%
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1.3.2. Human Capital Management Strategy of the PGE Group

The key document supporting the management of workplace area is the HOapEt@al Management Strategy for the PGE
DNZR dzLJ 0 & | /,avhich waskdopfed BG5S In 2016 PGE Group continued cooperation in implementation of the
initiatives described in HCM Strategy.

Key activities in the last year were also focused on comprehensive transformation of HCM area, consisting of
implementation of the Model HR asBaisiness Partnewhat is strictly connected with the split of transactional functions of
HR(e.qg.staff) from strategicHR.

Workplace Architecture is the most important HR tool implemented in 2016, introducing a consistentv@deugystem

for defining workplace requirements, which is essential for effectively managing human capital. Thanks to Workplace
Architecture, HR solutions can be more harmonigedIT tool (SAP HRM) was also developed and will support employee
competence assessment processes f20h8

1.3.3. New empoyees in PGE Group

t D9 DNRdzLJ | LI ASa O2YY2y adGlyRIFINRaE F2NJ GFfSyd aSINOKAy3
SYLX 28YSyid Nz Sadé Ly NBONHAGAY 3 SYLX 2 as$Féhsparent, fieddly BNE dzLJ
participants and effective for the company

PGE Group actively operates internship programmes for students and graddategplementing such programmes, PGE
Group strives to close age and competence gaps and to continuoutitl dn organisational culture that promotes
involvement, professionalism and innovativeness

Programs included

In October 2016, PGE Group in cooperation with PKN Orlen S.A. and PGNIiG S.A. began implementing the
#Energy for the Future internship prograrenunder the aspicesof the Energy Ministry¢ KS LIN2 I NJ Y Y S ¢
participants include graduates and students who during ay@ag internship will gain experience in their areas

of interest and get to know the specifics of working in the energy industry

In 2016 PGE Group continuéd2 2 LISNI GA2Y 6AGK {KS with$dhs Energy! Adademig 3 C2 o
addressed to people fascinated by energy and wanting to develop their careers in this industry. The Academy
participants gain the opportunity of attendingul internships at PGE Graup

1.3.4. & ¢ dzZNJ/ ¢ K Scah évbodrtidg prggéamme for new employees at PGE S.A.

We foster the sense of belonging at PGE Group from day one. To this end, every new employee undergoes an adaptive
programme at the company whetkey arehired and aiGroup-level

1.3.5. Generational gap threat at PGE Group

In connection with a generati@h gapbeing an issue, somaspects of the Human Capital Management Strategy are
becoming urgent. In the coming years, the Group plans to undertake initiatives intended to close this generational gap. One
example is an educational programme prepared by P@&rybucja S.A. in 2016 in connection with forecasts for a
generational gap among electric technicians. Cooperation was established witlarfilssecondevel vocational schools

and universities concerning internships, provision of specialist equiptoesthool workshops and organisation of teaching
sessions

1.3.6. Employee trainingand development

t D9 DNRdzLJ FAYa (2 FLILINPBLNXRIFGSt& dasS Ada SyLftz2e8sSsSaqQ 02vYL
and skills. Continuous developmentrigoortant, as is themprovement of competencesherefore every effort is made to

ensure that employees have opportunities to raise their qualifications by participating in specahing, soft and
manageriabkill workshops, IT training, postgradieatudies and foreign language lessons

PGE Group substantially counts on the specially prepared Central Training and Development Programmes, which are the
0Sald Ay@SaildyYSyid Ay SYLX28SSad Lyy2al GA QS gsoaths, iK20E6the y A Y L
Group commenced the programme Technology Commercialisation Academy, with participants including employees from
theNB&SH NDK YR Ayy2@0FGA2y FNBF i t D9 DNRdzZId ebdérfiatdl OF RS Y«
the process of effective commercialisation of innovative technologies and projects

The first edition of the Architects of Innovation conference was also organised in 2016. Members of the management
boards of PGE Group companies participated inwotk¥ha | a ¢Sff & GKS 1S@& LIS2L)X S NB
and innovation area

120f 151




al yI3sSySyid .2FNRQa NBLRNI 2y OGA@GAGASE 2F tD9 t2fail DNHzZI 9
and PGE Capital Group of for the year 2016

1.3.7. Management competence development programmes and employee competence diagnostics

their qualifications. Employees are encouraged to actively undertakégaidvement and knowledgsharing initiatives,

which leads to the formation of a culture of a learning organisation. For example, theditistn of development
programmes for PGE Systemy S.A. memant was completed in 2016. Thelbjective was to raise the level of leadership G4LA1c
and management skills and to create a culture of involvement and cooperation. Elsewhere, based on a repd from t
9FFSOGABGS al yI ASNJ LINPINI YYSI ¢ KA Qlandifuitheevaldphedtrctignaeds Ay H
formulatedint nmc a NBIFNRaA RS@OSt2LIVSyd 2F YIyl3SySyid O2YLISGS
programme as a sis of training and development workshopé a | a fiC®ddhing

PGE Group strives to create comfortable conditions for its employees so dyatdh develop their competences and rais
G4

In the coming years, the Group intends to launch a process for diagnosing the competences of PGE Group employees. To
this end, an IT tool (SAP HRM) was developed in 281iéh will support employee competence evaluation processes at all
business lines from 2018

1.3.8. Periodicemployee evaluation system

fulfiling theirtask® ¢ KA & &2t dziAz2y Aa o0SAy3 I LILX Antkageinént stafde® PGE &0

SelectedPGE Group companies operate a management by objectives sifsesupports and motivates employees in
y‘
S.Aas well as some of the management staff at PGE GIEK S.A.

G4LA11
1.3.9. Employee safety is always a priority
As aresponsible employer, PGE Group strives to ensure that employees have safe working condkiGs D buRstintlQ &
goal is the promotion of a safgork culture among our employees. The initiatives being carried out are largely based on
preventive activiies as well as exchanging knowledge and experiences. Each Group company has its own workplace health
and safety policy. This mainly results from the specific nature of the different busines®ligem the nature of the work,
employees of PGE GIEK. SPPGE Dystrybucja SaldPGE Energia Odnawialna #&moting safety among employees has
become one of objectives to be achieved as part of managing corporate social responsibility and sustainable development,
GKAOK Aa LI NI 27F t\DMoreinfd@ndiibdabout dztiviids telbtéd tozcaringlfoil tBemhealth and safety
of PGE Group employees can be foumdppendix 1 to this repart
1.3.10.Voluntary Leave Program
hyS 2F GKS &aGN}dS3A0 206 2SO0 And&idction of changeS thabviEndkeIRGE GaaugRhe G S R
most effective energy group in Poland. This ambitious task requires transformations, also within the employment structure.
The Voluntary Leave Programme is a consequence of the adopted-@ideipmploynent optimisation planThe essence
of the VLP is to encourage employees to voluntarily terminate employment relationship with the cqorppsitylarly in

areas involving thestandardisation and centradiion of business processes as well as in the atessred by the work
automation VLP usually provides abestndard severance pay, which is an additional incentive for the employee

Tabk: VLP realisation in particular companies of the PGE Girmapmber of persons

PGE PGE PGE PGE  PGE

Dystrybucja SA.  EOSA. GEKSA. hoNk G SA
VLP ir2016 134 - 451 - -
VLP ir2015 200 49 802 114 2
VLP ir2014 - - 1154 - -

1.3.11.Social dialogue and freedom of association

There are 112 trade union organisations at PGE Githagir scale, number ardispersion make it a necessity to maintain

an active social dialogue policy on all management levels. Dialogue is conducted at central level (meetings of CEOs with
trade union teams from all business lines), at business line level (bspecific trade uion teams) and at employer level,

i.e. at each branch. In additionphcils/ Commissiongor Social Dialogueperate within the business lines, that form a
negotiations and discussion forum for cases relating to more than one employer

2016 ended with the signing of agreements putting an end to collective disputes at PGE GIEK S.A., therefore also paving way
for two important undertakings planned for 2017: commencement of the rejuvenation of staff in certain industries and
harmonisation 6 collective labour agreements. The signed agreements cover the period until the end of 2027 and regulate
headcount issues for years 202320, with the intention of maintaining headcount at a level essential for the safe and
effective performance of tasksy respective employers. From 2020, the parties to these agreements will carry out periodic
analyses and verification of the headcount. Moreover, employers have undertaken to not conduct any group or individual
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layoffs for reasons not related to employges g A (1 K2 dzi O2yadzZ GFdiA2ya FyR | NN}y3aSYSy
GKS a! ANBSYSyilG 2y O22LISN}GA2Y Ay K2t RAy3 &a20AFf RALFT 23dz

In 2016¢ following the appointment of a Social Dialogue Coupitie Tripartite Energy Industry Teamas also reactivated.

CKA& AyalGAhGdziazy O2yadAddziSa | F2Ndzy F2NJ RAFf23dat FyR O
are important from the viewpoint of state policy towards the energy industry as well as employee arm/emipterests.

The team consists of representatives of the largest energy companies, including PGE S.A., as well as representatives of PGE
DNR dzLJQa (NI} RS dzy A2y a

140f 151




al yI3sSySyid .2FNRQa NBLRNI 2y OGA@GAGASE 2F tD9 t2fail DNHzZI 9
and PGE Capital Group of for the year 2016

1.4. Description of organisation

Tabk: Companies comprising the main businesgments of PGE Group as at December 31,.2016
Segment Company Branch G417
CONVENTIONAL 1. t D9 DsNYyAOGg2 A 9ySNHSGE . N} yOK . SOOKI (is 6
GENERATION gAGK AdGa NBIAAG§SNBR 2FTA Branch Opole power plant

Brancht dzNk ¢ LJ2 6 SNJ LJ
BranchZEDO

Branch SUOOKI| iz ¢ f A3y
BranchTdzNk ¢ f A3y A (G S
BranclD2 NI 5 6 /| t

BranchBydgoszcZHPs
Branchw 1 S &0HP &
BranchKielceCHP
N} yOK [dzof Ay 2 NP
BranchZgierZCHP

2. t NI SR A& A Enerjed/h Gidpliepsp. z 0.0Zigierz

3. MegaSerwis sp. z oio.Bogatyna

4. ELBIS sp. z owith its registered office in Rogowiec | Branchwith seat inWarsaw

5. PUP ELTUR SERWIS sp. withdts registered office in Branchin Brzez*

Bogatyna

PUPTOP SERWIS sp. z inBogatyni

ELMEN sp. z 0io.Rogoviec

MEGAZEC sp. z aroBydgoszcz

EPORE sp. z odth its registered office iBogatyni BranchBogatynia
Branch STOKI {i5 ¢
Branchin Brzez*
BranchAl NE {1 I 2 A ST

© o N

10. RAMB sp. z 0. Piask
11. PTS BETRANS sp. zwith. its registered office in $iatsw e SRR N TS
Bogatyra
BranchRogowieavith seat inRogoviec

12. BESTGUM POLSKA sp. 4rongoviec
1.9y SNH2 A SNB A & WhR@aecOT 56 &l
14. PGE Energia Odnawialna uith its registered office in

RENEWABLES Warsaw

BranchZEW SolinaMyczkowcen Solira

Branch29 2t 2AJrEJ |
aAt RT & BidksReRT A S
Branch29 2 5 aénickw
Branch9 2 Al Ny @zgniawO A
15. PGE Energia Natury sp. z avith its registered office in Brancha D | f witts@at isOrzechowce
Warsaw
16. PGE Energia Natury PEW sp. zvdth.its registered office it
Warsaw
17. Elektrownia Wiatrowa Baltiea sp. z 0.an Warsaw
18. Elektrownia Wiatrowa Baltie2 sp. z 0.an Warsaw
19. Elektrownia Wiatrowa Baltied sp. z 0.an Warsaw

SUPPLY 20. PGE Polska Grupa Energetycznars\Warsaw
21. PGE Dom Maklerski Si\Warsaw
22. PGE Trading Gmbith its registered office iBerlin Branchin Pregue
Branchin Warsaw
23.t D9 h 0 Wik ifis reflisteredoffice iRzesz & Branchwith seat inLublin

Branchwith seatin_ 5 R1
Branchwith seat inWarsaw
Branchwith seatin. A $tok e
Branchwith seat intsl Y2 T 6
Branchwith seatin{ | | NdKamiEim
24. ENESTA sp. z droStalova Wola

DISTRIBUTION 25. PGE Dystrybucja Swiith its registered office ibublin BranchLublin
Branch_ 5 {Mliasto
Branch s féren
BranchWarszawa
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Branchwi S &1l
Branch A Oé
Branchzl Y 2 1
Branch{ | | N3Kaméefna

[}
021

oc¢ ax ul

* Branch irBrzezé since Januarg, 2017has been renamed to Bran&pole

Full composition of the PGE Capital group is presentedtie 1.3to the consolidated financial statements
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1.4.1. The most significant changes in organisation of the Capital Group

| KFy3asa 6KAOK 200dzZNNBR A yhthié geSod from January, POA Hiritiltthe [ubli@atizh it of thid reire) dreipheBentddniote 1.3 to consolidated financial  [EZ
statements and described below

Setting up of new companies

G413

Entity/entities Date of Share capital Comment
registration
in National Court
Register
PGE Inwest 17 sp.zo.0.  October20,2016 PLN10,000eachcompany On September 15, 2016 PGE S.A. set up two companies with seats in Warsaw in form of limited liability companies
PGE Inwest 18 sp.zo0.0.  Octoberl9,2016
ElectroMobility Poland S.A.  Decembei7, 2016 PLN 10,000, On October 19, 2016 PGE S.A., ENERGA S.A., ENEA S.A. arbiSkarBnergia S.A. set up a joint stock company with a se
Warsaw Each of the above companies took up 25% of the share capital
PGE Towarzystwo Fundus Januan?7,2017 PLN 750,000 On DecembeR9, 2016 PGE S.8et up a companin form of a jont stock company
Inwestycyjnych S.A.
PGE Inwest19sp.zo.0.  Februan24,2017 10.000 PLN On February 1, 2017 PGE S.A. sebmppanywith seat in Warsaw in form of limited liability compan

Increase of the share capital of companies

Entity Date ofregistration ~ (1)Share capital Comment
National Court  (2)Increase
Regjister (3)Share capital after increase

PGE Trading GmbH March 7, 2016 (1) EURB,350000 On February 2, 2016 tHextraordinary Assembly of Partners of PGE Trading GmbH with its &satiinadopted a resolutior

with a seat iBeriin (2) EUR 2,000,000 2y AYONBlFasS 2% (KS O02YLI yeQa &KIFENB OFLAGEE® ¢KS AyON
(3)EUR,350000 contribution.

PGE Inwe& sp. z 0.0., July19,2016 (1) PLN 10,000 each company The Ordinary Assemblies of Partners of June2R2fadopted resolutions on the increase of the share capitals of those c

PGE Inwest 6 sp. z 0.0, July 20, 2016 (2byPLN 10,0060r each company panies The increase of the share capitals were acquired by the sole partner ebthpanies, i.e. by PGEASin exchange for

PGE Inwest 7 sp. z 0.0, July 25, 2016 (3)PLN 20,000 each company the cash contribution

PGE Inwest 8 sp. z 0.0, July 18, 2016

PGE Inwest 9 sp. z0.0., Augustl2 2016

PGE Inwest 10 sp. z 0.0, August 12, 2016

PGE Inwest 11 sp. z 0.0, July 19, 2016

PGE Inwest 12 sp. z 0.0, Septembefl3 2016

PGE Inwest 13 sp. z 0.0, July 21, 2016

PGE Inwest 14 spo., July 19, 2016

PGE Inwest 15 sp. z 0.0. July 26, 2016

GKS a4/ 3YLX YAl

PGE Inwest 13 sp. z 0.0. Janary 27, 2017 (1)PLN20000 The Extraadinary Assemlyl of Partners ofDecember 7 2016 adopted resolution on the increase of the share capita
(2)PLN730000 company The increase of the share capital was acquired by PGE S.A. in exchange for a cash contribution
(3)PLN750000

PGE Inwest 15 sp. z 0.0. No registration at the  (1)PLN20000 The Extragdinary Assembyl of Partners ofDecember 202016 adopted resolution on éhincrease of the share capitaf
(2) PLN 50,000 company The increase of the share capital was acquired by PGE S.A. in exchange for a cash contribution
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time of publication (3)PLNO000
PGEEJ1sp.zo.0. Februan5,2017 (1)PLN275859450 The Extraagdinary Assembyl of Partners ofDecember 212016 adopted resolution on ¢hincrease of the share capitaf
(2)PLNB4,999020 company The increase of the share capital was acquiredlbpartners,i.et D9 { ®! ®* YDl a t2fail
(3)PLNB10858470 Energia S.AandENEA S.An exchange for a cash contributigproportionally to their stakes

Mergers of companies

Entities

Date oftransactiorf
registration in the National
Court Register

Comment

PGE Inwest 4 sp. z oand RAMB sp. z o0.@, The

merger of the companies through the transfer t
the Acquiring Company (PGE Inwésip. z 0.0.) of
all of the assets of the Acquired Company (RAI
sp. z 0.0.) and subsequent dissolution of tl
Acquired Company without liquidation

PGE Energia Natury PEW sp. z @ih® Acquiring

Company and PGE Energia Natury Omikrc
sp. z 0.0. the Acquired Companymerger of the

companies through the transfer to the Acquirir
Company of all of the assets of the Acquir
Company and subsequent dissolution of tt
Acquired Companwithout liquidation

September 19, 2016
Decembef 6,2016

Augustl7,2016
AugusBl, 2016

The Extraordinary Assembly of Partners of PGE Inwest 4 sp. .10.8AMB sp. z 0.0. adopted resolutions on merger. 4
result of the merger, the share capital of the Acquiring Compeasincreased from PLN 10,000 to PLN 38,926,000, i.e. by
38,916,000, through issue of 38,916 new shares with a nominal value df,B0Deach. PGE.A. as the sole shareholder
the Acquired Company took up all new shares in the increased share capital of the Acquiring Company in exchang
shares in the share capital of the Acquired Company

The Extraordinary Assembly of Partners of PGE Energia Natury PEW sp. z 0.0. and PGE Energia Natusp.Qnuokoo
(subsidiaries of PGE Energia Odnawialna S.A.) adopted resolutions on merger. As a result of the merger, the sharthea
Acquiring Company increased from PLN 31,000,000 to PLN 146,000,000, i.e. by PLN 115,000,000, through is€@ennl :
shares with a nominal value of PLN 1,000 each. PGE Energia Odnawialna S.A. as the sole shareholder of the Acquire
took up all new shares in the increased share capital of the Acquiring Company in exchange for the shares in the sha
of the Acquired Company

Acquisition or disposal of shares by the companies

Shares of the entity

Date of transaction/
registration in the

Number of

National Court

acquired shares

Comment

Register

RAMB sp. z 0.@. acquisition of shares by March10,2016 6,812shares PGE GIEK S.A and PGE S.A signed an agreement for sale of 6,812 shares in RAMB sp. z 0.0. with its registered o

PGE S.Aadreement for sale of shajes oYt Sal Oiss O2YYdzyS0s 26ySR 68& t Dade capitabof thaf sbmparky. Oldeyskipliok th
shares was transferred to PGE S.A. as of the agreement date. Currently PGE S.A. is the sole partner of the company

t2taill DNdzZI Ds Ng April262016 3,611111shares PGE GIEK S.A. signed an agreement on commencement of operation by PGG. On April 29, 2016 the Extraordinary #

acquisition byPGE GIEK Sofishares in the  July25,2016 Partners of PGG adopted resolution in therease of the share capital by PLN 1,805,557,200 to PLN 2,305,607,200, tt

increased share capital issue of new shares taken up by: PGE GIEK ENERGA Kogeneracja sp. z, P&NIiG TERMIKA S.A., Fundusz Inwes
t2fta1A0K t NI SRaAtoAZ2NBGG |CdypRdaa b ALSYLadSA Aa00 &yadyOXK 2% ¢Y2] 4yt AN
2BD[hYhY{ {&®!' ® tD9 DA9Y {d! d (221 dzZlJ aKINBa gAGK | ¥
share capital of PGG

Telewizia Familina S.A& acquisiion of Junel3 2016 220,000inscribed PGE S.A. and PGE Inwest 2 sp. z 0.0. (100% subsidiary of PGE S.A.) signed an agreement for sale of shares of Teév

shares byPGE Inwest 2 sp. z oagreement
for sale of shargs

shares

S.A. in bankruptcy with iseat in Warsaw, held by PGE S.A., representing 11.96% of the share capital of the company.
agreement date, the ownership of shares was transferred to PGE Inwest 2 sp. z 0.0
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.yl hOKN2ye& | NXF June22016 2,000,000 tD9 9h &aA3IYySR Fy FINBSYSyid F2N) adzo aONARLIIAZ2Y 27F sybuptiod
acquisition byPGE Energia Odnawialna £ July12 2016 ordinary bearer offer took place through private placement. PGE EO acquired 2,000,000 shares with a nominal value of PLN 20,000,0(
6 ot D %f skateginithe increased sha shares 23, 2016. On August 5, 2016 the shares were registered on the securities account of PGE EO. As a result of -
capital trl yal OliAz2yY tD9 9h Od2NNByidfeée Kz2f RRa aklkNBa O2yaidAiddziay
t2taill DN3dzZI Ds Ng NovembeB 2016 833333shares The Extraordinary Assembly of Partners of PGG adopted resolution in the increase of the share capita@86BZ,800 to
acquisition by PGE GIEK S.A. of shares i Januar27, 2017 PLN2,672,274,200through issue of new shareRGE GIEK Stéok up 833,333 shares with a nominal value of BB/S33300,
increased share capital represeriing 3.1%in the increased share capital of PGiGtotal PGE GIiEK StAok up4,444,444shares representind6.6%in

the increased share capital of PGG

Poimexa2 ai2a il f { ®¢ Januang0 2017 37,500,000 On January 18, 2017 PGE S.A., ENEA S.A.,, ENERGA SA, PGRIG Ze8M S { ®! & 06 (G KS o LAg@&Sneni

acquisiion byPGE S.fof shares in the February 21, 2017 the share ordinary bearer  with Polimexa 2 828G+t { ®! @ oot 2t AYSE£ 03X 2y (GKS 3INRdzyR 27

increased shareapital capital increase was shares agreement, the Investors have committed to make investment in Polimex. The investment involves acquisition by the Ir
registered jointly of 150,000000 ordinary bearer shares with a nominal value of PLN 2 each and the issue price amounting to PL

F2N) 2yS 4KINB 0abS¢ L&a&dzS {KFINB&aéovs A&aadzsSR o0& t2tAYS
t[ b onnZnnm@SminSyiik S BEBEIENBe/ itk thedresolution of the Extraordinary General Meeting
December 28, 2016 on the increase of the share capital, the New Issue Shares will be introduced to the tradinc
regulated market of the Warsaw Stock Exotpe and will be dematerialised. On the ground of the Investment Agreemer
connection with the fulfilment of the conditions precedent, on January 20, BGF S.Aaccepted the offer for acquisition ir
private placement 087,500,000New Issue Sharesrfthe total price of PLN5,000,000.

PolimexMostostal S.A. acquisition of January 20, 2017 1,500001shares  On January 18, 2017 PGE S.A., ENEA S.A., ENERGA S.A, PGNIG Techhotdgied 1 KS a Ly @Sad2NEE ¢
shares byPGE S.Aagreement for sale of hLISNI 2N a0 T 2d2d oa{t+ hLISNIG2NEVS 26fA3IAy3a GKS
share3 transaction inwhich SPV Operatosells to the Investors total of 6,000,001 shafsPolimex. On January 20, 201,

connection with the fulfilment of the conditions precedent, PGE S.A. acqis€),001 shares ofPolimexfrom SPV Operator.
As a result of the share capital increase of Polimex and above transaction the Investosstbtztof 156,000,001 share
representing currently 65.93% in the share capital of Polimex

t2fall DN3zZJ Ds N§/ Februan, 2017 555556shares The Extraordinary Assembly of Partners of PGG adopted resolution in the increase of the share capit@l4s4R4B00 to
acquisition by PGE GIEK S.A. of shares i No registration at the time of PLN2,916,718200through issue of new shareBGE GIEK St#ok up 555556 shares with a nominal value BLN55,555600,
increased share capital publication representingl.9%in the increased share capital of PGG

Purchase of shares from minority shareholders

In the period from January 1, 2016 to December 31, 2016, PGE S.A. purchased from minority shareholders of PGE Giegulb @ a aseadatory buyback in accordance with art. 418
2F GKS t2fAaK /2YYSNDAFE [/ 2YLIYyASaQ /2RSz | G20l t 2afe capitaly. Eurrenly PEGKS.A\EDES shayes repieSentiiyA 9 Y
99.98% of the shareapital of PGE GIEK S.A.

Deletion of the company from the National Court Register

hy al& HpXZ Hnanmc tSyad22ylti 580Ksg alLld 1T 2d2d Ay f Al derBRsladesult 9f e liguiditien prodeeding&EREndrgiaA y 5 & OF
Odnawialna S.A. held 100% shares in the share capital of the company.

In period January 1, 20@ecember 31, 2016 PGE Capital Group did not discontinue any of its substantial operations.
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2. t D9 D Ntwgylahd its implementation

2.1. Updated strategy of the Capital Group

On September 6, 2016 the Supervisory Board approved PGE Group's strategy update presented by the Management
.2FNR 2F tD9® ¢KS dzLJRFGS A& I AYSRngingiendirdRimenliilh tfiedupdat&dS D NE
document, the Group also addresses threats and opportunities connected with, among others, volatility of fuel
prices, climate policy directions, market model evolution and new technology development

Mission, vision and eerall oljectives

In accordance with the updated strategy, PGE's mission is to ensure security and growth based on reliability of
supply, technical excellence, modern services and partnership relationships. The overall objective of PGE Group's
operations $ to increase its shareholder value and the key role in ensuring Poland's energy security.

Diagran¥ WSRSTAYAY3 t D9 DNRdzZLIJQa YAaairzy

PGE Group's new mission

' We provide security and growth

\ " based on reliability of supply,

Security
of supply

/RO

Economy

A\

technical excellence, modern
services and partnership
relationships

Building
value

Updated vision determines the target position of the PGE Group in four:areas

Leader in ,
generation, Reliable and Poland's most

actively taking active utility and efficient and

Leader in
developing new

business models
and lines of
business

advantage of service supplier flexible energy
growth group
opportunities
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2.2. Implementation of key projectsvithin the strategic objectives
2.2.1. Leader in electricity generation, actively seeking development opportunities

To retain its leading position in the area of electricity generation, PGE Group must secure at least a 40% share of the
electricitygenera2 y YI N] S Ay t2flyR 0& Hnun® tD9 DNRdzZJ A& O2yi
and may invite partners to participate in these projects. At the same time, further investments in conventional
energy based on a new market model will be gset, e.g. construction of new capacities at Dolna Odra power

plant. Potential forthe cF ANAY 3 2F o6A2Yl &4 Ay tD9 DNRdzLIQa SEA&GAY3
auction support system for renewables. The company will carry out moderpisatof conventional plants and
combined heatand-power plants in an optimal scope so that they are adapted to new industrial emission standards

BAT (Best Available Technology).

At the same time, within the generation area, PGE Group will seek innovailudoss that will cement its
competitive advantage and allow it to reduce environmental impact, including through adapting production assets to
a new energy market model, maintaining a competitive lignite extraction operation, reducing SO2, NOx, pasticula
and mercury emissions as well as increasing the efficiency of coal combus{iwaduct use.

PGE Group intends to retain its leadership in the renewables segment and account for approx. 25% of domestic
renewables generation by 2030. To reach this dmmbs target, PGE Groypans to complete those onshore wind

farm projects that are at the most advanced stages, build an approx. 1,000 MW offshore wind farm and increase its
presence in the distributed generation segment. These investments will depesdamesses in the auction support
system, development of an innovative financing model and implementation of new business models for the micro
installations segment.

DiagranY t D9 DNRdzLJQ&a | aLIANI GA2Yy I f &KINB Ay t2ftlyRQa St SOG!

Bl PGE's share in Poland's electricity 25%
production from RES

11%

2030
(forecast)

Poland’s electricity production from RES (TWh)

226 | ~40 TWh

In order to maintain a leading position in generation, in the long term PGE Group has three strategic opietsy, dan
make the optimal choice in the context of future climate policy

| 2yaiNHzOGA2Y 2F t 2t y R dalowidgAthEdevéopfmiz® ofSa MNddelLJ2 ¢ S NJ
guaranteeing economic viability of the investment

Construction of approx.,000 MW capacity in offhore wind farms, based on an auction support

system

Modern coalfired power generationincluding dilization of new lignite depositg case there is a
significant easing of the climate policy
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Diagram Strategic options
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2.2.2. Reliable and active utility and service supplier

Currently ongoing investments in the distribution segment are intended to increase the reliabilisubly and

reduce SAIDI and SAIFI by 56% compared to 2015 and the average connection time by 40%. The achievement of
these quality targets is being supported by, among others, the development of electricity quality monitoring
systems, intelligent grid metang and automation as well as the construction of a digital transmission system.

In the retail area, PGE Group is planning to focus on strengthening relations with clients through gaining more
knowledge about their needs. In response to identified exp@ots, PGE Group will expand its offering by, for
example, adding new product and services that are complementary to electricity as well as through the
development of new sales and communication channetsat will have a positive impact on monitoring clie
satisfaction indicators. Attaining the status of a reliable, credible and modern supplier will allow PGE Group to
maintain low client migration rates in the mass segment

223.t2f 1 yRQ&a Y2ail STFTAOASY(dH FyR FfSEA0fS SySNH& 3INRdzI

t D9 DNER dzLJQ & atiGraalZfliciency iRone dfJ&Npreconditions for accomplishing the other strategic goals.

hy GKS 20KSNJ KIyRX FfSEAOATAGE Aa 1Se& (2 FOKAS@GAYy3I GKS
environment

Due to efficiency improvemenin 2020 PGE Group plans to achieve reduction of the forecasted controllable costs in the
amount of PLN 500m versus year 2016. This will allow for the total cost reduction @816y approx. PLN 3.5bn versus

the current efficiency scenario

Thegoal 8 GKS O2ai NBRdAzOUGAZ2Y Aa (2 &adNBy3iKSffinamieg oDih? dzLJQ a
DNE dzLJQa R ®jebtived bid Bitiatives in scope of improving the operational and cost efficiency are assigned to

each business line of tf@roup
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Diagram Total reduction of controllable costs in 202620

Total cost reduction* in 2016-2020

| AmrErr—

| A m— .50

Reduction of controllable costgill concern both themodification oforganisational structure anas well as optimisation of
processes. Changes in the organisational structure are intended to prepare PGE Group for development in the most
promising business areas as well as to eliminate redundant functions and simplify organisational structures. These changes
will be introducedthrough, among others, standardisation and optimisation of support functions throughout PGE Group,
implementation of mechanisms for effective formation of new business lines and formation of a new business fling
ISYSNIGA2Yy ¢ d t NHOBS araimpolidg dperatianal ieficnty miedstirdd by ratios relating to cost, time
and quality of particular processes, both basic and suppotfitageover, within next four years, planned expenditures on
modernization and replacements will be reducedapproximately PLN 500m in relation to forecasts. It will be possible
thanks to introduction of integrated asset management system, among others. Unified approach to planning of
expendtures, that takes into account inter alia the class of dssets will Bow for reducing asset maintenance costs and
modernisation and replacement expenditureghile maintaining thgroper availability andecurity of power supply.

Higher flexibility at PGE Group will be achieved mainly through mechanisms for monitorisgrtbending and
rapidly responding to changes, cooperating with external partners, scientific and academic institutions, as well as
streamlining decisioimaking, analytical and reporting processes.

2.2.4. Leader in development of new business models amqerating segments

The updated strategy places particular emphasis on the development of new business models and operating segments
order to diversify revenues structure and to increase EBITDA from new operdiiossvill be possible through PGER2 dzLJQ &
involvement in cooperating in the area of development and commercialisation of new technologies with credible partners

KI gAy3a 02YLISGiSyO0Sa tt2Ay3a (2 20600FAy &a@ySNHAS&E |yR 02V
form of finarcing, technical or organisational support, depending on the type of vemtodeform of its implementation

New technological solutions that are of interest to PGE Group include energy warehouses, electromobilitytpfaser
technologies, LNG, diffuse engy sources, integrated intelligent solutions and the development of coal gasification
installations

Involvement in the development and commercialisation of new technologies will allow PGE Group to introduce to the
market a modern and comprehensive offeg for clients, covering, among other things, photovoltaics, electromobility,
intelligent home solutions, natural gas and demand management

PGE Group intends to build up its brand of a leader on the energy efficiency market. New ESCO (Energy Samir)g Comp
activities will provide clients with benefits such as reduced energy consumption costs, supply continuity and improved
image. This will enable PGE Group to develop-iermg beneficial client relationships with industry, local government and
retail cuistomers, among othersA wide scope of initiatives to improve the effectiveness of energy infrastructure and
buildings belonging to the company will also be implemented
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To develop new solutions and technologies, PGE Group intends to build a researchvatapohent centre and a
demo lab¢ PGE Lab

Investments

The Group assumes capital expenditures of approximately PLN 34 billion 2@ éncluding more than PLN 10 billion

F2NJ 2y32Ay3 LINRP2SOGa& Ay hLRt S |y R mstuzedobe doplet@Rsyor, hO G A 2 v
expenditures for the existing capacities in Conventional Energy will drop as from 2016. After construction of two flagship
projects, PGE Group will be ready to invest significantly in new business areas, also adyoad. 20 PGE will be

implementing a new investment program, dependent on selected strategic options, the power system's needs and new
market model

DiagramPlanned capital expenditures of PGE Group

) ~PLN 34bn .
—
l
— .
H =
I |
2015 2016 2017 2018 2019 2020 po 2020
Il Conventional power generation - new B ew business Renewables
I Conventional power generation - existing Distribution

Values of PGE Group

t D9 DNER dzLIQ & iraplemdntédSrHa&cordaict Wwith GalBes Partnership, Growth, Responsibility and principles in
everyday work included in the Code of Ethics of PGE Group. PGE Group is a responsible organization, aware of its impact on
the environment, thus in its operationgduses on reducing impact on natural environment, operating based on ethical
principles and involvement in activities for the benefit of local communities
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Key projects ir2016

Construction of new
units in Opole powe

plant

construction of two poweunits of 900 MW each

budget: approx. PLN 11 billion (net, without costs of financing)

capital expenditures incurred so far: approx. PLN 6.7 billion

fuel: hard coal

net efficiency 45.5%

contractor: syndicate of companies: RafalnlimexMostostal and Mostostal Warszawdth
co-operation of GE as Project manager on behalf of the syndicate

commissioning: unit § H2 2018; unit & H1 2019

January 31, 2014 issue of Notice to Proceed

status:advanced installation work@n unit no.5, ongoing preparation for leak test of the boilen
unit no. 6 construction of pressure parts of the boiler and supporting installations of turbinds
progressingoverall progress of the works as of the end of December 2016 reachedxapgtely
70%

Construction of new

dzy Al Ay
plant

¢

construction of power unit with a capacity of 490 MW

budget: approx. PLN 4 billion (net, without costs of financing)

capital expenditures incurred so fapprox. PLN.6 billion

fuel: lignite

net efficiency 43.1%

contractor. syndicate of companies: MHPSE, BudimexTaeuhicas Reunidas
commissioning: H1 2020

December 1, 2014issue of Notice to Proceed

status: foundations of main unit installations are in the finphase communication pylo
construction completedassemblyof the steel construction of the turbine hall building has t
commenced

Construction of new
dzyAd Ay D

construction of cogeneration CCGT unit with a capacity of 138 MWe and 88 MWt
budget: approx. PLN 550 million (net, without costs of financing)
capital expenditures incurred so far: approx. BRMImillion

fuel: local nitrogerrich gas or methaneich gas (Group E)
overall net efficiency 84%

contractor. syndicate oEompanies from Siemens group
October 3, 2013 issue of Notice to Proceed

status:unit commissioned on Januasy, 2017

Construction of a

Thermal Processing

Installation with

Energy Recovery at

wi S&il 5 ¢

/

construction of a thermal processinfgy &G+ f f F A2y H6AGK Sy SNH
capacity of approX8 MWe in condensation (approx. 4.6 MW#&6:5 MW! in cegeneration)
budget: approx. PLR93 million fiet, without costs of financirg

capital expenditures incurred so fapprox. PLNL5 million

fuel: municipal waste

02Af SNDHEBEBFFAOASYy Oe

contractor: syndicate of TM.E. @ LJP! & ¢ SNX2YSOOF yA Ol 902f¢t 2
commissioningH1 2018

Agreement with the Contractor signed on Decemb2y 2015, Notice to Proceed issued on Ap
2016

status: reinforce and concrete works are held connected with thenstruction of th
administration and main buildingconstruction of supporting structure of the boildnas
commenced
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Investments
in renewable

energy sources

Gniewino Lotnisko wind farm

budget: approx. PLN 516 million (net, without costs of financing)

capacity: 90 MW (30 turbines with a capacity of 3 MW)

June 2014 contract for supply of wind turbines (Alstom)

August 2014; contract for construction works (CJR)

status: investment completed, occupancy permit obtained in December 2015, concess
electricity generation obtained in January 2016

Kisielice Il wind farm

budget: approx. PLN 79 million (net, without costs of financing)

capacity: 12 MW (6 turbines with a capacity of 2 MW)

January 201§ turnkey contract for construction of the wind farm (Mega)
status:investmentcompleted, occupancy permit obtained in December 2015, concessio
electricity generation obtained in February 2016

¢c2al f

Ay &

FEfSR OF LI OAGE Ay t B9MWNER dzLJQa SAYR Tl N¥a

Modernisation and Comprehensive modernization of units2-. SOOKI (is ¢ L2 g SNJ LI | v

replacement
projects

t N2 2S00 Q&o egtene theQifetim@ 6f Yhe units up to 320 ths. hours which enab
utilization of existing lignite resourcesdboosting the efficiency of the units by apprdk.
p.p.

work progressin 20132015units no.7, 8, 11 and.2commissionedOn June 21, 2016 unit no
was commissioned, while unit no. 10 was commissioned on September 28, 2016

budget: approx. PLN 4.6 billion (net, without costs of financing

fuel: lignite

completion: 2017

Modernization of desulphurization installations for units-32-. STOKI (is ¢ L} ¢

LINE 2 S Ol Q:3o deodbedsS éb@® endssion level to the level required in IED (<=:
mg/Nms)

budget: ca. PLN 156 milli¢gnet, without costs of financing)

fuel: lignite

completion: July 2016

Change in technology of furnace waste storage for unitd2¢. SOOKI (5 ¢ LJ2
construction of installation to transport ash; production and transport of sludge framit 14
Ay . SUOOKF{Gsgs LI26SNI LI Iy

LINE 2 S O i Q:d0 pvide tBeCaipabillySorstorage of furnace wastproduced during the
operation of unitsl-mH 2 F . SO OK I (ustiidexhdugticn ®NigniteJiesoyrden the
course of the project, theequirement to fit out unit 14 with new technology for tr
transport and storage of combustion waste was identified

work progressthe works related to protection and fulfiiment of the landfill are still to be finist
Tenders and initial work on thiestallation for the unit no. 14 are underway

budget for units 112: ca. PLN 450 million (net, without costs of financing)

budget for unit 14: ca. PLN 91 million (net, without costs of financing)

completion: 2018

Reduction of NOx emissionunits 1, 2 and 4 Opole power plant

LINE 2 S O i Q:d0 decie&&thao, dthssion level from boilers of units no. 1, 2 and ¢
standard required in IED (<=200 mg/P\)m

budget: ca. PLN 148 million (net, without costs of financing)

fuel: hard coal

completion October2016
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Construction of desulphurization installations for units@¢ ¢ dzN»k ¢ LJ2 ¢ S NJ LJt
LINE 2 S Ol Q:do deabedsS héb@® éndssion level to standard required in IED (<=
mg/NmS).
work progress commissioning of FGistallation in June 2016
budget: ca. PLN 530 million (net, without costs of financing)
fuel: lignite
completion: Q1 2017

/| 2yaiNHzOGA2Y 2F 20SNDbdzZNRSY tAyS D5dmM Ay
LINE 2 S O i Q:do ingréase $hénindedirdctioncapacityenabling to cover lignite needs
. SUOOKIGs g LIR2GSNI LI I yi
budget: ca. PLN 100 million (net, without costs of financing)
fuel: lignite
completion: October 2016

Construction of flue gas denitrification installation arfiie-gas desulphurisation for GR30 boilers
no. 3 and 4 in Bydgoszcz CHPs

Aim of the project:Reduction of NQand SQemissions from boilers no. 3 and 4 to a le

allowing for further use after 2017

work progressannouncement of the proceeding

budget: ca. PLN 52 million (net, without costs of financiagylenitrification installation,

ca. PLN60 million (net, without costs of financindor desulphurisation installation

fuel: hard coal

completion: 2018

Modernisation of the Pomorzanpower plant
Aim of the project:Reduction oNQ, and SQ emissions from Benson €®6 boilers to a leve
allowing to meet the requirements of future BAT conclusions as well as to ensure that the
remains in operation until about 2040
work progress agreements signed with main contractorgon construction of
desulphurisation anddeNOx installations and selected neeontractual tasks Main
contractors arecurrently preparing documentation of main projects and documents for
permission forconstruction
budget: ca. PLIS64 million fiet, without costs of financing
fuel: hard coal
completion in terms of NQ¢ 2017/2018 (unit A/B), in terms of FGR019

Comprehensive reconstruction and modernisation of units neol I G ¢ dzN®ast LJ;
Aim of the project: Adaptation to future BAT conclusions requirements regarc
permissible emissions of sulphur, N&hd particulate, increase of availability and efficien
la ¢6Stf | a SELI y acnhal capagity K lappriéx. 16daWd 2 &4 S Q:
work progressreceipt of main project for particular islands and project executive prc
with regard to boiley turbine, generator, eletrofilt er
budget: PLN 759 million (net, without costs of financing)
fuel: lignite
completion 2020

Construction of flue gas desulphurisation and denitrification installations for Y¥@ boilers
atLubline N2 G156 /It

Aim of the project: Adaptation of WP70 water boilers to emission standards as per fut
BAT conclusiongquirements

work progress: proceeding for General Contractor and Contract Enganedreing finalised
budget: PLN 95 million (net, without costs of financing)

fuel: hard coal

completion 2018

Project of network
losses reduction

the project is intended tareduce electricity procurement costs for balancing differences
activities undertaken
A replacement of HV/MV, MV/LV transformers with ld@ss units
A grid conversion and modernisation: construction of HV/MV and M\&tafions,
increase of cable crossections for HV, MV and LV lines, reduction of MV anc
lines
A maintenance of optimal grid workload, elimination of adverse energy transit ir
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lines, optimisation of MV line partitions

A reduction of load asymmetries itV lines
the results of the project lowering of the balancing difference in 2016 to 5.77% (in 20:
amounted to 5.91%); volume of balancing difference in 2016 amounted to 2.41 TWh wi
simultaneous increase of volumes of energy deliveredftdakers by 2.85% in comparison
2015
activities initiated in 2016
project assumptions for 2018020 were updated in March 2016. Pursuant to the revis
activities aimed at reducing balancing differences at PGE Dystrybucja S.A. were to be co
(asides from above actions intended to increase the sale of eledlyitd final offtakers through,
inter alia,lowering ofSAIDI, SAIFdtios)

Trading strategy
update

the aim of the project achieving maximum margin on sale of electricéiynultaneously
minimising risk associated with trading activities
activitiesinitiated in 2016

sale of electricity was realised pursuant to conditions resulting from optimisation of u:
particular generating units in connection with the level of variable ¢dstgel of market
prices market liquidity, regulations and lawswith the simultaneousassessment of risl
Faa20AFGSR gA0GK &a25d29 i 5Ra 22 GHahgdIROA AR
binding in2016 TGE (Polish Power Exchange) was the main electricity sales nfaakest
were executed on forward market argpot market, where balancing of contractual positi
was madeAvailable capacities that were not sold, were offered on the balancing mark«
addition, sales channel directed to transmission and distribution grid operators was a
use Implementatian of the plan of contracting was taking into account trading directic
hedging methodsrisk and open trading positions limits as well as product optimisation
Implementation of the wholesale trading strategy included also introduction of solut
improvingprocesses and introduction of IT tools supporting the activities in that. area

CRM Billing

the aim of the project is deployment of support systems for settlements and custol
serviceit D9 hoNk G {®! & YR t D9 5 & dapérhidna pderance
and support tools for processes dealing with settlements and customer setwicenprove
competitive position on the back of an expanded product offeging to improve customer servic
quality through deployment of supporting ddis
activities initiated in 2016
A A procurement proceeding under public procurement law was initiated to deliver
AYLIE SYSyd | aeadSy F2N Odzaidi2YSNI aSNX
Dystrybucja S.An December2016 a shortlist of contractors was formally acceptt
and the invitations to submit offers will be sent to those contractors
A 1 2YLX SGSR AYLX SYSyil GA2¢. B Brcys®mersof BGE
h 6 N} (ialofg®ithdhe mobile application Y . h &vdilable forAndroid platform
andA h{ ® o $S. Isotutiol reteived an awarfayU Lab Awarth a S/ dza
Experience 9 Yy S NeRt&géry
A Central measurement base for remote reading in PGE Dystrybucja S.A. was pr
along with the construction of layesf transmission and monitoring of data transfi
from metering system

Human Capital

the aim of the project:supporting the business strategy goals throwgituringstrategic and

Management effective human resources managememtd optimization andtandardisatiorof HR processe

Strategy (HCM activities initiated in 2016

Strategy) In 2016 PGHESroup continud works on implementation of initiatives described in HC
Strategy The first editions of HR Business Partner Academy and HR and Payroll F
Management Academy were completechitecture of Positions was approved and IT to
were designedSAP HRNhodule). Currently, implementation process of those solutions
particular business lines is ongoing

Program SAP the aim of the project improving operational efficiency through, inter alia, standardisatiot

processes within the Groupmproving transparency through creation of uniform records
economic events antduildingbase for creation of Shared Services Centre within PGE @Gnol
integration of systems
activities initiated in 2016
A Standard Audit File project completed: iRGE S.A., PGE GIiEK S.A., PGE Dystr
{®! @ t D9 9YSNHAI hRylFgAFIfyYyl {®! &3 t
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Z 0.0., Bestgum Polska sp. z 0.0., ERarwis sp. z 0.0., MegaSerwis sp. z 0.0., R
Sp. z 0.0., PGE Dom Maklerski S.A.,eE&A.
A SAP systenencompassed more than 50 companies in the PGE Group along
brancheslmplementation of SAP systeemcompassed more than 20 thousand ust
in all companies of the Capital Graupis one of the largest implementation of S/
systemn Europe

{GN}GSTIAO wS&aSI NDK
R&D and innovation projects concerning, among others, the supply of new products or services. The SDEHR-ENS

FfAIYySR SAGK

below).

GKS DNRdzZLIQa&

Y 2

YR 5S@St2LIYSyi

al

YR b$s

AYLR NIy

OKIttSy3sa

@ Mining

Generation Renawable
ol Energy

> Distribution >@ Sale

. dzaAySaa ! NE

Iy R

Optimisation of the mining Utilisation of carbon dioxide | |Prosumer photovoltaics Smart Grid Management of information
process (Ccu) about customers (Big Data)
Raw material treatment Reduction of emissions Wind energy Smart Meters Smart Facility
(NOx, SOx, Hg, etc.),
Improvement of generation Energy storage E-mobility
effectiveness
Fuel gasification Demand management
Micro-cogeneration
Nuclear energy
Ly O02yyS80GA2y gAGK Iy !LRIGS 2F GKS DNRdZIQa {dikihateS 38  dzy

commenced on updating the Development and Innovation StrafBgy updated Development and Innovation Strategy will
place emphasis on challenges that most affect the Group, where R&D and innovation are essential to the achievement of
business ojectives. In connection with this, particular attention will be paid to both dynamically developing segments such
as electromobility or energy warehousing as well as ways of acquiring and developing initiatives reaehrexielk of
management anémplemertation of innovations likecceleration and investing in an equity fund model in small businesses
that develop technologies and products. A strategic option for PGE will be the design and development of specific
technologies; which constitutes a large qligy change in contrast to the previous modein operator of technologies from

other businesses, providers

2.2.5. Innovation

PGE focuses on initiating and executing R&D projects that fall within the SORiIRa&bIBn 2016, several dozen projects
were continued within these areas

Key projects ir2016
Gt 2 goDNJA ¢
concept

Aim of the project RS @St 2 LIYSy i 2F Sy SNHE &t6RINdZ&SA
consisting of the conversion efectricity surpluses, produced mainly by wind farms, into hydrc
via an electrolysis process, with potential for further use in different technological configure
main activities
The feasibility study of construction of Power to Gas installatias developed on join
request of PGE S.A. and gas transmission operatorSgaiem S.ACQurrently a plan of the
Power to Gas project is being developed for a selected location and in a hydrogen use s
Aim of the project use by PGE Group of public funds available in the Intelligent Develoj
Operational Programme (POIR), where NCBR is the implementing authority
main activities:

Cooperation with
the National Centre
for Research and
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Development
(IINCBWI

A As part of works intended to sign the Joint Venture Agreement, a version of the
NCBR Agreement was further adjusted to the new guideline®®fR which is a
FAYLFYOAY 3 &a2dz2NOS T2NJ LI NI 2 7F ( KSCowracioy
Agreement, which secures the interests of both of the Parties as regards intelle
property rights concerning R&D project results and establishes rules for
O2YYSNOALFftAAlFIGA2Y 2F (KSaS LINR2SO0 o@r,
with Sectoral Program for the power gec taken into account, the proposed resear:
agenda had to be modified. The agenda is ready for presentation in order to be ve
in operating mode by NCBR. The aim of the joint undertaking is to addreshalienges
FIOAy3 tD9 DNRdzLJ a GKS asSoOidz2Nna f
innovativeness in PGE Gimand the Polish energy sector.

A In September 2016, the National Centre for Research and Development in F
announced the launch of Beasibility Study for a Sector Programme for Electricity. Tt
a consistent plan for a research agenda concerning the electricity value chain, whic
constitute a response to the key chailfges facing the entire industry

Involvement in
equity structures
that support the
development of
new technologies
and solutions as
well as small
businesses

Aim of the project: Introduction of a new model for developing andnplementing new
solutions, allowing to manage highgsk undertakings whilst reduaj timeto-market for
new solutions (for own purposes or to sell to other entijies
main activities
A 1& LINI 2F tD9 DNRdAzZLIQa Ay @2f @dSYSyd A
come up with a fund (corporate venture capital). Within this plapplications for
public funding are being prepared and own funds have been allocated
A A dedicated company for implementing innovations has been set up, which will
with accelerating small businesses. This way, PGE will build up its network of ¢
and partnerships ensuring access to deal flow for fund investments.

Ele¢romobility

Aim of the project:promoting and developing eledtrtransportin Poland

main activities

A concern two areas: individual transportg cars used for private and busingssrposes
and buseg; public transport in urban areas, as well as individual transpgrassengel
cars used for professional and private purposes, and bus trangpoublic transport in
urban areas

A PGE launched a project in which a pilot run is being implemented that consists «
construction of infrastructure for an electromobility systemy” . TheRaim of the pilot
NHzy Ay _s5RT Aa G2 @SN Faars and thedeaphoifySairéplic
it at other locations. PGE will manage the recharging infrastructure, provide -q
charging services and successively grow the business scale and improve the
offering. Within the project, six fast public chargistations will be available as well .
the option to manage frestanding charging stations for fleet clients. As part of -
project, PGE signed ddecemberlL,n nmc | £ SGGSNI 2F AyGaSy
Voivodship. The parties thus initiatedlks regarding determining opportunities ar
O2yRAGAZ2Ya F2N 0224 NI KAy WNHIXKIQG G KS

A In October 201@&ompany ElectromobilityPoland S.A. was seting@operationwith the
other three major energy groups in Poland), intended to rapidly develop indivi
electromobility in Poland

A PGE has commenced cooperation with bus manufacturers in order to develop, tes
prepare for commercial implementation of a public tisport model based on electri
buses, with batteries being further used once they are no longer used in buses. Thi
issue of particular importance in terms of improving the economic results of the e
use model for electric vehicles, with battesibeing the main cost item

Recycling

Aim of the project: PGE Group is preparing to execute a project allowing to develop
implement a new technology for the recycling of lithium batteries, particularly those t
in energy warehouse systems and to charge electric cars. This technology is inten
obtain drategic materials from used lithium batteries cobalt, nickel and copper. Th
project is important because of the forecast dynamic growth of the above markets
Polish legislative requirements specifying the necessity to collect and utilise useddsmt

main activities
PGE S.A. has set up a consortium with RDLS sp. z 0.0.;0ff gpithe Warsaw University
operating in the area of environmental research and biotechnology. The goal o
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consortium is to produce a pilot recycling installation fittium batteries and implement
this technology in Poland. The consortium jointly prepared and submitted an applic
for funding from the NCBR
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3.1. Risk management

3. Risks and opportunities

PGE S.A., as the Corporate Centre manabmdsroup, creates and implements risk management architecture at PGEG414
DNRdzZLJP Ly LI NGAOdzZ NE AdG &KFLISAE tD9 DNRdzZIQa NRal Yl S
IT tools to support these processes, specifies global rjsétitgand adequate limits as well as monitors these

PGE Capital Group companies, as well as other entities from the electrical and power sector, are exposed to a number:of
risks and threats resulting from the specific operating activéties operating in specific market and regulatory environment

In PGE Group risk management process is pursued based on the =P
(Governance Risk- Compliance) model. It allows adaptation and integration
each of the operational areas at all levels of agement. Having established
top-level Risk Committee, which reports directly to the Management Bos
supervision over the effectiveness of risk management in the Group is ensi
Function definition within corporate risk management allows an independ
assessment of particular risks, their impact on PGE Group and limiting
controlling major risksusing the economic capital concept \ikedicated
instruments Formation of a separate compliance function within the Grol
guaranteesii KI 4 t D9 DNRdzLJQa | OGABAGASaE
ensures observance of the adopted internal standards

Governance

The PGE Capital Group has consequently developed a comprehensiv Compliance
management systenMechanism allowing identification of areas esgd to
risk and risk level measurement methods are constantly verified i
developed. Thanks to that, the significant risks concerning various areas of
operations are identified and kept within the assumed limits by reducing
negative effects of such riskad by taking preventive or corrective measures, in accordance with the applied cycle

Source: own work

Development of IT
tools and risk data
bases

Reporting
information on risk

Monitoring of risks Risk reconciliation

and setting risk
owners

improvement of infrastructure
and tools supporting Enterprise
Risk Management (ERM) system
« internal regulations

Planning of risk + Designing and developing IT tools
mitigation activities + know — how / methodology
and reactions on risk « resources Qualitative
assessment of risks

quantitative risk
assessment and

sensitivity analysis _Determination of
risks tolerance levels

Quantitative
assessment of risks
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3.1.1. Risk factors and mitigating actions

The main risks and threats BGE S.A. artde PGE Group are presented below along with their assessment and outlook in

the horizon of the next year

~

Risk level A Risk outlook |}
low  medium  high decrease growth stable

Risk does not pose a threat and may be tolerated,

medium level Risk which needs preparation of the proper reactiased on analysis of costs and benefits,

_ Intolerable risk, which needs immediate and active reaction, leading simultaneously to limita
possible consequences and of probability of occurrence thereof

Market Prices of electricity and related productsresulting from a lack of certainty wit

(product)risks regard to the future levels and volatility of commaodity prices relative to ¢ A

Related to prices
andvolumes of
offered products
and services

contract positions this particularly concernslectricity and associated produc
(property rights, CO2 emission allowances)

Electricity sales volumesg, this risk derives from a lack of certainty w
regard to the conditions determining the demand and supply of electri
directly affecting the volume of market sales by PGE Group.

Tariffs (regulated prices resulting from the requirement tapprove rates
for distribution services and electricity and heat prices for particular gre
of entities.

Property risks

Related to
development and
maintenance of
the assets

Failures ¢ connected with the operation and degradation over time
energy equipment and facilities (maintenance and repair work, diagnos
Damage to property¢ connected with the physical protection of ener
equipment and facilities against destructive external factors (including
weather phenomena anthtentional damage).

Investment and development¢ connected with strategic plans fi
expanding the generation, distribution and sales potential as well as
going investments

— [t e

wn

Operational
risks

Related to
pursuing of
ongoing economic
processes

Production costs; connected with the growing costs of fuel procureme
operational works, wage factors, etc.

Electricity and heat productiorg connected with production planning ar
impact of the factors that determine production capacities.

Fuel management¢ connected with uncertainty regarding the quali
timeliness and volumes of fuel supply (mainly coal) and the effectivene
inventory management processes.

Human Resourcesg pertaining to provision of employees with the releve
experience and competences, who are capable of performing specific t
Social dialogue; connected with a failure in achieving agreement betwv
i KS D NE dzLJQ & YIylF3SYSy G colld Read S0
strikes/collective labour disputes

Regulatory and
legal risks

Related to
compliance with
external and
internal legal
provisions

Legal changes in support systemsconnected with uncertainty as to th
future shape of the support system for production of certified energy.

Costs of purchase of certificates and C&lowances- resulting from the
possible changes to the statutory requirement for electriciigllers to
purchase a specified quantity of property rights and to uncertainty
regard to volume of CQemission rights granted free of charge in future.
Compensation for the termination of longerm contracts (LTCS) there is
a possibility that the level of adjustments to advances collected
stranded costs, as calculated by the Group, will be questioned by
President of the Energy Regulatory Office (URE), as a result of whi
Group will be obligated to reirn advances received for terminating tl
LTCs.

Environmental protectiong resulting from industry regulations specifyi
which "environmental" requirements energy installations should meet
what the principles for using the natural environment are. The ful
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environmental regulations and uncertainty concerning their finah (in
particular with regard to the revision of BAT / BREF) may translate i
change in the level of capital expenditures of the PGE Group.
Unresolved legal statug; connected with difficulties in respect of lar
acquisition or access to land in the course of new investments (partict
in the Distribution segment

Concessionsg resulting from the statutory requirement to hold concessic

with regard toconductedoperations | }
Discriminatory activities¢ connected with application by the Group

practices that limit or eliminate competition and infringe on le

regulations or consumer interests

|}

™ > I

Financial risks

Related to finance
management

Credit risk¢ connected with the counterparty default, partial and/or la

payment of receivables or a different type of breach of contrac

conditions (for example failure to deliver/collect goods or failure to pay | }
any associated damages or contractual peegjti

Liquidity risk¢ connected with the possibility of losing the ability to me §
current liabilities and obtaining financing sources for business operatiot

Interest rate risk ¢ resulting in particular from the negative impact -~

changes in market interest rates on PGE Group's cash flows genera A | }
floating-rate financial assets and liabilities

Foreign exchange risk understood in particular as risk that PGE Grot

cash flows denominated in currencies other than the functional curr¢ §
are exposed to due to negative exchange rate movements

The main risk mitigation actions for the PGE Group are presdresv along with the description of the main tools used

for the management of the given risk

Market (product) risks

Impact revenues
and product and
service offerings

Measures PGE Group has rules for managing market risk ¢@iu volumerelated), which include &
global risk appetite measure, VdRsed position limits and management of consolidated exposur
commodity pricing risk through mechanisms for protection agaiisit exceeding acceptable leve
Those rules provide consistent guidance in respect of process organisation in the context of corr
strategy and miderm planning. PGE Group follows rules pertaining to a strategy for hedgini
exposures in the areaf @lectricity and related product trading that correspond to the adopted

appetite in the mieterm. Position hedging levels are established with consideration given to the re
of analysing pricing risk in respect of electricity and related prodiietgiet hedging levedse ecified

GFr1Ay3 AyiG2 O2yaAiARSNIGAZ2Y G(KS DNRAzZLIQA FAY !

PGE Group researches, monitors and analyses the electricity and related products markets in
optimally use its generation and selling capacities

New products are introduced on the retail market and actively promoted through nation
marketing campaigndMaintaining a diverse product portfolio and focusing efforts on tailoring
offering tothe market, the Group diversifies channels used to reach thecestbmers and diversifie:
GFNESG 3INBdLB 6AGK I OO02dzyd GF1S G2 Of ASyd
are based on a model consisting of a diversified portfoli@ustomer loyalty schemes and clier
acquisition activities. Portfolio includes also special offers dedicated to former clients who move
to the competitors, as well as industry offerings dedicated to specific types of economic activit
Group ado introduces bundled offers. Particular attention is paid to ensuring a high level of cus
ASNDAOS o0& RS@OSt2LMAYy3I SyLX28SSaqQ 02YLISGSy
Having implemented tools to support these processes, theufs effectively manages informatio
flows, which directly translates into comfortable client relations as well as better sales plannin
organisation
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Operational

risks

Impact coss

Measures PGE Group's results are to a large extent dependent on the costs incurred in the co
operations. The Group optimises costs inter alia through monitoring of fuel prices and reserv
securing supply through lortigrm contracts with suppliers and iibugh price fixing formulas
Inspections, repairs and modernisation of the existing assets optimise equipment lifecycle
required availability of key components of those assets. Level of costs is affected by s€€ur
emission allowances partly fred charge and purchase of lacking allowance with the assumptic
securing the margin on sales.

An intensiveand effective dialogue is also carried out in order &void escalation of potentia
disputes with thesocial partnersand to work out the mostfavourable solutions with regard t
employment and employment costs within PGE Capital Gronpected therewith

Property risks

Impact assets

Measures: PGE Group effectively pursues a strategy for building up and modernization

production capacities. The Group diversifies current structure of the production sources ¢
energy generation technology. Currently PGE Group is running two key inyegéitrie ¢ h LJ2

alongside a number of grid investments, RES investments as well as modernisation and deve
projects. We are continuously carrying out maintenance and repair work. Our main gene
assets were insured against failure and damagervperty. The reliability of the power supply to tt
end users has been systematically impraved

. Regulatory and legal risks

Impact
compliance area

Measures PGE Group's operations are subject to a host of national and international law
regulations. Monitoring of the changes being introduced or proposed allows for minimization of
negative impact on our operations in key business segments. PGE @@ .of the members of the
t2fAaK 9f SOGNROAGE /2YYAGGSS GKFG 2LISYSR
PGE S.A. actively influences proceeding and shaping of EU law and engages a dialogue wi
institutions.

The Groupadags its internal regulations and practices to make sure that the activities a
compliance with the power sector regulations and bindawy

The extraction of fossil fuels as well as the production and distribution of electricity and heat
impact o0 the environment therefore the Group continuously improves its activities aime
protecting and improving the state of the environment by implementing technological
organisational solutions ensuring efficient and effective management in thas are

Financial risks

Impact  Finance
management

Measures PGE Group manages credit risk stemming from commercial transactions. Pi
executing a transaction, a counterparty assessment is carried out and forms a base for a
credit limits, that are regularly updated and monitored. Exposures that exestetblished limits are
KSRISR Ay | O0O2NRIyOS 46AGK GKS DNRdzZIQ& ONE
PGE Group applies a central financing model, which is generally used by PGE S.A. whe
external capital. PGE Group subsidiaries use a variety ofgirttgpfinancing sources such as: loar
bonds, bank account consolidation agreements (cash pooling). Liquidity risk is monitorec
periodic liquidity planning, i.e. cash flow moving forecasts for operating, investing and fin:
activities. As regards aency risk and interest rate risk, PGE Group has implemented int
management procedures. PGE Group companies execute derivative transactions involving
rate- and/or currencybased instruments (IRS, CCIRS) only in order to hedge identifiexidsiures.
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4. PGE Capital Group 2016
4.1. Key financial results of the PGE Capital Group
Year ended Year ended % Year ended %
Key financial data Unit December 31, December 31, change December 31, change
2016 2015 2014 G4ECL
PLN
Salegevenues million 28,092 28,542 -2% 28,143 1%
EBIT PLN 3,512 3589 - 5,096 -
million
PLN
EBITDA . 7,376 8,228 -10% 8,129 1%
million
AdJL_Jsted ret profit attributable to PLN 3,363 4290 22% 3761 14%
equity holders of the parent compaty  million
LTGzompensations m'ih(')\'n 668 546 22% 1785  -69%
LTC revenues i 520 546 5% 1539  -65%
Rever;al of the LTC writéfs (other PLN 148 0 ) 246 )
operating revenues) million
Capital expenditures mill;cln\ln 8,152 9,450 -14% 6,349 49%
. A PLN
Net casHrom operating activities million 6,391 6,777 -6% 6,333 7%
. . L PLN
Net cash from investing activities million -10,656 -8,594 -24% -6,382 -35%
. . A PLN
Net cash from financial activities million 3,830 -1,265 - 284 -
Adjusted net earnings per share* PLN 1.80 2.29 -21% 201 14%
EBITDA margin % 26% 29% 29%
Working capital m'flh(')“n 5,702 4126 38% 6721  -39%
Net debt/LTM EBITD& X 0.70 032 -0.13
* Net profit adjusted by impairment loss
** LTM EBITDA ast Twelve Months EBITDA
Uniit Yearended Year ended % Year ended %
Oneoffs n
Deczr(?lb(ser 3L December 312015 change December 312014 change
. PLN
LTC compensations - 668 546 22% 1,785 -69%
million
Provision for C© PLN 0 0 - 751 -
million
Change in reclamation provision mz:i_cl:ln 643 93 591% -213 -
Change in actuarial provision PLN 48 58 -17% -130 -
million
Revaluation of balance sheet value of PLN
- - -118 0 - 0 -
property rights million
PLN
Voluntary Leave Program - -16 20 - -404 -
million
PLN
Total - 1,225 717 71% 1,789 -60%
million
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4.1.1. Consolidated statement of comprehensive income
Chart: Key changes of recurring EBITDA in PGE Capital Group [in PLN million
8,500
8,000
7,500
. .
6,500
|
5,500
Revenues Revenues
EBITDA Resu!tpn Fuels CO2 costs from from Sales of heat Cemﬂcgtes Retgrn Qn Capitalised Other EBITDA
2015 electricity agreement certificates redemption distribution costs 2016
with TSO
Change 378 -390 14 -121 -22 -164 -485 248
EBITDAreported 2015 8,228
One-offs 2015 717
Recurring EBITDA 2015 7,511 10,936 2,372 765 499 600 724 980 4,336 1,492
Recurring EBITDA 2016 10,110 1,994 1,155 513 479 732 1,002 4,172 1,007 6,151
One-offs 2016 1,225
EBITDA reported 2016 7,376
[Jone-offs
Chart: Key changes of recurring EBITDA by segments [in PLN. million
8,500
8,000
7,500
7,000
6,500
—
6,000 |
5,500
. Other Operations -
EBITDA anventltpnal Renewable Energy Supply Distribution consolidation EBITDA
2015 eneration adjustments 2016
Change -1,034 -26 -213 -113 26
EBITDA reported 2015 8,228 4,698 391 2,461 610 68
One-offs 2015 717 703 1 15 2 -4
Recurring EBITDA 2015 7,511 3,995 390 2,446 608 72
Recurring EBITDA 2016 2,961 364 2,233 495 98 6,151
One-offs 2016 1,221 1 -3 5 1 1,225
EBITDA reported 2016 4,182 365 2,230 500 99 7,376
l:lone-oﬂs
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4.1.2. Consolidated statement of financial position

Chart: Key changes in Assets [in PLN njillion

69 000
68 000
—
|
67 000
66 000
—
55000 | —
64 000
63 000
62 000
51000 .
60000
Assets at P';pem’j Plant  jvancesfor  Shares accounted o . . Cosh o cash Assets at
December31, "0 S9UPMEN o cvuctionin for using the equity  Inventories emission rade Deposits  LTCreceivables VAT receivables o o0 Co° Other December 31,
and intangible rights receivables equivalents
2015 progress method 2016
assets
Change 4046 -329 394 -363 177 157 2311 166 -166 -435 220
Assets at D ber 31,
e pRcemRer 61296 47972 1042 8 1959 2172 2548 125 1075 388 3104 903
Assets at D ber 31,
S pRceTREr 52018 713 402 1596 2349 2705 2436 1241 222 2669 1123 67474
70000
68 000
| R —
66 000
64 000
g0 1]
60 000
58 000
Equity and Previsionfar P”“"“EI"' . Equity and
liabilities at N N Retained Reclamation  Loans, borrowings, Provision for CO2 certificates. property, plzn - N liabilities at
Reservecapital  Reserve capital ! e It andequipment  Tradelizbiliies  LTClizbilities Cthar
December 31, earnings provizion bondsandlaaze  amission rights intanded for o itmneibe December 31,
2015 redemption I~ 2016
Change a67 m 998 -680 2605 394 6 -396 143 122 54
Equit d liabilitis
e e 61296 18 698 13009 8636 3350 5409 760 380 1633 1119 1131 7171
ecember 31, 2015
Equit d liabilitis
auy andllanilities =t 19165 13730 9634 2670 10014 1154 216 1237 976 1253 7225 67 474

December 31, 2016
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4.1.3. Consolidated statement of cash flows
Chart: Net change in cash [in PLN million

2,000 -

0o .

0 -
|

-1,000 -

-2,000 -

-3,000

.
-5,000 -
Acquisition of
Purchaselof financial assets ~ Repayment of Deposita
Net change in . . propertz{.panl and increase of loans, borrowings Dividends paid pd / oth Net change in
cash 2015 Recurring EBITDAIncome tax paid Working capital® - and ?qu'pmem share in bonds and finance to shareholders m§ © ther cash 2016
and intangible companies ofthe lease terminated
assets Capital Group

Change -1,360 289 356 671 -370 4,112 991 -2,291 249
Net change in cash 2015 -3,082 7,511 -616 -554 -8,606 -97 337 -1,462 -10 415
Net change in cash 2016 6,151 -327 -198 -7,935 -467 4,449 -471 -2,301 664 -435

*Part of the working capital adjusting the cash flows from operating activities
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4.1.4. Geographical areas
¢FofSY .NBIFI{R2gy 2F (KS DNRdzZIQ&d AyO02YS FTNRBY O2yiAydzAy3

Total revenues

in PLN million

2016 % share 2015 % shar chﬁge 2014 sr?g)re chZ?nge
Domestic market 27,975 100% 28,421 100% 2% 27,974 99% 2%
EU member states 106 0% 110 0% -4% 154 1% -29%
Other countries 11 0% 11 0% 0% 15 0% -27%
TOTAL 28,092 100% 28,542 100% -2% 28,143 100% 1%

In the years 2016, 2015 and 2014, the Group earned income mainly in the domestic market.

The decrease of revenues on the domestic market resulted mainly from lower electricity generation volume and lower sale
price

The decrease of revenues from salethi® EU member states is connected with lower value of sales by PGE Trading GmbH.
4.1.5. Key financial results in theusiness segments
¢lFlotftSY .NBIFI{R2gy 2F GKS DNRdzLIQd NB@SydzSa o0& odaAAySaa as

Totalrevenues

in PLN million
2016 2015 % change 2014 % change

Conventional Generation 11,73¢ 12,715 -8% 12,906 -1%
Renewables 71 761 -6% 767 -1%
Supply 16,01« 15,783 1% 14,431 9%
Distribution 5,91¢ 6,083 -3% 5,781 5%
Other operations 68¢ 682 1% 1,854 -63%
TOTAL 35,07¢ 36,024 -3% 35,739 1%
Consolidation adjustments -6,98: -7,482 -7% -7,596 -2%
TOTAL AFTER ADJUSTMENTS 28,09: 28,542 2% 28,143 1%

Table: Key financifijuresfor each business segment for 2Q&fter intrasegmental eliminations)

. N EBITDA EBIT CapiFaI Assets of the
in PLN million expenditures segment*
2016

Conventional Generation 4,182 2,691 6,179 36,343
Renewables 365 -770 144 3,671
Supply 500 473 23 3,469
Distribution 2,230 1,104 1,721 17,382
Other operations 67 -64 170 1,067
TOTAL 7,344 3,434 8,237 61,932
Consolidation adjustments 32 78 -85 -2,091
TOTAL AFTER ADJUSTMENTS 7,376 8212 8,152 59,841

* see note 6.1 to the consolidated financial statements
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Table: Key financial figures for each business segment for 2015r{atisegmental eliminations)

Capital Assets of the
in PLN million EBITDA EBIT expen%litures segment*
2015

Conventional Generation 4,698 5,732 6,495 32,419
Renewables 391 107 931 4,767
Supply 610 585 31 3,762
Distribution 2,461 1,387 1,841 16,710
Other operations 66 -51 216 1,033
TOTAL 8,226 -3,704 9,514 58,691
Consolidation adjustments 2 115 -64 -2,348
TOTAL AFTER ADJUSTMENTS 8,228 -3,589 9,450 56,343

Table: Key financial figures for each business segment for 2014irfaisegmental eliminations)

Capital Assets of the
in PLN million EBITDA EBIT expen%itures segment*
2014

Conventional Generation 4,983 3,296 4,362 35,358
Renewables 391 174 374 4,110
Supply 246 228 17 3,601
Distribution 2,329 1,306 1,508 15,726
Other operations 161 31 158 1,400
TOTAL 8,110 5,035 6,419 60,195
Consolidation adjustments 19 61 -70 -1,965
TOTAL AFTER ADJUSTMENTS 8,129 5,096 6,349 58,230
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4.2. Key operational figures of PGE Capital Group
Table: Key operational figures
0, 0,
Keyfigures Unit 2016 2015 pchange 541y % change
Lignite extraction Tons m 47.68 49.40 -3% 49.97 -1%
Net electricity production TWh 53.67 55.58 -3% 54.84 1%
Heat sales GJm 18.06 18.18 -1% 17.94 1%
Sales to final customers* TWh 42.91 39.00 10% 39.64 2%
Distribution of electricity** TWh 34.32 33.38 3% 32.54 3%
*3FtSa 6& tD9 hoNsild {d! ® gAGK FRRAGA2YFE SaldAYFdA2y FyR gAGK GF1AY3 A
** with additional estimation
) _ 1 2 3 4 4
Key figures Unit Q Q Q Q Q
2016 2016 2016 2016 2015
Lignite extraction Tons m 11.10 10.58 13.07 12.93 11.84
Net electricity production TWh 13.16 12.26 13.62 14.63 13.84
Heat sales GJm 7.80 2.38 112 6.76 6.15
Sales to final customers* TWh 10.70 10.73 10.47 11.01 9.97
Distribution ofelectricity** TWh 8.64 8.27 8.52 8.89 8.58
F &lftS&8 0& tD9 hoNsilG {d!'® AGK FRRAGA2YIFE SAGAYIGA2Y FYR 6AGK GF1Ay3
** with additional estimation
4.2.1. Balance of energy of PGE Capital Group
Sales of electricity
Table: Sales of electricity outside the PGE Capital Group (in TWh)
0, 0,

Sales volume 2016 2015 % change 2014 b change
SALES IN TWh, including 104.35 10170 3% 10314 -1%
Sales to endisers* 4296 39.05 10% 39.60 -1%
Sales on the wholesale market, including: 5913 60.89 -3% 6244 2%

Sales on the domestic wholesale marlmiwer 5315 5771 8% 5654 204

exchange

Other sales on the domestic wholesale market 583 307 90% 3.10 -1%

Sales to foreign customers 0.15 011 36% 2.80 -96%
Sales on the Balancing Market 2.26 176 28% 1.10 60%

* after elimination of internal sales within PGE Group
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Table: Sales of electricity outside the PGE Capital Group (in TWh)

Sales volume Q1 Q2 Q3 Q4 Q4
2016 2016 2016 2016 2015
SALES IN TWh, including 2546 2517 26.29 2743 25.82
Sales to endisers* 1071 10.75 1048 11.02 9.99
Sales on the wholesale market, including: 1427 1385 1527 1574 1531
Z?(I:ehz r?g ethe domestic wholesale marksiwer 1275 1247 1382 1411 1444
Other sales on the domestic wholesale market 149 1.36 143 155 0.84
Sales to foreign customers 0.03 0.02 0.02 0.08 0.03
Sales on the Balancing Market 048 0.57 0.54 0.67 0.52

* after elimination of internal sales within PGEoup

The growth in sales volumes to end customearscomparison to 2015esulted mainly from having contracted
additional volumes in the corporate client segment in A and C2x tariff groups. The decline in volumes sold via the
Ll26SNJ SEOKIFy3S A& O02yySOiGSR 6AGK RSONBIFASR IPmENT GA2Y
higher sales volume on other wholesale markets was driven by performance of contracts for PSE S.A. and Enea
Operator S.A. in the Conventional Generation segment. Higher sales volumes on the balancing market were

connected withsales under the Gd Intervention Reserve Servidea L wl2€ 0 @
Purchases of electricity

Table: Purchases of electricity from outside of the PGE Capital Group (in TWh)

Purchases volume 2016 2015 % change 2014 % change

PURCHASES IN TWh, including: 55.4: 50.92 9% 53.1¢ -4%

Purchases on the domestic wholesale market 4281 40.5¢ 6% 3787 79

power exchange

Purchases on the domestic wholesale market, 5 0° 3.0¢ 319 5 2C 23

other

Purchases from abroad 0.0¢ 0.0z 100% 2.7% -99%

Purchases from Balancing Market 7.3C 6.3¢€ 15% 7.41 -14Y%

Purchases volume Q1 Q2 Qs Q4 Q4
2016 2016 2016 2016 2015

PURCHASES IN TWh, including: 14.02 1367 1371 14.03 13.37

Purchases on the domestic wholesale market 1057 1064 1080 1083 1033

power exchange

Purchases othe domestic wholesale market, 124 115 124 160 137

other

Purchases from abroad 0.02 0.02 0.01 0.01 0.00

Purchases from Balancing Market 219 1.86 1.6€ 159 167

Increased purchases on tldomestic wholesale marke power exchangen comparison to 201%vas caused by

higher demand for electricity in Supply segment due to higher volume of sales to final custétighrsr purchase

volume was also recorded on other wholesale market what is a result of increased purchase on localfioarket
t20FyASO LRESNI LI Iyl SESOdziSR o6& tD9 hoNkG {d! d | ATKSN
of necessity to balance the contracted sale, purchase and generation
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Production of electricity

Table: Production of electricifin TWh).

Generation volume 2016 2015 % change 2014 % change
ENERGY GENERATION IN TWh, including 5367 55.58 -3% 54.84 1%
Lignitefired power plants 37.26 3898 -4% 39.22 -1%
including cecombustion of biomass 0.00 0.34 - 0.39 -13%
Coaffired power plants 1071 1104 -3% 1135 -3%
including cecombustion of biomass 0.30 043 -30% 0.44 -2%
Coalfired CHP plants 0.98 1.30 -25% 110 18%
Gasfired CHP plants 233 2.05 14% 116 7%
Biomasdired CHP plants 043 0.46 -7% 043 7%
Pumpedstorage power plants 0.45 0.57 -21% 0.52 10%
Hydroelectric plants 043 0.36 19% 042 -14%
Wind power plants 1.08 0.82 32% 0.64 28%
Generation volume o1 0z 3 = o
2016 2016 2016 2016 2015
ENERGY GENERATION IN TWh, including 1316 12.26 1362 14.63 1384
Lignitefired power plants 8.50 8.35 1030 1011 9.34
including cecombustion of biomass 0.00 0.00 0.00 0.00 0.09
Coalfired power plants 274 273 2.60 2.64 272
including cecombustion of biomass 0.09 0.09 0.10 0.02 0.09
Coaffired CHP plants 0.39 014 0.09 0.36 0.38
Gasfired CHP plants 0.80 051 0.19 0.83 0.75
Biomassdired CHP plants 0.12 0.12 0.13 0.06 0.12
Pumpedstorage power plants 0.18 0.08 0.06 0.13 0.20
Hydroelectric plants 0.13 011 0.07 0.12 0.05
Wind power plants 0.30 0.22 0.18 0.38 0.28

Generation level in 2016 in comparison to 2015 was mainly affected by lower generation iHiliggifower plants. It is a
NBadzAZ G 2F RSOfAYyS Ay LINRBRdAzOGAZ2Y AY

accading to particular requirements for peak units within IED

. SUOKI G5

7

a

D N3zLJK

G4EU2

9.

L2 6SNI LX |y

A decline in production at coafired power plants was caused by lower generation in Dolna Odra power plant what is a
consequence of lower utilisation of units by PSE S.A. Moreover, unitm®@dnia Odra power plant was in overhaul from
September 24, 2016 till December 20, 2016.

Decrease of productionoaHired CHP plantss a result of lower production of electricity in PomorzadiylP what is a

consequence of limitation of working time to 17,500 h in years Z@#Baccording to requirements for natural derogation
within IED Additionally, lower electricity produced in-generation in Bydgoszcz CHP is a consequence of takinof qraet
of the heat market by th&hermal Processing Installation in Bydgoszcz

440f 151



al yI3sSySyid .2FNRQa NBLRNI 2y OGA@GAGASE 2F tD9 t2fail DNHzZI 9
and PGE Capital Group of for the year 2016

Increased production in gdsed CHP plants results mainly from continuation of electricity production i co
ASYSNY A2y gAGK KSFG | F3SN HRAe tk Bvouraoly ficed Sgadfdef Ay [ dzof A

Higher production in wind farms results mainly from increased installed capa@a8hyiW in wind farms commissioned in
the fourth quarter of 2015 and first quarter of 2016.i.e

FW Lotnisk@ 90 MW;
FW Reskdl ¢ 76 MW;
FW Karwiceg 40 MW,
FW Kisielice § 12 MW,

with the lower generation from other wind farms due to unfavourable wind conditions

An increase of production in hydroelectric power plants is a consequence of more favourable hydrological
conditions mainlyin the fourth quarter of 2016.

Lower production in pumped storage power plants results from the nature of these genendomhich in the
three quarters of 2016 were used to a lower extent by PSE S.A

4.2.2. Sales of heat

In 2016 the heat sales in PGE Capital Group totalled 18.06 GJ million and were |Id%ecbmpared t@015. Lower
sales of heat resulted mainly from limitation of working time of Pomorzany CHP to 17,500 h in yeai2026816
according to requirements for natural derogation withEED
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4.3. Conventional Generation segment
4.3.1. Assets

Conventional Generatiom PGE Capital Group includes RBEK ®! @ o6l &SR Ay . SUOKI{isgd ¢
12 branches which are located in nine voivodships of our country. Branches include 2 lignite mines, 4 conventional
power plants and 8 CHP plants.

The Group is the leadef lignite mining, with a share in the extraction market of this raw material accounting for
79% of domestic extraction; it is also the largest generator of electricity as it generates app¥oof3omestic
grosselectricity production (including approxX34% by Conventional Generation segmemwn calculation based on
data from ARE for 20)6

The generation is based on lignite extracted from mines owned by the company as well as hard coal, gas and
biomass

Diagram: Main assets of the ConventioBaheration segment

CONVENTIONAL ASSETS

Ec. Szczecin 69 MWe

Ec. Pomorzany 134 MWe \l'

El. Dolna Odra 1.362 MWe d

podlaskie ZEC Bydgoszcz 227 MWe

Ec. Gorzow 98 MWe

A

mazowieckie
Ec. Zgierz 39 MWe

Jodzkie
El Turéw 1.499 MWe
-.AA lubelskie

Swietokrzyskie

Ec. Lublin Wrotkéw 247 MWe

Ec. Kielce 18 MWe

podkarpackie

Ec. Rzeszow 132 MWe
El. Opole 1.492 MWe

El. Belchatow 5.298 MWe

El. - Power Plant
Ec. - CHP

ZEC - CHPs Main production fuel: .l hard coal -lAA lignite “ gas (’ biomass
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Table: Installed capacity and production in branches of Conventional Generation segment
. . Installed
Annual energy generation Annual heat generation -
capacity
. [GWh] [GJ ths.] G4EU1
Branches Main fuel types [MWe]
2016 2015 2014 2016 2015 2014 2016
'pIaSmU OKkUs g lignite 20983 31698 31515 2,004 1,924 1,904 5298
. . lignite,
¢Cdz2Nk g LIR2 g . 7,271 7,278 7,711 675 666 492 1,499
biomass
Opole power plant hard coal, 6324 6240 6,316 121 116 119 1492
biomass
Dolna Odra power hard coal, 4385 4802 4536 347 314 311 1362
plant biomass
Lublin methanerich gas,
2 NP @i 156 |/ hard coal 1,167 972 417 3,049 2,861 2,845 247
wi §aiseg ¢ Methanerichgas, 652 611 264 1784 1728 1,637 132
hard coal
Pomorzany CHP hard coal 338 597 510 2,204 2,766 2,739 134
s gas,
D2NJ s5¢ /| 617 580 586 1516 1,389 1,390 98
hard coal
Bydgoszcz CHP hard coal, heavy oil 410 455 424 4,285 4,343 4519 227
Szczecin CHP biomass 394 423 400 562 680 624 69
lignite,
Zgierz CHP hard coal, 85 102 20 429 387 363 39
gas
Kielce CHP hard coal, biomass 74 75 61 1,596 1,509 1,485 18
TOTAL 51,700 53,833 53,260 18572 18,683 18428 10615

Diagram Change of installed capacity in Conventional Generation

Turdw
10,996 u1o
MWe -200
Delna Odra
[VE]

-205 ZEC

ZEC

Bydgoszcz Kielce Rzeszow Zgierz 10,636  Bydgoszcz
el CHP CHP CHP MWe EC1 10,615
14 +7 +30 +22 -21 MWe

Installed Lignite Hard coal Hard coal Installed Biomass Gas CHP Hard coal Installed Installed Hard coal Installed
capacity power plants  power plants CHP capacity CHP CHP capacity capacity CHP capacity
2012 2013 2014 2015 2016

In 2016 due to liquidation of CHRin ZEC Bydgoszdhe installed capacity in Conventional Generation decreased

by 21 MWe.
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4.3.2. Lignite mining

Review of main issuesith regard toresources

Lignite resources

Lignite deposit reserves are determined based on a reserves inventory maintained in the reserves register (art. 101 p. 3 of
the Geological and Mining Act).

Table: Lignite resources data as at the end 065201 lignite output in 206

Resources as at the end of Output in 2016

%0208 2016
[Mg million] [Mg million]
. SUOKFigis & DOKI G35 & Industrial 47.47 16.24
. SUOKFiéld{d O SNOs 4 Industrial 616.11 2394
¢ dzNF¥ ¢ industrial 309.85 7.50

Longterm projects

Ly 2NRSNJ (2 SyadzaNB odza
LINE RdzOG A2y dzyAGaz 62N]J
Projeci o %02 O1 S6¢

Executing theproject in 2016 mainly consisted of a procedure to obtain a decision on environmental conditions for the
investment and changes in planning documentation for municipalities where the planned investment is to be implemented
According to the adopted schetilS = 206 GF Ay Ay 3 | 02y 0Saairzy F2NJ 6KS YAyAy3
take place irDctober2017.

Projedi o Fdzo A Y

Project connected with the obtaining a concession for the mining of lignite dbtien 2deposit until the end of 2014he

project had been implemented by a dedicated subsidiaR®E S.&.PGE Gubin Spo.o.As of the beginning of 20IBGE

Gubin Sp. z o.avas liquidated and its legal liabilities were taken ovePBE GIEK SMhile organizationally the projetias

been implemented by the dedicated project team

Project work in 2016 mainly consisted of a procedure to obtain a decision on environmental conditions for the investment

and changes in planning documentation for municipalities where the planned investsn® be implemented. According
to the adopted schedule, a concession for coal mining at the Gubin 2 deposit is expected to be obtained by December 2018

ySaa O2yiliAydaAaide |y LINEaged O i

A R t
A& dzyRSN¥lLe (2 2060FAY. I O2y0Saa

Current rehabilitation operations

The law in force (Act on Protection of Agricultural and Forest lthe@eological and Mining Aptovides for the obligation
to rehabilitate postmining land Therefore, mines conduct rehabilitation work on pasning land, where miningctivities
are discontinued

Rehabilitation works are carried out successively with the developing mining operations, based on the technical ARt

conceptual documentatiopursuant to administrative decisions regarding the rehabilitatRachmation targets assume
that after mininghas been finished STOKF (is ¢ FA St RXI {ihtetnbl SadpdsilldnvolefdtestRwhite y ZN
mining excavationsvill involve water reservoiréwith shoresintended forforests. Additionally, rehabilitation of external
heap inField{ T OT $SviliBveleforested area, sporting and leisure area, farmamgl commercial

GG8

Mine Liquidation Fund and provision for rehabilitation of land

Pursuant to the provisions the Geological and Mining Business operators extracting minerals in ofpthmines must
contribute to the Mine Liquidation Fund an amount equivalent to 10% of the charged exploitation fee; raised funds must be
deposited on a separate bank account. The Fund is charged to the toptngit mining operations. The transfer of funds
takes place on a monthly basis and the amount contributed depends on the extraction output achieved in the reporting
period. Interest earned on the Mine Liquidation Funds increase the value of the Fund

Mines belonging to the Group estimate future expenses to be incurred for the rehabilitation of land where mining
operations ended. The amount of the costs is determined based on projected costs of rehabilitation operations and the final
pit improvement In 2016 the technical plan of rehabilitation was updatéd accordance with the new plan, part of
rehabilitation operations in Field $ U O Kl Bespdstponed until the reclamation of Figldl O1 $sNdisked

The reclamation provision is also creategower plants and CHP plants of the company and is related to ash storages and
liguidation of tangible fixed assefsee note 21.1 to the consolidated financial statements)
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4.3.3. Key financial figures

Table: Key figures for Conventional Generation

in PLN million 2016 2015 % change 2014 % change
Sales revenues 11,738 12,715 -8% 12,906 -1%
EBIT 2,691 -5,732 - 3,296 -
EBITDA 4,182 4,698 -11% 4,983 -6%
Capital expenditures 6,179 6,495 -5% 4,362 49%
1 2 3 4 4

PLN million 2((316 2(316 2(316 2(316 2(315
Sales revenues 3,073 2,579 2,879 3,207 3,237
EBIT 680 235 500 1,276 739
EBITDA 1,000 568 878 1,736 1,112
Capital expenditures 1471 1,384 1,454 1,870 2,481
4.3.4. Key factors for the results of the segment
Chart: Key changes of EBITD8anventional Generatioim PLN millioh

2500 -

oo | L

sa00 |

2200 |

4000 - JR— _—

3800 |-

3600 |-

3200 |-

3200 |-

s e e 0 Mo ot oftel O it cose . T Ccons e

Change 380 288 122 1sa 22 s a0 36 34 50 155 sot

EBTDA2015 4698 9515 sss 411 253 23 765 329 2574 93 1411

EBITDA 2016 8847 e8 227 265 19% 1155 293 2608 643 a0 a1

Key factors affecting the results of Conventional Generation segment éc@dipared to the results of the previous year
included

Decreased sales volume of electricityainly as a result of lower productioat . S U O Kpowes plant
resultingfrom working time of unit no. 1 limited to 1,500 h in 20&6cording to particular requirements for
peak units within IED

Decrease of electricity pricesyhat attributed to the relevant decrease of revenues from salegerage sale

price of electricity realised by the Conventional generation segment in 2016 amounted tc6BIMNWAh, while

it amounted to PLN 1¥MWh in 2015

Higherrevenues from LTC compensatioas a result of recognition in 2016 of LTC adjustment in arhofi

PLN 148 million in connection with the verdicts in court disputes: (i) favourable verdict of the Court of Appeal
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relating to adjustment of stranded costs for 2010 due to Opole power plant (PLN +173 million); (ii)

unfavourable verdict of the Supreme @zNJi

NBEe2SOiA2y

(PLN-25 million)

2F Olaalidazy |

Ay

a02 LS
LILIS |- ¢

2% 3t a
Ay OFas

b Redza i YSy i

2T 3l a

Lower revenues from certificatemainly due to revaluation dfertificatesin Szczecin CHP (P18 million).
Higher revenues from ancillary control servicemjainly resulting from cold reserve mechanism services
provided by Dolna Odra power plant (units no. 1 &)ydo PSE S.A.
Lower costs of fuels usedncludingmainly hard coa) biomassand gas It is effect ofdecreased generation of
electricity from hard coal andower hard coal prices sawell aslower generation of electricity from co
combustion of biomass due to decreased profitability of electricity production in that technology (the impact of
provisions of RES law and low prices of green certificafesyrease of costs of gas useddespite he
increased volume used is a result of lower prices of gas on the commodity exchanlykdén changes on
different types of fuel are presented on the chart below
Higher C@costsas a result of higher cost per unit of £€nission and lower amount of all@nces granted

free of charge

T 2 N.
I R2dza i

Lower fees for use of environmenmainly resulting from lower electricity generation and as a consequence
lower emissions (SONQ) and higher efficiency of denitrification and desulphurisation installations due to
more strict emissions limits
Higher personnel expenseasainly as a result of higher costs of Voluntary Leave Program
Change of reclamation provisioas a result of change in technical assumptions with regard to the reclamation
andexcavation pit managemeranddue to the change of the discount rate
Lower capitalised costsamong other, as a result of lower volume of overburden removal in mines and
recognition of lower removal costs as asset

Chart: Costs of fuels consumption (including transport) in Convert®aaeration [in PLN milli¢n

2.500 -

2.300 -

2.100 -

-6,4
min GJ

-0,9
PLN/GJ

+2,1 -5,6
min GJ PLN/GJ

-4,6
min GJ

PLN/GJ
I

+03
min GJ

-13,8
PLN/GJ

—
1.900 |
1.700 -
1.500
Fuels Hard coal  Hard coal Gas Gas Biomass Biomass Heavy oil Heavy oil Fuels
2015 volume price volume price volume price volume price 2016
Change -73 -109 58 -109 -110 10 -22

Fuels 2015

Fuels 2016

2.382

1513

1331

484

329

52

40

1.996
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4.3.5. Capital expenditures
Table: Capital expenditures incurred in Conventional Generation segm#2016, 2015 and 204.
Capital expenditures
PLN million
2016 2015 % change 2014 % change

!nvestments irgenerating capacities, 5,585 5,504 1% 3,646 5104
including

A Development 4,248 3,048 39% 914 234%

A Modernisation and replacemer 1,337 2,455 -46% 2,732 -10%
Purchase of finished capital goods 85 64 33% 65 -2%
Vehicles 6 27 -718% 9 200%
Other 56 122 54% 64 91%
TOTAL 5,732 5,717 0% 3,784 51%
Cgpltallzed costs of overburden removal 447 778 43% 578 350
mines
TOTAL with capitalized costs of 6,179 6,495 5% 4.362 29%
overburden removal

PLN million Ql Q2 Q3 Q4 Q4
2016 2016 2016 2016 2015

!nvestments in generating capacities, 1,320 1,221 1,304 1,740 2,188
including

A Development 920 878 1,041 1,409 1,183

A Modernisation and replacemer 400 343 263 331 1,005
Purchase of finished capital goods 10 19 12 44 19
Vehicles 4 0 0 2 10
Other 4 8 13 31 66
TOTAL 1,338 1,248 1,329 1,817 2,283
Cgpltallzed costs of overburden removal 133 136 195 53 198
mines
TOTAL with capitalized costs of 1471 1,384 1,454 1,870 2481

overburden removal

Highest capital expenditures in 2015 were incurredfierfollowing projects
construction of units 5 and 6 in Opole power plant

PLN 367 million;

L32 ¢ SNJ LJ | y GPLN518million;
AY ¢dzNFk g L2 RINNDSLilliony
Ay D2NIsg /1t PLN215million;
L2 6 SNJ LJ I y i PLN37million;
tfAyS D5 ™M Ay PLR32OIKOh (s 6 f A
LJ2 6 S NJ PLX26 nyfllion.

comprehensive modernization of unitsl2-. STOK I (5 ¢
O2y a0 NHOGA2Y 2F dzyAll y2d mwm
O2y&alGNHzOGA2Y 2F [/ D¢ dzy Al
comprehensive modernization of unitsal Ay ¢ dzNXk ¢
O2yaiNHzOGAZ2Y 2F 23SNDJNRSY
construction of desulphurizatioimstallations of units4c Ay ¢ dzNk &

Key developments in 2016 in Conventional Generation
A contract to modernise generatorsal | G ¢ dz2Nk 6 LI 6SNJ LX I yd gl a &aix3iaySR Ay
St SOGNRAaGI GAO LINBE GBwadsigred i NiaEch; aslihese caiNdacis Qere sidnéd, codtractors for the
specific modernisatioa A 4 f I Y R&&¢ & SINBlzyM&&dz9R RSOt I NI GA2ya 2y (GKS 02,
2016
In March works connected with the construction of NOx reduction installation on units no. 1, 2 and 4 in Opole
power plant were completed, the last irsdtation on unit no. 2 was commissioned on March 18, 2016;
Ly !'LINXEZ | y20A0S (2 LINROSSR gl a AaadzsSR F2NJ GKS 02y
GAGK 9ySNHe wSO2¢0SNE |G wiSalseg /1t¢€
Ly WdzyS Y2 RSNYAGKIRI sdgy ALI2 o/2ND Ldf FAWE . 6Slta O2YYAaaAaz2y SR
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Ly WdzyS CD5 Ayadlttrarazya 2y dzyAd

Ly {SLISYOSNI dzyAd

modernisation

a yz2e nzxz
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In Septemberse of conveyors for transport of overburden the dumping groundvas commissioned in the
SOOKI lis ¢ ($okalle@ADillBe),YA Yy S
In Sptember an agreement was signed with regard to construction of installation of-dgmflue gas
desulfurizationand in @tober with regard to construction of installation of catalytic flue gas denitrification for
two Benson OR06boilers inPomorzanypower plant
In December a trial run of the gas unitbn2 NJ CHB has commenced and occupancy permit was obtaiftes
unit was commissioned on Janu&y, 2017.

4.3.6. Responsible approach to natural environment

The environmental management system

t D9 DAQ9Y { ! d | LIIXASE tD9 DNRAAIQA 9OYDBANRBYYSyGl

t NEH'S

covers among other things an Environment Management System in accordance vtk F3O 14001. The environment
GKS O2YLIl yéeQa t20lFGA2yas AysSOf dzRA y 3
14001 standards contributing to protecting the environment and preventing pollution in a manner that takes into
consideration both social and economic negdnewith the idea of sustainable development

management system is deployedlaf f

2T

The concept of a unified Environment Management System is intended to harmonise documentation and improve
effectiveness of managing the environmental protection area. This includes, among other things, centigémment of

SY@ANRYYSyGlrt | aLlSoda

reviews Furthermore, in BranclZEDO and BrandBlektrownia Opolean environment management and audit system
(EMAS PI1:2999)iis place, which together with an environmental declaration is subject to annual audit by an independent

accredited auditor

Energy from biomass

Generation of green energy from renewable sources has a positive impact on the environment by contribthieg to
reduction of C@and S@Q it allows to reduce cobustion waste (ash, slag, etc.).dtso stimulates local biomass producers
(including farmersandenables to reuse fallow land and dry residues from forest production

Currently PGE Group doesnét8 oA 2Yl aa F2NJ O2YodzaliAz2y 2yfeé
power plant. In 2016 generating units in PGE GIEK S.A. used nearly 1 million tons of biomass

Air protection

Ay

.8@R323a

From January 1, 2016, PGE GIEK S.A. installations/sources apérat with emission standards set out in the IED Directive

or use the derogation mechanisms provided therein. Derogation is intended to give existing installations additional time to
technically adapt to the more rigorous emission requirements spddifi¢ghe IED or exempt them from the requirement to
observe these if modernising such a facility would be unjustified due to a limited expected lifecycle

In 2016, PGE GIiEK S.A. significantly reduced emissions,

compared with the previous year:

SO; by 48% - mainly due to the operation of

Befchatow power plant units with the SO0:
emission standard of 200 mg/m? from January 1,
2016 as well as the operation of ELB unit 1 as a
“peak-reserve” source for 1500 hours (shorter
operational time) and the launch of 10S on units 3-
4 at EC Bydgoszcz Ii;

NOx by 17% - the largest NO. emission reductions
occurred at Betchatéw, Opole and Turgw power
plants, resulting from the adaptation of these
installations to the 200 mg/m? standard;

particulate matter by 29% - the largest reduction
in particulate matter emissions occurred at
Betchatow and Opole power plants, resulting from
the adaptation of the 20 mg/m? standard.

3,5

s NO,. (I &ft axis)

Particulate
matters(left axis)

w— S0 (right axis) -94%

000

0

Emissions reported in kg/MWh
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Inyears 198 nmc t D9 DA9Y 0L} ¢ SNJI LI DoyfaiQilrs) reduSed Enfiskians, BEO4%hH NGBy S = ¢ dz
60 % particulate matterby 99%.

A detailed list oNQ, SQand particulate matter emissions by PGE GIEK S.A. is presented in appendix 1 to this report
The following emission limit values were exceededEC Bydgoszcz in 2016

at EC Bydgoszcg the monthly average limit of S@missions was exceeded in one month

at EC Bydgoszczqll6 cases in which the daily average limit of SO2 emissions was exceeded. These cases
resulted from technical faults ahe new IOS installation as well as regulation work and installation warranty
measurements

CQemissions

The third settlement period, covering years 2€AR0, began in 2013. During this period, rules for allocating free
allowances for CCemissions to all EU ETS participants changed, in particular for producers of electricity and heat. As a rule,
starting from 2013, each subsequent year of the third settlement period is a line decline of the number of,fezi€3dn
allowances allocatetb installations.

CQ emission allowances for heat production were allocated unconditionally.

Conditionally allocated are G@®mission allowances for electricity production. The condition for allocatinge@i3sion
allowances for electricity producers is the completion of investment tasks that lipie@iSsions, as listed in the National
Investment Plan.

The volume of emission allowances for electricity production was specified for each PGE GiBH&lIStidnifar each year
of the period 2013020 in the Ordinance tfie Council of Ministers datefipril 8,2014.

It is assumed that PGE GIEK S.A. installations will receive a tb#l 267,186 allowances during the 2013020 period,
including

7,271,832allowances for heat productign
137,995,354 allowances for electricity production (without allowances for new capacities)

TKS @2fdzyS 2F FTNBS Lft26ly0Sa gAaftt O2yadaiddaZiS | LILINRPE® o
than 480million tons ofCQ.

The volume of C{missions for 2016 wdsb,936776 tors. Based on the balance of allowances and actuak@ii3sions, a
shortage 0f36.065.830allowances exists. This shortage will be compensated through the purchase of allowartices on
external market with the intermediation of PGE S.A.

A detailed balance of G@mission allowances together with €émission levels for PGE Group installations for 2016 is
discussed in chapter®4 of this report

Management of waste and bproducts

The generation of waste is an unavoidable consequence of producing electricity and heat in conventional plants using fossil
fuels and biomass. Waste is mainly produced directly in combustion processes or in support processes.

In the waste gas combusti@nd purification process, several types of waste are produced: ash and slag mixtures from the
wet discharge of combustion waste, fly ash and solid waste from lime desulphurisation methods, fly ash from coal, slag, ash
from biomass firing and efiring, sar fromfluidised beds, microspheres.

Waste from lignite combustion account for more than 91% of all combustion waste. The specific properties of ashes from
lignite combustion and the high variability of their parameters limit the potential for the comatense of these
substances. This results in the necessity to deposit them at storage sites, which generates costs (production and
environmental fees) or their management through filling unused transformed land.

Ashes and slags from lignite combustionéngarious commercial applications. Their widespread use is connected with their
properties, which allow them to be widely used in the cement, construction or road industries.

Synthetic gypsum produced in waste gas matfon processes is characteds by very good physical and chemical
parameters thanks to which its properties are comparable to the properties of natural gypsum. In 2016, over two million
tonnes of postreaction gypsum was produced at PGE GIEK S.A. installations, including nearly @&g%oradiet that is

used in the construction industry to produce cardbegybsum boards and construction mixturgis product islso used

in the cement industry.
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A breakdown of the total weight of waste created at PGE GIEK S.A. installations isgresappendix 1 to this report.

The Company consistently improves and expands the scale of usage for combustion waste, conducts research and seeks
new applicatiosin line with sustainable development rules. These actions are aligned with EU poleissddat reusing

waste, protecting natural resources and minimising adverse impact on the environment, including through limiting the
guantities of waste deposited at storage sites.

Management of waste water

Conditions for managing waste water are specified in relevant permits, including in particular integrated permits and water
law permits. Monitoring is conducted at PGE GIEK S.A. branches ofgeim@ibasis as regards the quantity and quality of
water colected and waste discharged.

For technological purposes, tea is collected from groundwater outlets, which is subsequently subject to purification
processes. In order to limit the quantity of raw water consumption, clesedits are used, and old teablogical water and

waste water are used in other processes. Waste water created as a result of power plant azhdyeadver plant
production activities is subject to a purification process, including stalie cleansing, and subsequently discharged to
groundwater or transferred to municipal companies. Modern waste treatment systems are an element of protecting the
cleanliness of water. At its branches, the company also applies passive protections, which are used to safeguard
groundwater, e.g. from containation by leaks from oil and chemicals containers or discharges from coal storage sites.

Mining of lignite in an opepit mine, which takes place at two PGE GIEK S.A. lignite min€sOOK | (i5 4 I Yy R ¢ dzN& ¢
the rockmass to be initially dewatereghich has substantial impact on hydrogeological conditions and results in changed
hydrodynamic relations. Water management at lignite plants is related to dewatering both inside the rockmass and at the
surface of the pit. Water from the pit is taken outfteld reservoirs, the task of which is final purification of water through

natural sedimentation osuspensionsassistedy plant filters. Once the water is purified, it is at least class Il water in purity

terms.

Total volume of waste water by qualiyd final destination iIPGE GIEK Sig\presented in Appendix 1 to this report
Reclamation of adverseliyansformedIland

Mining lignite in operpit mines causes larggcale transformation of land surface, which in turn is a factor causing changes
in the natural environment, especially as regards landscape. The scope and size of these changes are dependent on both the
applied mining technology and the sensitivity of specific components of the environment.

Postmining areas that are no longer necessary for deposit mining and storing overburden are subjeejdimgon
reclamation during the entire period of mining activity in accordance with conditions specified in administrative decisions.
Reclamation pefof SR i G KS /2YLIl yeQa oNIyOKSa O2yairaia 2F NBildz
natural as possible). Land reclamation is performed through technical reclamation (land shaping and construction of
essential technical infrastructure) anglogical reclamation (ground preparations, introduction and maintenance of plants).
Largescale reclamations are mainly being conducted within the following ¢4@&ni f A3y A (S YAy Say vYz.
. SOOKI s gd

Existing lignite mining activity is the bgsbof that it does not always go along with the devastation of surface (earth) and

water relations because these are of a temporary nature and do not significantly harm the basic processes of biological life.
Largescale production entails substantial 8B G A2y a (26F NRa (GKS yIidaNIt SygiNp
development strategy is based around efforts to minimike environmental footprint. Years of experience and the
implementation of innovative and effective efiiendly technological sotions allows to significantly mitigate the effects of

lignite mining. Reclamations conducted thus far have given rise to vast forest and water complexes where many animal and
plant species are present.

Mitigation of noise emissions
Permissible noise emiss levels for each installation are specified in relevant permits, mainly integrated permits

Noise emission measurements grerformed every two yearor ad hoc upon request aczomplaint by external entities
Noise emission measurements taken in 201pa@ter plants and heaandpower plants did not show significant breaches
of permissible noise emission levels. Slight breaches of noise emisster(djppirox. 1.8 dB at night) werecorded in the
fourth quarter of 2016F N2 Y G KS | NBI raire . SOOKFGsg fAIYyAGS
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4.4. Renewables segment

4.4.1. Assets
¢KS tD9 /IFLAGIFEE DNRdzZLIQa 2LISNF A2ya
include

A 1l4wind farms

A 1 photovoltaic power plant;

A 29 runof-river hydro power plants;

A 4 pumpedstorage power plants, including 2 with natural flow.

Diagram: Main assets of the Renewables segment

FW Lotnisko 90 MWe*

ESP Zarnowiec 716 MWe

FW Wojciechowo 28 MWe FW Pelplin 48 MWe

FW Malbork 18 MWe
FW Karwice 40 MWe

FW Karnice | 30 Mwe "N
|

pomorskie : |

FW Jagnigtkowo 31 MWe .« :zacho'dnioo

A §.A. WBefsSrsthedsbgien

RENEWABLE ASSETS

FW Kisielice Il 12 MWe*

: /| warmirisko-mazurskie

FW Resko | 14 MWe pomorskie

FW Kisielice 41 MWe

FW Resko Il 76 MWe

_./
\../JJ/, \(1 podlaskie
=

mazowieckie
ESP with natural flow wielkopolskie

Dychéw 91 MWe

todzkie

FW Zuromin 60 MWe

EW Debe 20 MWe

FW Kamienisk 30 MWe

dolnosiaskie lubelskie

opolskie Swietokrzyskie

EW Tresna 21 MWe podkarpackie

FW Galicja 12 MWe

ESP Porabka-Zar 500 MWe

ESP with natural flow Solina 200 MWE

FW - wind farm
ESP - pumped storage power plant
EW - hydro power plant

“\ wind @ water
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* Concession for electricity generation obtained in 2016.
Total installed capacity of run-of-river hydro power plants is 96.8 MWe.
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Table: Installed capacity and production in power plants of Renewables segment

. Installed
Annual energy generation .
capacity

Power plant [GWh] [MWe]

2016 2015 2014 2016
Runof-river hydro power plant 3031 2437 2989 96.8
9f STGNRSYAl 22RYyIl 5t 0S¥ 910 76.2 1001 200
Elektrownia Wodna Tresna 317 202 257 210
Elektrownia Wodna Myczkowce 294 255 209 83
9f STUNRBGYAlI 22RYyl t2NNO 272 190 230 126
Elektrownia Wodna Smardzewice* 127 137 189 36
9f STGNRSYAl 22RYyl hOl gl 122 9.6 9.6 32
Elektrownia Wodna Raduszec Stary 11.0 81 114 30
9t STUNRBSYALl 22RYylI DN} 2s 9.2 6.0 85 29
Elektrownia Wodn&orzupia Il 8.7 6.6 83 17
9t STUNRBSYAL 22RyYylI 5206N] 6.5 52 7.0 1.6
Elektrownia Wodna Krapkowice 6.2 53 6.4 13
Elektrownia Wodna Przysieka 5.6 4.3 47 14
Elektrownia Wodna Januszkowice 53 50 6.0 14
9t STUNRBSYAL 22RYyLF YNI LY 52 5.0 6.2 13
Elektrownia Wodna Gubin 4.8 35 4.1 12
9f STUNRBGYAl 22Ryl Al 3 Z 47 37 53 1.2
Elektrownia Wodna Rakowice 4.6 35 53 20
9t STUNRBSYAL 22RYLl . dzl s o 42 32 36 0.8
Elektrownia Wodna Zasieki 36 29 33 0.8
9t STUNRBSYAL 22RyLl Al 3t Z 35 29 39 0.9
Elektrownia Wodna Sobolice 2.7 20 25 0.8
Elektrownia Wodna Zielisko 24 30 32 15
9t STUNRBSYAl 22RyIl Yt AOIl 22 14 19 0.6
9t STUNRBSYAL 22RYyLlF AlFNYA 20 1.9 18 0.6
9t STUNRBSYALl 22RYyLl al 02V 1.9 14 21 0.8
Elektrownia Wodna Nielisz* 17 19 19 04
Elektrownia Wodna Szprotawa 16 15 23 0.8
Elektrownia Wodna MEW Myczkowce 13 12 09 0.2
Elektrownia Wodna Gorzupia | 0.0 0.0 0.1 09
Pumpedstorage power plants 446.9 561.2 512.9 1.216.0
9f ST{GNRGYALF 22RYyIl Al Ny 266.4 343.0 309.0 716.0
9f STUNRGYALlF -ARRYI t 2ND 180.5 218.2 203.9 500.0
Pumpedstorage plants with natural flow ** 130.3 120.8 123.4 291.5
Elektrownia Wodna Solina 91.2 82.0 73.7 200.2
9f STGNRGYALl 22RYyIl 5&0K 39.1 38.8 49.7 91.3

* hydro power plant managed 2014 by Retail Sale segment (current nanSeipply segment)

** including generation from pumgtorage cycle of 4.4 GWh and generation from natural flow of 125.8 GWh. Total generation frorstptagp cycle in
2016 amounted to 451.3 GWh and generation fivater totalled 428.9 GWh
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Table: Installed capacity and production in power plants of Renewables segment
Annual energy generation Ln;;?éig

Power plant [GWh] IMWe]

2016 2015 2014 2016
Wind farms 1.0833 8221 6430 5290
FarmaWiatrowa Lotnisko * 1746 00 0.0 90.0
Farma Wiatrowa Resko II** 1719 199 0.0 76.0
CENXEF 2AF0GNBGI AdINBYAY 1338 1572 1450 60.0
Farma Wiatrowa Pelplin 974 1124 94.9 480
Farma Wiatrowa Karwice*** 854 473 0.0 400
CFNX¥YI 2AFAONRBGF WFIYANG] 701 885 747 30.6
Farma Wiatrowa Kisielice 70.0 828 76.1 405
Farma Wiatrowa Wojciechowo**** 622 816 514 280
Farma Wiatrowa Karnice | 57.9 69.6 59.6 299
CINXYI 2AFGNRGI YIYASZA] 541 64.9 55.0 300
Farma Wiatrowa Malbork 36.8 415 37.3 180
Farma Wiatrowa Resko | 254 323 271.7 140
Farma Wiatrowa Galicja 238 241 213 120
Farma Wiatrowa Kisielice 1[***** 199 0.0 0.0 120
t K2G2@2€ GF A O*M2vg SNI LI | 05 0.02 0.0 0.6
TOTAL 1.964,1 1.747,8 1.578,2 2.133,9

* data for2016relateto periodMarch-Decembe2016

** data for2015relate to Decembe2015

** data for2015relate to periodJulyg Decembef015

**x - data for 2014 relate to period MarehDecember

wxxk - data for2016relate to period-ebruaryg Decembef016
wekkk % data or 2015relate to periodNovemberg December 208

In December 2015 Lotnisko wind farm with installed capacity of 90eMWd Kisielicdl wind farm with installed
capacity of 12 MW were commissionedBoth farms obtained concession for electricity generation respectively in

January and FebruaB016.Total installed capacity of the wind farms currently amounts to 529eMW

Chart: Change of installed capacity in Renewable energy

Wojciechowo h O g1 1,915

Lotnisko **

Reskal Kisielicél * +90

2,134
MWe

1,884 Al NJ Karwice +76 +12
1739 +145 Mwe T2 T3 Mwe ¢ [
MW —_——
'
Przyrosmocy +219
zainstalowanej MWe
run-of-river
Wind farms Wind farms hydro power PV Wind farms

2012 2013 2014

plant

* Wind farm operational in 2015; concession for electricity generation granted in February 2016.
**Wind farm operational in 2015; concession for electricity generation granted in January 2016.
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4.4.2. Key financial figures
Table: Key figures for Renewables
0,
in PLN million 2016 2015 % change 2014 % change
Sales revenues 717 761 -6% 767 -1%
EBIT -770 107 - 174 -39%
EBITDA 365 391 -1% 391 0%
Capital expenditures 144 931 -85% 374 149%
1 2 3 4 4
PLNmillion Q Q Q ° Q
2016 2016 2016 2016 2015
Sales revenues 213 157 126 221 215
EBIT 49 -769 -13 -37 2
EBITDA 114 91 51 109 113
Capital expenditures 76 19 18 31 366
4.4.3. Key factors for the results of the segment
Chart: Key changes of EBITDRénewables [in PLN millibn
440
420
400 - [
380 -
— Iu
360 |-
340 -
320
300
.. Sale of Revenues from
EBITDA Sale of electricity ~ Sale of property . Sale of property . Personnel EBITDA
2015 - wind rightsp- WFi]nd e{e;t;;;l;fy rightsp- Wgte agree_lrj;%n;[ with costs Other 2016
Change 41 -33 5 -35 2 9 -15
EBITDA 2015 391 136 129 70 43 246 83
EBITDA 2016 177 96 75 8 248 74 365

* excluding revenues and costs relating to balancing market not affecting EBITDA result

Key factors affecting the results of Renewables in 2016 compared to the results of the previous year included

The increase of sales of electricity from wind power plamtgs caused mainly by the increased volumes generated

what is connected with increased installed capacity in wind farms by 218 fdlgwing the commissioning of the

new wind farms

The decline of revenues from sales of certificatessulting from: (i) valuation of production of certificates at a
price lower by approximately PLM&6MWh in 2016 compared to 2015, what decreased the revenues by
approximately PLN-Y51 million; (ii) adjustment of valuation of certificates sold and in inventories what resulted

in decline of revenues by approximately PENLT million.
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The increase of sales revenues of electricity from hydro power plameisulting mainly fromincreased volume of
electricity sales b@2 GWHn comparison to the previous year

Higher sales revenues from ancillary control servicessult mainly fom indexation of revenues according to the
agreement withPSE S.A.

Decline in personnel expensésmainly related to employment restructuringlated tointegration of companies in the
Renewables segment 2015.

Unfavourable change in item Otheesults mainly fromhighercosts of repairs and maintenance and property tax by
approximately PLN 19 million as a result of commissioning of new wind. fatines operationspositively affected the
resultq by approximately PLN 12 million, mainly dusétilement of grants resulting from recognised impairment.loss

Negative EBIT of Renewables segment in 2016 results from recognition of impairment loss in amount of PLN 865
million, including PLN 82 million the fourth quarter of 2016. The impairmentwass driven by changes in the
market environment (projected prices of green certificates) and changes in the regulatory environment (increase of
tax burden due to Act on investments in wind power plants).

Capital expenditures

Table: Capital expenditurescirred in Renewable Energy segmien2016, 2015 ang014

Capital expenditures

PLN million
2016 2015 % change 2014 % change
_Invest_ments in generating capacities, 140 918 85% 353 160%
including
A Development 79 867 -91% 301 188%
A Modernisation and 61 51 20% 52 2%
replacement
Other 4 13 -69% 21 -38%
TOTAL 144 931 -85% 374 149%
PLN million QL Q2 Q3 Q4 Q4
2016 2016 2016 2016 2015
!nvestments in generating capacities, 76 18 18 o8 355
including
A Development 72 1 0 6 324
A Modernisation and 4 17 18 29 31
replacement
Other 0 1 0 3 11
TOTAL 76 19 18 31 366

In 2016 the highest capital expenditures were incurred for the following projects
construction of Lotnisko wind farm with capacity of 90 Miial settlement of thecontrac)  PLN69 million.

Key conclusions in Renewable Energy segment in 2016 included
concession for electricity generation in Lotnisko wind farm (90 MW) obtained in January 2016;
concession for electricity generation in Kisieliogitid farm(12 MW) obtained in February 2016.

4.4.4. Responsible approach to natural environment

Given the nature of its activites, PGE Energia Odnawialna S.A. is subject to the provisions of the Environmetited Pro
Law, Water Law andther acts and secondary legislati issued on the basis of sucbt@a These legal acts impose
commitments on the Company as regards its mining and investment activites, including

maintenance of river beds,

participation in costs incurred by river admitnégors,

participation in fish introduction costs as compensation for making it more difficult for fish to migrate as a

result of barrages being placed in water,

assurance of safe conditions: storage, transport and utilisation of waste in order to eepgtements for the

protection of the natural environment and waters.

t D9 9hQa I OhA AawiparBits andEnlirdninbidial dgcisionS f8d new investments

G4EN1Z
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As regards its activities, the company carries out water and waste water managemehbhsdall legally required
permits, including for the following activities

specific use of water,

return collection of water for the purposes of producing electricity,

discharging water as well as leakage water, rainwater and meltwater,

dischargingreated municipal and technological waste water.

For this purpose, the company operates equipment and installations that protect water from pollution. The
O2YLIl yeQa oNlIyOKSa O2yRdzO0G f I 02NF G2NB &l YLIX Aegpgctiv@¥ o
Voivodship Inspectorates for Environmental Protection

Hydro plants, includingumpedstorage plants, operatpursuant torelevant decisions, watdaw permits issued for

a specified time, therore if such a need arises therapany applies forxensions or new ones.

As of the date at which this report was prepared, no significant breaches were noted with regard to environmental
protection in hydro power and there are no issues or requirements related to environmental protectwmilyht
havean impactonthe2 YLJ y @ Qa dzaS 2F LINBLISNIe&és LI Fyd IyR SljdzA LIYSyY

The company continuously monitors and actively participates in programmes for developing water management,
covering the maintenance of river beds and retention reservoirs. The compamgerates with the Environment
Ministry, Regional Directorates for Water Management, National Fund for Environmental Protection and other
entities involved in water management, environmental protection and clean energy. These programmes make it
possible b more effectively use the energy potential of waterways and mitigate the negative impact of water
management facilities such as hydro plants on the natural environment. In accordance with environmental
protection requirements, fish passes are installechatvly-built and existing facilities so that fish can migrate. These
works have so far included

KFYyR2@SNJ 2F | FAakK LJlhaa +d GKS Ar3FZ LL o6FNNY3S

commencement of construction of a fish pass at the Krzywaniec barrage (completion planned for June 2017)
As egards the operation of wind farms, in order to meet requirements imposed in decisions on environmental
conditions, the following posimplementation monitoring was conducted at existing wind farms in 2016

ornithological monitoring (monitoring of local bl populations) and chiropterological monitoring (monitoring

2F €201t olFG LRLWAFGA2ya0 6SNE O2yRdzOGSR G GKS t St

farms and furthermore ornithological and chiropterological monitoring was launcetietie Resko I, Lotnisko

and Wojciechowo wind farms

a procurement procedure was launched for noise measurements at wind farms Pelplin, Lotnisko, Wojciechowo,

Resko II, Malbork and Kisielice | (planned award of con¢r@ct 2017)
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4.5. Distribution segment
4.5.1. Volumes, customers and operainal data
PGE Dystrybucja S.A. operates in the area of 122,433 sq. km and delivers electricity to over 5.3 million customers

DiagramArea of PGE distribution grid

PGE DISTRIBUTION NETWORK AREA

<

Table: Volume of distributed energy and numbecwastomers in 2016, 2015 and 2D1
Volume of distributed energy Number of customers according to
Tariff [TWh* power take-off points G4EUS
2016 2015 2014 2016 2015 2014
A tariff group 5.16 521 5.08 106 98 86
B tariff group 13.02 12.30 11.76 11,209 10977 10,626
C+R tariff groups 6.82 6.63 6.56 484532 490847 496,054
G tariff group 9.32 9.24 9.14 4811211 4,761,809  4,718887
TOTAL 34.32 33.38 32.54 5307058 5263731 5225653
* with additional estimation of sales
Table: Keypperational data in 2016, 2015 and 2014
Operational data Unit 2016 2015 2014
Number of stations: pieces 92,837 92,258 91,374
number of transformer stations pieces 92.474 91,874 91,019
MVA power MVA 29,903 29,500 28,714
Length ofpower lines km 285,701 283,804 281,290
HV lines km 10,197 10,143 10,096
MV lines km 110,798 109,938 109,054 v
LV lines km 164,706 163,723 162,140
Grid loss ratio % 5.8 5.9 6.3
SAIDI ratio minutes 401 442 474
SAIFI ratio per customer 4.49 472 3.98
Connection time days 248 291 307 GaEUe
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4.5.2. Key financial figures
Table: Key figures for Distribution
in PLN million 2015 zmiana 2014 Zzmiana
() %
Sales revenues 5,918 6,083 -3% 5,781 5%
EBIT 1,104 1,387 -20% 1,306 6%
EBITDA 2,230 2,461 -9% 2,329 6%
Cap|ta| expenditures 1,721 1,841 -1% 1,508 22%
2 3 4 4
PLN million Q Q < Q
2016 2016 2016 2016 2015
Sales revenues 1,510 1,412 1,444 1,552 1,602
EBIT 273 284 289 258 318
EBITDA 555 562 568 545 596
Capital expenditures 287 426 422 586 703
4.5.3. Key factors for the results of the segment
Chart: Key changes of EBITDA in Distribution [in PLN #illion
2,600
2,400
2,200 - — —
2,000 -
1,800
EBITDA Volume of Clha.nge.of Revenues from distoritl:]fltrion Network Personnel EBITDA
2015 distributed energy dISttr;?;?Dn connection fee relasted losses costs Other 2016
Change 118 -277 re"‘i‘:es -17 13 11
EBITDA 2015 2461 286 448 1052
EBITDA 2016 273 465 1039 2230

* Other revenues (reactive power, excess capacity, additional services), sale of transit services

Key factors affecting the results of Distribution in 2016 compared to the results of the pre@aumcluded

Increased volume of distributed enerdy 944.3 GWh, resulting frominter aliag higher number of
customers measured by power takE points (by approx. 43.3 thousand) in comparison to 2015 and
growing dynamics of energy camaption particularly on medium and low voltage
Decreased revenues from distribution servicessults from lower distribution tariffs for 2016 in comparison to
the approved tariffs for 2015 mainly due to lower return on capital resulting from WACC lovagrpogx.1.5

p.p. 6eep.545.)

Lower revenues from connection feedue to lower number of connections for large -tdikers and producers
7 wind farms, special economic zone and 2 substations for PKP were connected.in 2015
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Decrease in other revenueesulting mainly from revenues from lower reactive poweaused by decline of

the average price of electricity on competitive market for 2014 announced by the ERO President, that was the
base the calculation of fees for the reactive powe2@16.

Higher cost of electricity used to cover balancing differen@s a result of growth in balancing difference
volume connected with the increased demand for energy and change of supplies structure

Lower personnel costsesult mainly from change in actuarial resesv

Positive change in otheresults mainly from lower costs incurred for repairs and exploitation of the grid assets
by PLNL1 million.

4.5.4. Capital expenditures
Table: Capital expenditures incurred in Distribution segrime2016, 2015 ang014

Capital expenditures
PLNmillion

2016 2015 % change 2014 % change
MV and LV power networks 546 553 -1% 414 34%
110/ MV and MV/MV 182 223 -18% 132 69%
110 kV power lines 60 52 15% 49 6%
Connection of new offakers 572 585 2% 499 17%
E’:J(r:]fg:rs;e ofransformers and energy 153 183 16% 172 6%
IT, telemechanics and communication 140 157 -11% 135 16%
Other 68 88 -23% 107 -18%
TOTAL 1,721 1,841 1% 1,508 22%

PLN million Q1 Q2 Q3 Q4 Q4

2016 2016 2016 2016 2015
MV and LV powenetworks 91 136 134 185 212
110/ MV and MV/MV 22 39 39 82 115
110 kV power lines 5 13 16 26 34
Connection of new offakers 116 152 141 163 187
E:lzcr:]rt}:rs;e of transformers and energy 10 51 49 43 48
IT, telemechanics and communication 30 27 27 56 56
Other 13 8 16 31 51
TOTAL 287 426 422 586 703

In 2016 in Distribution segment the highest capital expenditures were incurred for implementation of tasks from
3 NP dzbdviection of new offakers | WM\RandiLV power networks

45.5. Responsible approach to natural environment
In 2016, as a result of its activities PGE Dystrybucja S.A. had impact on the natural environment throug
following: G4EN1Z

emission of gases and particulate matter

collection of groundwate(wells) and discharge of wastewater to water or ground

production of waste

electromagnetic field and noise emissions
¢KS O2YLIl yeQa |OUGABAGASE FTNB O2yRdzOGSR GF1Ay3 Ayidz O
protection regulations. Orgadil G A2yl f OStfta N8B RSaA3aylIGSR 6A0GKAY GKS
coordinating activities and meeting obligations with regard to environmental protection. In 2016, no breaches of
permissible norms were recorded in terms of environmentaitection such as would be the result of activities
carried out by PGE Dystrybucja S.A. The company continued its tasks intended to obtain the required formal and
legal regulations (administrative decisions) pertaining to the use of the environment

630f 151



al yI3sSySyid .2FNRQa NBLRNI 2y OGA@GAGASE 2F tD9 t2fail DNHzZI 9
and PGE Capital Group of for the year 2016

In its operations, PGE Dystrybucja S.A. implements and applies technical solutions and introduces formal and legal
regulations the aim of which is maximum mitigation of negative impact on the environment and meeting
requirements specified by law

PGE Dystrybije S.A. belongs to a group of facilities that have medium impact on the environqienpower grids
and in particular high voltage grids are classified as installations that could potentially have significant impact on the
environment

Given the above,lhinvestment activities are conducted in a way that ensures that their effects include a maximum
possible level of mitigation of negative environmental impact by facilities owned by the company. The construction
of new power facilities or modernisation @Xxisting ones is preceded by obtaining a decision on environmental
conditions for the undertaking, issued by an environmental protection authority

In 2016, activities related to recording and registering quantities of emitted pollution, water colleetastewater
discharge and the quantity and type of waste produced were systematically conducted. These records are
maintained in an IT system implemented in 2011 (Workplace Database of Environmental Pollution), which is used to
manage environmental proteitn issues. As part of monitoring emissions, legally required measurements of
electromagnetic fields and noise were also conducted

LY HnamcX GKS O2YLIye gl a AYLISYSYylAy3a t D9 DNRdAzZLIQEA 9y DA
authorisatbns and responsibilities as well as defines processes and activities of key importance to environmental
protection.

PGE Dystrybucja S.A. makes use of the environment based onlaat@ermits it holds (collection of water and
discharge of wastewater) anwaste generation permits. The Company is not required to obtain permits for pollution
emissions. In 2016, theompany performed its obligations imposed by environmental protection regulations and
administrative decisions on an going basis and also aitidnally implemented new requirements following
changes in environmental protection regulations

Permits to generate waste impose the obligation to properly handle waste, including rubbish sorting, proper storage
of waste and observance of limits specified in decisions.CBh¥ LI y 2 Q& | RYAYAAGNI GA GBS RSOA
on-going basis

Water-law permits impose an obligation to maintain environment quality standards as regards water collection and
discharge of pollution with wastewater and maintenance of all equipment for water collection and wastewater
discharge in proper technical condition.efltompany holds watetaw permits for facilities where groundwater is
collected (wells) and treated municipal wastewater and rainwater are discharged into the environment

The company is obligated to notify installations that emit electromagnetic fieldsh Sotifications are required in

the case of power stations and overhead power lines with nominal voltage of at least 110kV as well as radio
communication, radio navigation and radio location installations of which the equivalent isotope radiation @itput

at least 15W, which emit electromagnetic fields with frequencies between 30kHz and 30GHz. New or modernised
installations operated by PGE Dystrybucja S.A. are notified on agoiog basis to environmental protection
authorities competent for the placef such emissions

azal 2F tD9 5&&aiNRodzO2l {o! oQa FlIOAtAGASE | NB adzli AS
systems pursuant to agreements with sewage system owners

The collection of groundwater and discharge of wastewater areighrout based on watelaw permits. The
company also has water intakes that are operated without the need to obtain Watermpermits. The company
records the quantity of water collected and wastewater discharged

In 2016, the company discharged wastewateto water and ground, maintaining quality standards specified in
water-law permits

213068 YrylF3SySyid Aa O2yRdz-OGSR Ay O2YLIX AlLIYyOS 6AGK tDO9
regulates procedures for handling waste from when it is createdhen it is transferred to an authorised recipient,

as well as rules for waste recording. PGE Dystrybucja S.A. creates waste based on permits obtained for its specific
organisational units
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In 2016, thecompany also undertook a number of activities intkeed to maintain the natural character of the
environment. The most important activities include

preparing environmental impact assessments when drafting technical designs for investment projects
continuing activities intended to protect the natural eraiment from insulating oil pollution in the event

of an emergency leak from transformers used on 110 kV substations, by constructing sealed containers
(basins) under power transformers

continuing activities within a programme to protect white stork nestensisting of installing special
structures on lowvoltage lines facilitating the set up and protection of stork nests

introduction of modern smatformat power equipment and grid elements as well as replacement of bare
aluminium wires on overhead linestwiinsulated wires in order to reduce used space on infrastructure and
reduce electrocution risk, which is of particular importance in areas with protected landscape elements
continuing to exchange transformers in order to limit power grid losses.
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4.6. Supply segment
4.6.1. Volumes, customerdieesand operational data

2 AGKAY GKS {dzlll & aS3aYSyids 2LISNI GA 2 FPGE DorNKakléskiySRRIJZPGES R 0
Trading GmbHand Enesta sp. z 0.0The segment's operations involve trading éfectricity in all the country,

wholesale electricity trading on domestic and international market, providing services to the PGE Group companies
with regard to management of generation capacities and electricity produced, as well as trading emGSiom

rights, certificates and gas.

Revenues are mainly generated from electricity sales to final customers and sales of distribution services under
master agreements. The main costs of operation in the segment are costs of electricity purchase and expenses
incurred in compliance with the obligation to buy units of ownership which are subject to remittance under the
system of support for Renewable Energy Sourcegjerwration and energy efficiency. As an alternative, in the case

of limited supply or lack pyerty rights a substitute fee may be contributed

The volume of electricity sales to final customers amounted281 TWh, what means 40%growth in comparison
to the previous year

Expenses borne by power undertakings involved in the sale of elegtaiod relating to the system of support for
renewable and cayeneration energy sources and resulting from introduction of certificates of energy efficiency is a
substantial item in the retail price of electricity paid by the final custamer

Table: Substitiion fees

Substitution fee Unit 2016 2015 2014
Renewable energy sources PLN/MWh 30003 30003 30003
Energy certificate cogenerated energy (colliery methane) PLN/MWh 63.00 6326 6326
Certlflcate_s of origing energy generated in highlgfficient PLN/MWh 11.00 1100 1100
cogeneration

Certificates of origing energy generated in highisfficient

cogeneration fuelled by gas or with a total installed capacit PLN/MWh 12500 11000 12163
the unit below 1 MWe

Certificates of energy efficiency PLN/toe 1,00000 1,00000 1,00000

Table: Obligation to redeencertificates

Obligation to redeem the property rights Unit 2016 2015 2014
Renewable energy sources % 150 140 130
Energy certificate cogenerated energy (colliery methane) % 15 13 11
Certlflcate_s of origing energy generated in highlgfficient % 232 232 232
cogeneration

Certificates of origir; energy generated in high#gfficient

cogeneration fuelled by gas or with a total installed capa % 6.0 49 39
of the unit below 1 MWe

Certificates of energy efficiency % 15 15 15

* Including obligation arising from the purchase of certificates of origin for electricity generated from agricultural' biogésdrtificateg from Julyl, 2016
(0.65%).

660f 151



al yI3sSySyid .2FNRQa NBLRNI 2y OGA@GAGASE 2F tD9 t2fail DNHzZI 9
and PGE Capital Group of for the year 2016

4.6.2. Key financiafigures

Table: Key figures for Supply

% change

in PLN million 2016 2015 2014 % change
Sales revenues 16,014 15,783 1% 14,431 9%
EBIT 473 585 -19% 228 157%
EBITDA 500 610 -18% 246 148%
Capital expenditures 23 31 -26% 17 82%
1 2 3 4 4

PLN million 2((316 2(316 2(316 2(316 2(515
Sales revenues 4,142 3,905 3,785 4,182 4,713
EBIT 132 63 105 173 180
EBITDA 139 69 112 180 187
Capital expenditures 4 3 7 9 9

4.6.3. Key factors for the results of the segment
Chart: Key changes of EBITDA in SuiippBLN millioh

650

600 |-
550 -
500 |-
450 - -
400 - -
350
300 -
250 -
200
. Revenue from
Result on Result on Property right . .
EBITDA electricit electricit redpemytifn Management  services provided Other EBITDA
2015 . ¥ ¥ P service to segments in the 2016
price volume costs
PGE Group
Change -266 89 -1 -35 49 54
EBITDA 2015 610 1568 976 503 43 528
EBITDA 2016 1391 977 468 92 474 500

Key factors affecting the results of Supply in 2016 compared to the results of the previous year included

Decrease of results from electricityy PLNL77 million resulting fromlower margin per unit on energy sale due

to less favourale spread between the average price of sale (decrease by9mIWh) and average price of
purchase of electricity (decrease by PRRIWh). Increase in volume of electricity traded W% partly
O2YLISyal SR yS3IIFGAGBS AYLI OGutg ¥ £t 26SNJ LINAOS 2y GKS
Increased costs of certificates redemptianainly resulting from higher demand for-generation certificates

and introduction of duty to redeem the certificates granted for electricity produced in biogas plants, what is a
consequence of amended RESwv. That growth was partly compensated by lower prices of green certificates
Decrease of revenues from the Agreement for Commercial Management of Generation Capacities
0 a Y| ‘Meesta lower trading volume by 3 TWh and lower sale prices of electricity under management.

Q)¢
N
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Revenues of PGE S.A. from PGE GIEK S.A. decreased by PLN 40 million, while revenues from PGE EO increasec
by PLN 5 million

Increased revenues from services proviti¢o the other segments of the PGE Capital GrdupPLN9 million

resulting from the change in method of settlements between companies

Change in otheresults mainly from(i)lower expenses for marketing and sponsorship by PLN 23 nslfidn

(ii) higherresult on other operations by PLI8 million.

4.6.4. Responsible approach to natural environment

2 SN FYyR ¢61aGSél SN YFyF3aSYSyd |yR ¢6FaidsS YrylFaSySyi
wastewater and transfer of waste created in the courseopgrations ¢ purely office work. As an edoendly

O2YLI yes tD9 hoNksG {@! & a2Nlia NHzOoAAK

t D9 hoNk(GQa NBaALRyaAotS FLILINBFOK (G2 GKS Syg@iANRYYSyid A
whom the origin of electricity produced is of sighifi y OS® Ly HnanmMcZI t D9 ho-Msndy Ay dNE
offering. The sale of energy derived from renewable sources is confirmed by an Origin Guayanteefficial
R20dzYSyid FTNRY (KS NBIAAGSNI 2F ¢ 24 NP gthat tiesgReiRd quaditifyS NB A A
of electricity was produced from renewable sourc€sr the major part 02016 customers oft D9  hhadNtkel

possibility tobenefit from2 F FSNE LINBLI NBER Ay 02 2 LISNI BAMigh pdsuiieis in. |y |
mind. Its goal was to help in financing installationpifotovoltaic panels

4.7. Other operations

Table: Key figures for Other operations

0,
in PLN million 2016 2015 % change 2014 % change
Sales revenues 688 682 1% 1,854 -63%
EBIT -64 -51 25% 31 -
EBITDA 67 66 2% 161 -59%
Capital expenditures 170 216 -21% 158 37%
i Q1 Q2 Q3 Q4 Q4
PLN million
2016 2016 2016 2016 2015

Sales revenues 163 170 178 177 170
EBIT -17 -12 -10 -25 -27
EBITDA 15 18 23 11 8
Capital expenditures 24 44 34 68 75

EBITDAf OtherOperations segment was similar to the result achieved in the previous year
Capital expenditures
Capital expenditures in Other Operations in 2016 amounted to PLN 170 million compared to RiilNo21i6 2015

Within the above amount, the highest deg expenditures in the first halbf 2016 were incurred by the following
companies

PGE Systemy S@&or IT infrastructure and software development PLN88 million;
Exatel S.Aq for telecommunication infrastructure development PLN44 million;
PGE EJ 1sp.zaxd t D & foBnWtdear project development PLN34 million.
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4.8. Entity authorised to audit of financial statements

An entity authorised to audit standlone financial statements of PGE S.A. and consolidated ﬁnancialnstatements of PGE
[ P LAGEE DNRdAzZLJ F2NJ Hnamc Aa YtaD !'dzRéd {LBsO1F T 23aN}XyAOl2

An entity authorised to of financial statements, which was responsiblaudit of standalone financial statements of PGE
S.A. andeview ofconsolidated financiadtatements of the PGE Capital Group for the first-yxedfr 205 and for audit of
annual stanehlone financial statements of PGE S.A. and consolidated financial statements of the PGE Capital Gr&up for 201

6l &4 YtaD ! dREANOHAFW |2 RIDE2ANRLW®DI { v 2

Table: Fee payable to an entity authorised to audit of financial statements with regard to PGE S.A. (PLN.thousand

Il dZRAG2NDR&a FSS§ 2016 2015 2014

Audit and reviews of the financial statements 493 398 555

Other 32 118 709

In 2016 KPMG Audyt LJs ©1F T 23N y A Ol 2y rudiddisa finan8idk Stakemdntg af1thd foldwing LI® |

companies from the PGE Capital Groap PGE GIEK S.A., PGE EJ 1 sp. z 0.0., PEC Zgierz sp. z 0.0., PGB&s.A, EW
sp. z 0.0, EW Baltica 2 sm.a., EW Baltica 3 sp. z 0.0.,-Biwergia sp. z 0.0., PGE Dom Maklprski S.A., PGE Energia Natury
AL T 20203 t D9 9YSNHEHAI bl (-Haddwasp20.addEIBEST Se@uhit) $p>20.0.D9 hoa o

NnHnmp VYtaD ! dzRed {2IRL&6A SIRT 2 Bdudigt falSohfidlayidll sidtemprts of the following
companies from the PGE Capital Group P&E GIEK S.A., PGE EJ 1 sp. z 0.0., PEC Zgierz sp. z 0.0., PGB&G:s.A, EW

sp. z 0.0., EW Baltica 2 sp. z 0.0., EW Balticaz3asp., Bic€energia S.A., PGE Dom Maklerski S.A., PGE Energia Natury sp. z
2020 t D9 9YSNAHAI bl iddNE hYAINRY &L | 2 dRadrowaB®z ooy SNAA |
andELBEST Security sp. z 0.0.

Table: Fee payable to an agtauthorised to audit of financial statements with regard to the entities of the Capital Group
(PLN thousand

Il dZRAG2ND&a FSS 2016 2015 2014
Audit and reviews of the financial statements 847 846 771
Other 109 114 117
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4.9. Significant events of theeporting period and subsequent events
491 Ly ¢SatySyd 1 ANBSYSyd 2y GKS FAYIYyOALt Ay@SatySyd

Investment Agreement on thénancialA y 2Sa G YSy G Ay t2f afll DNUzLJ D3BRIAO
the consolidated financial statements G413

t

a

4.9.2. Capital investment irPolimexMostostal S.A.
Capitalinvestment inPolimexMostostal S.Ais described in not&3.5to the consolidated financial statements
4.9.3. Submission of initial offer with partnes for acquisition of EDF assets in Poland

Submission of initial offer with partners for acquisition of EDF assets in Poland is descrimeé 88.3 to the
consolidated financial statements

4.9.4. Comprehensive agreement with PGNEA. for natural gas supply

hy {SLIGSYOSNI M HnmcZ t D9 DAY Gazdwhittwp SlAysigned iadividupl cdhitrafis NI/ A C
for the sale of gas fuel, which will supply the head-LJ2 6 SNJ LJ | yGa Ay, wli Saisg FyR [ dzof

The estimated valuef the contracts may reach PLN 2 billion, and the supply volume may reach a total of approx. 2.2
billion n?’. The contracts are in effect until October 1, 2019 and contain an extension option to January 1, 2023. The
individual contracts were signed underframework agreement of October 8, 2015, which provides for additional
contracts to be executed for additional volumes

495 LYONBFasS 2F (GKS &AKINB OFLRAGIE FNRY (KS /2YLI yeQa 24y

hy {SLIGSYOSNI pZ HnamcE (KS 9OEWND 2NR2 VI SR RESySNiziA 2B SAKyd
capitalby PLNI67,440,207.2F N2 Y (1 K S resedvy dapital By déreasing the nominal value of shares froni @00
PLNo PLNL0.25 PLN.

The increase of the nominal value of shares causes thet@aue for the shareholder®©n September 5, 2016 EGM also
adopted a resolution on the allocation of part of the supplementary capital for the financing of thatlancome tax

related to the increase in the share capital to be financed from the Coygoawn funds, thus the tax burden was borne by

the Company. PGE S.A. received tax interpretatiegarding questions on appropriate application of tax regulations on
income taxfrom legal persons and income tax from natural persofize analysis of redged tax interpretations led to the
conclusion that the tax due which Company was supposed to pay to the Tax Office due to the increase of share capital
amounts to PLN 110 million. As at the December 31, 2016 that amount decreased the equity of the Camcpany
recognised in noffinancial liabilities. The tax was paid on January 9,.2017

After the reporting date until the preparation date of this report, the have been no changes in the amount of the
share capital of the Company

49.6. Overburdenslideat Yy AYGSNYyFf KSILI Ay (GKS ¢daN¥ g fAIYAGS YAyYS
h@SND dzNRSYy atARS i Fy Ay (iSdedctibbdn Ko B3l4to ihy corisélifated fomdbiab € A 3y
statements

4.9.7. Termination of longterm contracts for purchase of certificates by Eneé&S.

6.21Termination of longerm contracts for purchase of certificates by Enea S.A. is described in28dteto the
consolidated financial statements

4.9.8. Description of material agreements

In2016there were no agreements meeting the criteriaroterial agreement.

4.9.9. Impairment of the power generating assets of Renewables segment and Conventional Generation segment

Analysis of impairment of the power generating asset€aifiventional Generation segment aReénewables segmetig
described in ntes 3.1 and.2to the consolidated financial statements

4.9.10.Changes in the Management Board
Changes in the Management Board and Supervisory Board are desciib8cBiof this report

4.9.11.Decisions of the President of the Energy Regulatoffice related to realisation of LTC Act
Decisions of the President of the Energy Regulatory Office related to realisation of LAr€d&sicribed in note33.1
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to the consolidated financial statements

4.9.12.Legal aspects
Claims for annulment of theesolutions of the General Meetings of PGE S.A.

On April 1, 2014 PGE S.A. received a copy of lawsuit filed to the District Court in Warsaw by one of the
shareholders. In the lawsuit, the shareholder is seeking for annulment of the resolutions 1, 2 antie4 of
Extraordinary General Meeting of the Company held on February 6, 2014. The Company filed response to the
Ot FAY® hy WdzyS HHXEX Hnanmp GKS S5AaGNAROG / 2dzNI Ay 2 NEI ¢
appealed against that verdict aride Company filed reply to that appeal

On August 21, 2015 PGE S.A. received a copy of lawsuit filed to the District Court in Warsaw by one of the
shareholders. In the lawsuit, the shareholder is seeking for annulment of the resolution 5 of the Ordinary
General Meeting of the Company held on June 24, 2015. On September 21, 2015 the Company filed response
G2 GKS OflFAY®d ¢KS 5AaGNAROG /2dzNI Ay 2| NAlF¢g RAaAYAAAS
26, 2016.

On September 17, 2014 PGE Se&eived a copy of lawsuit filed to the District Court in Warsaw by one of the
shareholders. In the lawsuit, the shareholder is seeking for annulment of the resolution 4 of the Ordinary
General Meeting of the Company held on June 6, 2014. The CompanyeBf@ahse to the claim. On August

MOX HnamMp GKS S5A&GNROG /2dz2NI Ay 2 NEFg RAAYAAASR Ay
against that verdict and the Company filed replyth@t appeal.On March2, 2017 the Court of Appeal in

Warsaw disngsed the appeal.

On October 23, 2015 PGE S.A. received a copy of lawsuit filed to the District Court in Warsaw by one of the
shareholders. In the lawsuit, the shareholder is seeking for annulment of the resolution 1 of the Extraordinary
General Meeting ofhe Company held on September 14, 2015. The Company filed response to the claim.

On May 20, 2016 PGE S.A. received a copy of lawsuit filed to the District Court in Warsaw by one of the
shareholders. In the lawsuit, the shareholder is seeking for annuloktite resolution 1 of the Extraordinary

General Meeting of the Company held on March 1, 2016. The Company filed response to the claim.

On September 12, 2016 PGE S.A. received a copy of lawsuit filed to the District Court in Warsaw by one of the
shareholers. In the lawsuit, the shareholder is seeking for annulment of the resolution 1 of the Ordinary
General Meeting of the Company held on June 28, 2016. The Company filed response to the claim.

On December 302016 received a copy of lawsuit filed to the dbict Court in Warsaw by one of the
shareholdersin the lawsuit, the shareholder is seeking for annulment of the resolution 1 of the Extraordinary
General Meeting of the Company held on September 5, 2016. The Company filed response to the claim.

The isse of compensation regarding the conversion of shares

C2NX¥SN) aKINBK2f RSNE 2F t D9 DsNYyAOGg2 A ardlSattBErseatdvitht { ®! ¢
respect of the payment of damages for incorrectly geds they claing share exchnd 3S NI} GA2 2F t D9 T
Energetyka S.A. shares for the shares of PGE S.A. in the consolidation process which took place in 2010. The total
value of claims resulting from petitions for pieNA | £ &SiG Gt SYSyida o0& F2NYSNI &K N
Enegetyka S.A. is over PLN 10 million

Notwithstanding the foregoing, on November 12, 2014 Socrates Investment S.A. (the purchaser of the liabilities from former
AKFNBK2f RSNE 2F t D9 DsNYyAOile¢2 A 9y SNHS fiexdedding{PEN 483milisi £ SR
(plus interests) for the damage resulting from incorrectly (in opinion of the Socrates Investment S.A.) set share exchange
ratio in the consolidation process of PBE Ny A Olig2 A 9y SNEHSG&(l {d! ® gAGK tD9 { o

The Company filegesponse to the clairand currently the legal proceeding in the first instance is pending

In addition, company Pozwy sp. z 0.0. submitted a similar claim amounting to more than PLN 229 million in its letter dated
October 31, 2016 which constituted a riotation about the purchase of claims and demand for payment adressed to PGE
DsNYyAOGgs2 A 9ySNEHSGell Y2ygSyoaz2yltyl { &l & tD9 {d! ® |y
the company bought claims of former shareholderd?GE Elektrownia Opole S.A. The claim concerns compensation for
FffS3ISR AYO2NNBOG RSGSNNYAYLIGAZY 2F (GKS &aKIFENB SEOKIy3aS N
Energetyka Konwencjonalna S.A. in the merger process of those cemparJanuan?017the Company received two

additional notifications about the purchase of claiar&l demand for paymentof compensation due to above mentioned

in total amount of PLIZ7 million.

Thecompanies from théSroup do not accept the claims 8bcrates Investment S.A., Pozwy sp. z 0.0. and of the other
shareholders filing for a p#eial settlement.The claims arenfounded In the opinion of PGE S.A. the whole consolidation

process was executed in fair and proper manner. The value of the sifar@spanies subject to the mergers was assessed

by the independent company PwC Polsksp.z 0.0. Additionally, plaof the above mentionedO2 Y LI YA SaQ YSN.
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including the exchange rasavith respect b shareswere examined for accuracy and relidhilby an expert appointed by
the registration court; no irregularities were founthen, the court registered the mergers of the companies

For the reported claims, th&rouphas not created a provision
4.9.13.Information concerning the dispute betweeBxatel S.A. and Taifun Real sp. z 0.0.

Since 2005 Exatel S.A. (Exatel) and Taifun Real sp. z o0.0. (Taifun Real) have been in a dispute regarding lease
agreement for the previous office of Exatel

On June 23, 2016, the Court of Arbitration at the Polisantfer of Commerce in Warsaw issued a verdict in a case
claimed by Taifun Real sp. z 0.0. against Exatel S.A. and ordered Exatel S.A. to pay PLN 51 million together with
statutory interest from the date of July 2, 2013 to Taifun Real sp. z 0.0. (total drpayable¢ PLN 67 million). On

July 29, 2016, after the Court of Appeal ascertained enforceability of the arbitration award, the amount awarded by
the Court of Arbitration was paid to Taifun Real, together with accrued interest and costs of the proceeding

4.9.14.Information concerning proceedings in front of court, body appropriate for arbitration proceedings or in front of
public administration authorities

As atDecember3l, 2016 PGE S.A. and its subsidiaries were not a party of any proceedirggsning payables or
RSola oKz2asS (20t @I tdS ¢2dzZ R O2yaidAddzisS 1d €Srad wmm:
Significant proceedings pending in front of courts, competatitration authority or public administration authority

are described in p4.9.12regardirg legal aspects in this report and in not8.2 to the consolidatedinancial
statements

4.9.15.Information concerning the guarantees for loans granted by the Company or a subsidiary

Within the Groupas at December 31, 20BGE S.Aand subsidiaries didot grant guarantees to othegntities or to
a subsidiarywhere a value ofjuarantees constituté i t S+ ad wmm: 2F . GKS /2YLIl yeQa S|

4.9.16.Change of accountingiles

Change of accounting rulesdescribed in noté to the consolidated financial statements

4.9.17.Information on issue, redemption and repayment of debt securities and other securities

Information on issue, redemption and repayment of debt securities and other securities is describdddif pf the
foregoing reportand in notel.3to the consolidated financial statements

4.9.18.Activities related to nuclear energy

Business partnership

As a result of the sale of shares on April 15, 2015 to the Business Partners (TAURON Polska Energia S.A., ENEA S.A. an
YDl a t2ftall aASRi {®! ®0 o6& tD9 { d! o b0.0%ANdfeabh oftheBasindRsy T &2
Partners lolds 10% in the share capital of PGE EJ 1 sp. z 0.0

I O0O2NRAY3I G2 GKS tINIySNEQ ! ANBSYSyiiz O2yOf dZRSR 2y { S
2LISNI GA2Yy & dzy RSNJ GKS AYyAGAFE LIKFAS 27F ok shaxdbadhgsY 6 G K ¢
The funds for the Program are paid to PGE EJ 1 sp. z 0.0. in form of the increase of the sharbledpitatease of

the share capital was carried out in the fourth quarter of 219 Qa FAY Il yOA Lt O2 YYStageSy & Ay
will not exceed amount of approx. PLN 700 million

Financing

In 2016, the works were continued on financing structure of the Program based on updated assumptions regarding capital
expenditures and operating costs for the nuclear power plant andedvinancing model for the investment

Support schemes

In 2016, dialogue with the Polish government continued in the area of laying down the conditions for the Polish nuclear
power project, taking into consideration the potential support mechanisiedicated to nuclear power, including the
contract for difference, among others

Integrated proceeding

The preparation of the invitation to the integrated proceeding, i.e. selection, within a single procetiuoé,the key
contractors, wasompleted Ini2016.
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Further proceeding with regard tdelivery of technologyis dependent on the finahrrangementswith the Ministry of
Energy related to formula of technology selection, working out economic, organisational and legal solutions, including the
risk distibution and estimated costs of implementation of those solutions

Selection of nuclear plant location, including site and environmental decisions

In 2016 the activitiewith regard to obtaining site and environmental decision were continintel; alia
decisionwas taken on selecton of two locations, i.e. Lubiatowd 2 LI f Ay 2 | yi®R thédedtly @ 6 A SO
environmental and site surveys for the purposes of preparing an environmenpalcinassessment and site
report;
the General Director for Environme®trotection issued a decision regarding the scope of the environmental
impact assessment, taking into consideration the two potential sites
PGE EJ 1 signed an agreement with Elbis sp. z 0.0. regardiolgas#eterisatiorand environmental surveys
at two locationsc the aim of these surveys is to obtain results necessary to prepare atst@cterisation
report and an environmental impact assessment for a nuclear pghart with capacity of up to 350 MWe

In August 2016, dialogue was commenced WithNational Atomic Energy Agency (PAA) regarding detailed survey areas for
the purposes of an environmental impact assessment report and site report, as well as interpretation of the provisions of
the Scoping Decision and Site Ordinance

The planned date for commencing sitharacterisatiorand environmental surveys is March 2017. The expected date for
finishing the contracted surveys is the first half of 2020

Planning and preparing related infrastructure
In2016:

studies were being cared out regarding preparations for potential access routes to construction sitdgeat

locations being considered

PGE EJ 1 sp. z 0.0. particighte publicO2 y & dzft G GA2ya F2NJ G§KS dat 2YSNI yALlY
F' YR ( KS-GdyiafSopatingtopolitan area pla;

works related to planning and preparation of auxiliary infrastructure were continued

meetings were held with representatives of the Energy Ministry and Development Ministry in order to
determine further activities aimed at draftingTeerritorial Contract

Decisionin principle from the Minister of Energy (including general opinion from the President of the National
Atomic Energy Agency)

In 2016 arrangementsvere made with the President of the National Atomic Energy Agency (PAA) riegatbe
LINPOSaaAy3a 2F FLIWX AOFGA2ya YR A0KSRdzZ S FT2NJ Aaadzaiy3d RS
to be qualified for participating in the integrated procedure as well as the scope of application for issue of a general
opinion and the type of documents required and the scope of information in the application expected by the PAA
President.

Social acceptance

The main objective of activities in this area is garnering and maintaining a high level of social support at the ipatégial

LX I yd t20FdAa2ya o0S@Syldattes i GKS aStSOGSR t20FiA2y 0>
plant and provide knowledge about nuclear power and the programme to specific stakeholder groups at national and local
levd.In2016F LILX A Ol GA2ya dzy RSNJ GKS t N2PANI YYS (2 { dzLivdPeMding( KS 5 ¢
accepted and adequate agreements were sighedt N2 ANJ} YQ&a | AY A adbade@relatiah\NBtyeBnifGEy  LJ- |
EJ 1 sp. z 0.0. and theeal communities and authorities of the three municipalities by providing support to initiatives that

are of significance to the residenand development of the regio@ontracts with qualified applicants under the PWRGL

programme were signed in the sewd and third quarter of 2016
Compensations from WorleyParsons

In 2013, PGE EJ 1 gpo.o.signed an agreement for environmental studies, site characterisation and services related to
obtaining permits and permissions necessary in the investment process associated with the construction of a nuclear power
plant with a consortium of WorleyParsoNsiclear Services JSC, WorleyParsons International Inc. and WorleyParsons Group
Inc. ("WorleyParsons", the "Contractor"), in the amount of PLN 253 million net (including basic range of PLN 167 million).
Due to delays in the implementation of the agreement,2013 the company accrued to WorleyParsons a contractual
penalty in the amount of PLN 7 million. In addition, in connection with a further improper execution of services in 2014, the
company accrued contractual penalties in the total amount of PLN #8miDn December 23, 2014, PGE EJ 1 terminated

the contract for reasons attributable to the Contractor
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Contractual penalties of 2013 were deducted from the remuneration payable to WorleyParsons in 2014. Penalties for 2014
in the total amount of PLN 30 Wion were deducted from the remuneration payable to WorleyParsons and the bank
guarantee. After all deductions and amounts received by the company from the bank guarantee, the company is entitled to
claim towards WorleyParsons for payment of PLN 14 m#iga penalty by way of delay

On August 7, 2015 PGE EJ 1 filed th@tDistrict Courtn Warsawa claimagainstWorleyParson$or the payment ohearly
PLN 15 millioplus statutory interesfor late payment ofthe amount due

WorleyParsonsgjuestioned the claims ?*GE EJdnd in NovembeR015filed its own claim for payment ¢#LN59 million
for due- in the plaintiff's opinion remuneration and return of the amouninduly- according to the plaintiff collected by
the company from the hak guaranteeln view of those activitied®GE EJ dnd WorleyParsonsave been in dispute with
regard tothe legitimacy of contractual penalties

In 2016the case was referred to mediatiobntil the preparation date of this report the settlement has heten reached
and the next date of the mediation meeting is not fixed

Furthermore, on May 20, 2016, PGE EJ 1 filed a motion with the Regional Court for the Capital City of Warsaw in Warsaw to
commitWorleyParsons to attempt reaching a settlement concagriiiec2 YLJ- y@ Qa Of F AY&a F2NJ 02 YLIS)
to the company oapprox.PLN 8 million together with statutory interest for delays from the due date for payment of the

above amount until the payment date for compensation for undue performance lplafations Until the preparation

date of this reporta conciliation meetingas not taken place yet

4.10. Transactions with related entities

Information about transactions with related entities is presented in Mi2¢o the consolidated financial statements

4.11. Publication of financial forecasts
PGE S.A. did not publish financial forecasts

On Februanyl0, 2017PGE S.Awublished current report no7/2017, disclosing the estimated consolidated financial
and operating reslts for 2016.
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4.12. Management of financial resources and financial liquidity
4.12.1.Net debt of the Group and main financial ratios
¢ ofSY DNRdzIQa y S 6RB3eteinber 34, 2®aind Ce@OUENED, M oM HAM

As at As at As at
in PLN million December3dl, December 31, December 31,

2016 2015 2014
Cash on hand and cash at bank 808 1,304 1,615
Overnight deposits 42 57 164
Shortterm deposits 1,819 1,743 4,417
Cash and cash equivalents 2,669 3,104 6,196
Adjustment for restricted cash* -107 -333 -136
Investments held 'unt|l maturity date 2,300 1 3
(shortterm deposits)
/'aK G t D9 DNRdzZIQa RAaALRAL 4,862 2,772 6,063
Current loans and borrowings 332 214 304
Bonds issuedcurrent 78 76 52
Current lease 1 1 1
Nortcurrent loans andborrowings 5,839 1,459 1,008
Bonds issued non-current 3,764 3,658 3,679
Non-current lease 0 1 1
Gross financial deb(short and longterm) 10,014 5,409 5,045
Net financial debt 5,152 2,637 -1,018

*wSAaGNAOGSR OF&K AyOfdRS&E O2tfFiSNYta F2NJ aSaaGt Sy Sy (Housesedurdty dépdsisl w21 € A
and performance bonds

Table: Key financial ratios

Year ended Year ended Year ended

Ratios December3l, December 31, December 31,
2016 2015 2014
Return on sales ROS [in %]
- 0, 0,
Netresult x 100% / Net revenues 9.13% 1064% 12.99%
Return on sales RO® %} adjusted* 11.96% 15.0% 13.44%
5 0 . 0 3 0
Net result x 100%Met revenues
Return on equity ROE [if]
. . . . . .38% -6.99% 87%
Net financial result x 100% / (equitynet financial result) 220 6.99% 887%
Return on equity ROE [if0] ¢ adjusted* 0 0
Net financial result x 100%€duity - net financial result) 8.53% 11874 9.18%
5So0i2NNa RIe&a
. 4
Averagerade receivables (gross) x 365 days / net revenues & 3 33
Dek_)t I’E.it[i.() [in %] . . 36.61% 34.06% 32.20%
Liabilities x 100% / total equity and liabilities
Current ratio 17 15 19

Current assets / shoiterm liabilities

* financial results weradjusted by the value of impairment losses
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Financial results achieved by PGE S.A. as well as PGE Group companies and unused credit limits ensure funds
sufficient for financing of current operating activities of the PGE Group companies.

In order tooptimise the cash flows of the Group companies, improve the liquidity management efficiency and secure
shortterm financing of the entities from the Group, PGE Capital Group introducedvagiaeal castpooling. The
cash poling agreements were signed at&mber 22, 2014.

4.12.2.Bonds issued

As the parent company of the PGE Capital Group, PGE S.A. provides individual companies of the Group witmfunds for i
vestments and current activities. The funds are transferred by purchase of botbagron anccoupon bonds. To this end,
the companies of the Capital Group have concluded agency agreements with banks with regard to bond issue services

As at December 31, 2016 PGE GIiEK S.A. had bonds issued for a total nominal value of PLN 7,430 million tbhasezte pu
by PGE S.A. under two bond prograzoscludedg A G K LbD . Iyl | ftnRailiAx {d!'d I yR gAGK
Polski S.A

As at December 31, 2016 PGE EO S.A. had bonds issued and purchased by PGE S.A. amounting toifibN. 1,085

As at Deember 31, 2016 other companies from the Group had bonds issued and purchased by PGE S.A. amounting
to PLN 381.snillion, including

PGE Energia Natury PEW sp. zwith nominal value of PLB51,5million,
PGE Energia Natury sp. z evith nominal valie of PLNBO million.

tD9 9h {®! ® gl & AadadzAiyd o602y Ra dzyRSNJ GKS . 2yR LaadzS LM
allowing for issue of bonds of up to PLN 1,200 million. The maturity date falls on December 31, 2016. Companies
fromformer 9 9y SNHAI bl GdzNB 3INRdzL) Ada4dzSR 02y Ra dzy RSNJ (KS

on September 20, 2013 allowing for issue of bonds of up to PLN 400 million. The agreement was signed for an
indefinite period. On January 24, 2014 annex sigeed, that increased the value of the program to PLN 700 million.

On January 27, 2014 PGE Energia Natury PEW Sp. z 0.0. and PGE Energia Natury sp. z 0.0. entered into the
agreement

In 2015- within of the merger process of PGE Energia Natury S.A. and PGE EO S.A., as a result of which PGE EO S.A.
entered into the rights and assumed the obligations of PGE Energia Natury S.A. (general succebsioa)
companies signed appropriate &S YSy ia& 6AGK LbD .yl |ftnRnaltiAx {o! & |ff2
initially executed between PGE EO S.A. and the bank. Servicing the bonds issued by tiqPISGEIEIO S.A., but not

yet bought back, will be continued under the Agency Agreemeritllyitexecuted between PGE Energia Natury S.A.

and the bank. In addition, new entities from the PGE EO S.A. greuglektrownia Wiatrowa Balti€asp. z 0.0. oraz
Elektrownia Wiatrowa Baltic@ sp. z o.oereincluded in the bond issue program

PGE &. Bond Issue programme of up to PLN 5,000 million, for PGE Group companies

5d2NAYy3 wnmcX tD9 {d!d KIR I 0AYyRAy3a 1'3Sy0Oe ! ANBSYSyid ¢
bond issue made to companies of the PGE Group PGE S.A. coraudleg 11, 2009. The maximum amount of the
programme for the Group is PLN 5 billion. Under the Program for the Group, PGE S.A. may issue coupon or zero
coupon bonds.

As at December 31, 2016 the Company did not have any bonds issued under the programme.

PCGE S.A. market bond issue program of up to P,000million

On August 29, 2011 PGE S.A. concluded an agreement for indefinite period with Bank Polska Kasa Opieki S.A. and
LbD .yl | tnalir {d! & ¢KS 02y R AaadzsS day®ement (VProgramad’). Sa il of
The maximum indebtedness amount from the bonds issued (representing a maximum aggregate nominal value of
bonds issued and outstanding) under the program cannot exceed PLN 5,000 million.

On June 27, 2013 PGE S.A. issuedpudatic coupon bonds with maturity of 5 years and based on floating interest
rate. Maturity date falls on June 27, 2018. On June 29, 2013 bonds in amount of PLN 1,000 million were introduced
to trading in alternative trading systems managed by BondSpat andGPW S.A. (Warsaw Stock Exchange).

As at December 31, 2016 the indebtedness of the Company resulting from the bonds issued under the Program |
amounted to PLN 1,000 million.
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PGE Sweden AB market bond issue program of up to EUR 21l

OnMay 22, amn tD9 {6SRSy !'. SaidlofAaKSR oagrgeRentivdss ignsd faIN2 3 NI
indefinite period withBNP Paribas, CITIGROUP Global Markets Ltd., ING Bank N.V., London Branch, Nordea Bank
5FyYEFEN] !'k{Z t2gal SOKY ki YAatdSociete GédéraleRy 2T OA .yl t2f &

The maximum indebtedness amount from the bonds issued (representing a maximum aggregate nominal value of
bonds issued and outstanding) under the Program Il cannot exceed EUR 2,000 million

A public issue of-§ear coupon beanebonds with fixed rate took place on June 9, 2014. Maturity date of bonds with
a nominal value of EUR 500 million is June 9, 2019. A private placemenyeérlbonds with a nominal value of
EUR 138 million took place on August 1, 2014. Maturity dateasfe bonds is August 1, 2029.

As at December 31, 2016 the indebtedness of the company resulting from the bonds issued under the Program Il
amounted to EUR 63&nillion. PGE Sweden AB granted loans to PGE S.A. from the proceeds received under the
financing

Diagram Debt maturity as at December 31, 20fi6 PLNmillion].
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4.12.3.Loans and advances

Table: Information about loans and advances agreements signed in 2016

Company Party of an agreement Type of financing Signing date  Maturity date Amqunt Currency Fixed/ floating

(Lender) (yyyy-mm-dd) (yyyy-mm-dd) (million) rate
PGE Sweden AB PGE S.A. Loan 201606-23 201706-05 4.0 EUR Fixed
PGE S.A. PGE Trading GoH Loan 201602-10 201902-11 29 EUR Fixed
PGE S.A. BestgumPolska sp. z 0.0. Loan 201601-13 2021:01-11 29 PLN Fixed
PGE S.A. Bestgum Polskasz o.0. Loan 20160909 2021-09-09 20 PLN Fixed
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Table: Information about the bank loans and advances agreements amendedbin 201

9y SNESGadl yI { ol o

Annex signing Amount

Company , . Signing date  Maturity date . .
(Borrower) Party of an agreement Type of financing (yyyymm-dd)  (yyyy-mm-dd) date (million) Currency  Fixed/ floating rate
(yyyy-mm-dd)
PGEGIEKS.A. bCh| AD?2 Loan 201406-26 202812-20 201611-15 2140 PLN Fixed
201603-31
PGESIEK S.A. 2 Ch| AD2?2 Loan 20131213 201912-16 20160513 1043 PLN Fixed
20160519
PGEGIEKSA. bCh| AD?2 Loan 20131213 202409-30 201612-20 50.0 PLN Floating
. 201611-23 .
2 -
PGEGEKSA. bCh]| AD Loan 201312-13 202409-30 201612-20 500 PLN Floating
PGEGIEKS.A. 2 Ch| AD?2 Loan 201406-30 2021:09-30 201602-22 198 PLN Floating
PGEGIEKS.A. 2 Ch| AD?2 Loan 201306-20 20200915 20160811 137 PLN Floating
PGEGIEKS.A. 2 Ch| AD?2 Loan 200807-30 201712-31 20160901 5.0 PLN Fixed
ganHT rading oA Loan 20151030 20160729  201601-18 0.2 EUR Fixed

4.12 A.Information about the loans terminated / repaid ahead of schedule / amortised by the PGE Group companies in 2016

In 2016PGE S.And the companies from the Capital Group did testninate, repay ahead of schedule, amortise any loans

4.12.5.L.oans granted

In 2016, PGE S.A. and Group companies granted advances 4slia. of this report
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4.12.6.Guarantees

In connection with the establishment of the EMTN Programme, on BBy2014 Deed of guarantee was issued by PGE for the liabilities of PGE Sweden AB (publ).
Guarantee amounts to EUR 2,500 million and refers to liabilities of PGE Sweden AB (publ) arising from the issue of s Badgyahe Programme up to EUR 2,000
million. Guarantee will be valid until December 31, 2041. Financial terms of the guarantee will depend on the terms ofdsussio@d by PGE Sweden AB (publ) and the
remuneration for the guarantee will be reflected in the interest rates applied to loeasted to PGE S.A

Pursuing the cash management project, on December 22, 2014 PGE S.A. concluded an agreement for the guarantee lineoinPauNo2&B0 million with Bank Polska
Kasa Opieki S.A. Under the agreement PGE S.A. may request issuance ohbamtkees for the liabilities of PGE S.A. and selected companies from the PGE Group

Table: Main guarantees granted by the PGE Group companies as at Decembe.31, 201

Entity entitled to quarantee Entity whose liabilities are Validity of guarantee Value of
Company y 09 subjed to guarantee Form of security yyyy-mm-dd guarantee Currency
(Beneficiary) o -~
(Debtor) Beginning End (million)
Guarantee of financial instrumer@uarantee
PGE SA. Bondholders PGE Sweden AB issued for liabilities dPGE Sweden ABSulting ) 4555 20411231 25000 EUR
from issue oEurobondainder the Program of
up to EUR,000million
Guarantee of Bank Guarantee issued in ordel
PGE SA. Bank Polska Kasa Opieki SA.  PGE GiEK SA. secure payments undée contract for 20140129 20200331 4738 PLN
construction of power units no. 5 and 6 in Opc
power plant
Guarantee of Bank Guarantee issued in ordel
t26al SOKyIl Yl &l . secure payments undéine contract for
PGESA. Bank Polski S.A. PGE GIEK SA. construction of power units no. 5 and 6 in Opc 201401-29 20200331 e PLN
power plant
Guarantee of Bank Guarantee issued in ordel
PGE SA. BNP Paribas Bank Polska SA.  PGE GIEK S.A. secure payments under the contract for 20140129 20200331 789 PLN

construction of power units no. 5 and 6 in Opc
power plant

The total amount of guarantees granted by the companies of the PGE Capital Group and mandatory on December 31, 2016tammretdtan EUR 2,500 million and
more than PLN'OO million

80of 151




albyr3sSyYySyid . 2FNRQa NBLR2NI 2y OGAQAGASE 2F tD9 t2fall DNMzZI 9ySNESG2Ol yl {o! o
and PGE Capital Group of for the year 2016

Table: Main guarantees in PLN received by the PGE Group companies and valid as at December 31, 2016

Entity for whose liabilities a - Value of
. . . Validity ofguarantee
Company Guarantee issuer guarantee was issued Form of security mm-dd guarantee  Currency
(Debtor) Yyyy: (million)
Performance bondelated to construction
PGE GIiEK S.A. Societe Generale S.A. ALSTOM Power sp. z 0.0. of power units no. 5 and 6 in Opole powe  201401-29 201808-30 3172 PLN
plant
PGE GIEK S.A. Mizuho Bank Ltd Mitsubishi Hitachi Power Performance bor.1d. related to E:onstructlm 201407-10 202006-30 2384 PLN
Systems Europe GmbH of new power unit it dzNgower plant
S T Advance payments guarantés
PGE GIEK 5., Bank of Tokyditsubishi UFJ - Mitsubishi HitachPower construction of power unit it dzN@ower 20150109 20200601 2345 PLN
Ltd Systems Europe GmbH plant
Performance bond related to constructior
PGE GIEK S.A. PKO BP S.A. Polimex Projekt Opole sp. z 0.« of power unitsno. 5 and 6 in Opole power  201401-29 201808-30 1992 PLN
plant
Millennium Insurance Mostostal Power Performance bond related to constructior
PGE GIEK S.A. of power units no. 5 and 6 in Opole powe  201401-29 201808-30 1926 PLN
Company Ltd Development sp. z 0.0. plant
Performance bond related to constructior
PGE GIEK S.A. Soci¢e Generale S.A. ALSTOM Power sp. z 0.0. of power units no. 5 and 6 in Opole powe 20151029 201808-30 1870 PLN
plant
Guarantee for return of unsettlealdvance
PGE GIEK S.A. Lloyds Bank Plc ALSTOM Power spoo. related to construction of power units no.  201401-29 20190515 1870 PLN

and 6 in Opole power plant

The total amount of guarantees received by the companies of the PGE Capital Group and mandBcgrober 31, 20amounted to more than PLR,800 million and
more than EURY million. Guarantees were received in connection with investments being pursued antbay operations and include mdyn advance payments
guarantees angherformance bonds
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4.12.7.Significant offbalance sheet items
Significant ofbalance sheet items are describiechote28to the consolidated financial statements
4.12.8.Evaluation of investment capacities

Ongoing and future investments are and will be financed from funds generated by the core activity of the PGE
Group, funds obtained from the issue of bontdeth on domestic and international marketnd fromother types of
external financinge.g. bank loandrinancial results achieved by the PGE Group aalable credit limitsecure
sufficient resources to achieve itsid-term investment goals, includingapital investmentsScale of development of
G§KS 3INRdzZLIQa STFFAOASyOes LI NLGAOdzZ FN¥ & f26SNRAy3 GKS
investment program in the long term

2 LIS

413.t N2aLISOGa T2NJGKS /JFLAGLE RS@St 2LIYS

4.131. EBITDAutlook for 2017
Outlook 2017 vs. 2016

DNZ dzLJQ a

Main factors

Average wholesale realised price at PBR-165/MWh.

Trading model update

Termination of LTC settlemenido revenues i2017.

Volume of lignitdired generation normalized after completion of overha
in. SOUOKI 2 6 SNI LX | yi

Hard coal prices in 201t resulting fromprice paths in agreements amodntracted
volumes

Allocation of freeCQ allowances at the level d5 m tomes vs approX20 m tomes
in 2016implies decreased total costs due to lower prices of allowance

Efficiency programs to hmntinued

Lack of planned changes in installed capacities implies comparable gene
volume dependant of weather conditions

Increased property tax

Market stabilisatiorto positively impact the result

Volatility of green certificates prices increases risk but temporarily improves marg
Regulatory Assets Ba@RAB at approx. PLNI5.6 billion in tariff for2017.

WACGor 2017set at5.63% pre-tax).

Efficiency programs to be continued

* Qutlook for development of Supply segment relates to growth perspective for the parent corfp@iy'S.Avhich operates within Supply segmefiPGE
Group

Conventional

Generation Decline

Renewables Decline

Supply* Growth

Distribution Stable

4.13.2.Prospects for growth of achievable capacities in ye204 2020 [MWgros§

534 51
152 553
+ELT11 4MW

+ELB2 12 MW + ELO5 900 MW +ELO6 900 MW +ELT3 15 MW

+ ECG 140 MW +ELT2 15 MW +ELT1 15 MW - EDO1 222 MW

+MEW 0L MW - ELB1 370 MW +MEW 0/ MW - EDO2 232 MW 14,148**

+ECR 8 MW - ELB2 370 MW
- ECA1MW

2016 2017 2018 2019 2020 Total

* including10,725 MWgross achievable capacities in conventional units
** including12,021 MWgross achievable capacities in conventional units

Explanation
ELE;.. SO O powérplant ECG; D 2 NICHIR® MEWC¢ Small hydro power plant
ELQ; Opolepower plant ECRwi S &dHP ¢

ELT ¢ dzNgower plant EDQ; Dolna Odrgower plant
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5. Electricity market ir2016andregulatory and business enviragnent

5.1. Macroeconomicenvironment

t D9 D NZ ddp#aiing HreadisyPoland, and the domestic macroeconomic backdrop has a substantial impact on

DNR dzLJQ&a NBadzZ Gad !4 GKS alyYS GAYSEI GKS O2yRAGAZY 2F t 2
European Union and in global markets. The @LJQa FAY | yOA Il f NBadzZ Ga FNBE FFFSO
aS3ySyida 2F GKS SO2y2Ye& IyR GKS FTAYLFYOALf YENQJSGAZ 6KA

As a rule of thumb, there is a historical correlation between rising electritdtpand and economic growth in

Poland. Historical data over the long term shows that this link is weakened because of the economy becoming less
energyA Y i Sy aA @So Ly GKS LIl ad GSy @SIFINEX t2flyRQa abRPaa R;
St SOGNROAGE RSYIYR® [/ 2yaARSNAY3I t D9 DNRdzZIQa LIRaAGAzZYy
substantial share in the electricity sales and distribution market, changes in power and heat demand may have a
AAIYAFAOLYH AYedu®lG 2y GKS DNERdzLIQa

In 2016, gross electricity consumption went 20% compared to 2015. The increase vaagherthan in the previous
year, when consumption went up7% from 204.

Economic trends in 2016 largely remained posiéitbough the pace of GDP growtbmains lower than expected at the
beginning of the yeaAccording to thesDP Initial Estimat&sDRyrowthin 2016amounted t02.8%

Diagram: Seasonally adjusted GDP change vs. change in gross electricity consumption
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-2% -

——Seasonally adjusted GDP —Gross energy consumption

SourceCentral Statistical Offiacaf Polang PSE.A.

Economic growth and rising electricity consumption were accompaniaddmeratelyoptimistic condition ofPolish
AYRAZAGNEYL 6KAOK A& NBaLRyaAoftS FT2NJ FLIWINRED np: 2F R2YS
(PMI) for industryreached52.2 points in2015, and 3.9 points in2016. This is above the §®int threshold, which

YStya GKS NBalLkRyRSyiGa SELISOG (KS aSOG2Nna arlddz dazy
production, employmentand consumptio. The results of the Polish industrial sector should be further strengthened

by the Eurozone, whose PMI for 20Eachedan average level of52 points, and 2.5 points in 2016
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Diagram: Manufacturing PMI in Poland and Eurozone (in points
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In 2016, it went upmoderatelyby 1.5% yo-y, compared t06.0% in theprevious year. The change resulted from
declinein industrial productiordynamics(2.3% yo-y in 2016 versu$.8% in 2015). Production in the whole energy
sector decreased again2(5% yo-y in 2016 vs0.3% in2015. The value of industrial manufacturing depends on
volumes of goods produced amlices.PPI in 2016 amounted t®.2% in relation to the preceding ye@PI reading

amounted t00.8%y-0-y at the end of December

Table: Key economic indicators for Poland

Key economic indicators

(% change-p-y) 201¢ 2015

GDP 238 39
cpt 0.8 05
PP 0.2 2.2
Sold industrial productich 15 6.0
Sold productiorg manufacturing 23 6.8
Sold productiort, energy 25 0.3
Dynamics of domestic electricity consumptfon 2.C 17
Gross domestic electricity consumption (TWh) 1646 1614
EUR/PLN 4.36 418

Source’ Central Statistical Office of PolarfdNational Bank of PolandiCentral Statistical Office of Polad®SE S.A&National Bank of Poland

5.2. Market environment
The electricity sector in Poland comprises four operating segments

generation of electricity;

transmission, for which the transmission system operagar 2 f 8 1 A S { A SOA
responsible;

distribution;

retail sales

District heating sector may be also distinguished, within which PGE\e actheat generation.

9f STGNRSYSNHS

The key participants of the electricity market in Poland are four nationwide, vertically integeatedy groups: PGE

Group,capital group of¢ ! | whb t 2f ail 9y S NHpkal groupPaPd 94 & ¢ !dl! wbh bosqi@ib 9 ! € 0

goupof9 b 9wD! { P! ® 049b9wD! €0

Thegenerationsegment includes the four major producers and, though on a smaller scale involved in other energy

FOGAGAGASEALT (KS F2ft2Ay3a SyGAidASay %SaLlB U 9f S{iesNB oY A

EDF and ENGIE, through their Polish units EDF Polska S.A. and ENGIE Energia Polska S.A. (formerly GdF SUEZ Pols
S.A.). PGE Group, which produed®ut 54 TWh of electricity, or 3% of national production, is the undisputed
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market leader. The group pduces more energy than the next four competitors combined, whilst haiedargest

maximum capacities, both conventional and renewable. ZE PAK is another entity aside from PGE Group that bases its
electricity production on lignite. Fuels used by the @thmajor competitors are dominated by hard coal, which
continues to be the main energy source in Polgmkearly half of the electricity produced in the country is sourced
fromit¢l YR Aa (GKS 1S& SySNHeé& a2dz2NOS T2 NA ENGIE, INNRGHK). Il O2 Y LIS
of electricity productionin Polandis lignitebased The use of other fuels is of relatively low significance from the
viewpoint of the national power system

Chart: Share of largest Polish electricity generatoirssitalledcapacity and net generation in 221

Net generation Installed capacity
ENSE/RGA ENGIE EN4E/RGA ENGIE
Other 5% _ZE PAl Others\ 5% _ZE PAK
20% 7% 22% 6%
ENEA ENEA
9% 9%
EDF EDF

8% 8%

TAURON

11% TAURON

13%

{2d2NDSY 246y 62N] ol aSR 2y AYTF2N¥IGA2Yy Lot AEKSR o6& (GKS O2YLIyAsSa | yR

The heat production market in Poland is highly dispersed, with the five leading producers accounting for less than 40% of
production countrywide and each one of them having a production potential of less than 10% of heating capacities installed

in the natbnal system. At the same time, the market is of a local nature and bears the traits of a natural monopoly, with
heating prices being set in an administrative procedutariffs approved by the President of the Energy Regulatory Office.

The dominant produers focus their production activities in different urban areas therefore sector competition is limited.

PGE remains one of the leaders of the heating market, with production exceeding 18 PJ, making it the leader amongst Polish
power groups. The key produseof heating are PGNIG Termika S.A. (focused on production mainly in the Warsaw
F33t2YSNIGA2y 0T 95C JANROUINGSIIZIIMNIYISNG i A @ 3 MHZZSNRA Y%A St 2y |
F33t2YSNFGA2ySE _sRI 0P ! { teie@itioDN&iIdgIRSE dedr theleyttifies vith thelldiyiedt dzO S R
installed heating capacities in industriale cogeneration plants

Energy production from renewable sources is much more dispersed than the conventional generation market. Energy from
biomass iproduced at both dedicated installations and inafiring process with other energgourcesacross the country.

PGE Grouplevelops dynamically and gets more and more importaitaving delivered four new wind projects in 2015,

PGE Group became an entitjth the largestinstalledwind capacity¢ 529 MW (through PGE Energia OdnawialnaS.A.

Gt D9 9h {d! ¢ 0D t DI9% BHAR dfidtal KvindhcapiadityLigNa®land, YvhiehcBdd®7 GW in 205.

Other notable wind farm operators include: EDPR& @S A & t 2 indodyRenewhbies Folska sp.2z ®.B., Vortex
Energy Polska sp. z 0.0., Polenergia S.A., TAURON Ekoenergia sp. z 0.0., ENERGA Wytwarzanie S.A. and E.ON Ener
Odnawialne sp. z 0.@he competition between existing wimastallations is related, in view of existing until the end of 2017

(for large producers) obligation to purchase energy form RES, to participation in green certificates scheme. They are subject
of free market trade, however, due to significant oversuppiig are administrative decisions with regard to the level of
obligation to redeem that essentially influence the prices. The competition within new support scheme for RES takes place
in auctions via lower offered amount of support

In the distribution &5 = GKS O2dzy tNE A& RAQGARSR Ayid2 NBIAZ2YyaAI gAGK
market, who are required to carve out distribution activities from their other business. Aside from the-aieoti@ned

energy groups, another signifidaentity isinnogy Stoen Operator sp. z o(@rmerly RWE Stoen Operator sp. z §.@n

RWE Group company responsible for electricity distribution in Warsaw. A historical division of the distribution areas has
substantial impact on the operating conditi® of the business, and this specific situation is reflected in the distribution

tariffs approved by the URE president. PGE Group operates in an area that is less urbanised and industrialised, meaning that
it has 5.3 million clientthroughoutan area of 22 ths km’”. For comparison, TAURON has a similar number of clients in an

area nearly twice smaller and distributes a larger amount of energy.
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Chart: Number of offakers of energy distributed in 26million)

PGE
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ENEA

RWE (innogy)
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Source: own work based on information pebéd by ARE

Chart: Areas of operation of Polish distribution system operators

INNOGY

Source: own work based on information publishedhg/companies andRE

Chart: Share gbparticularenergy groups in saef electricity and volume of energy distributed to final @ékers inyear
2015.

Sale to final off-takers Volume c(;;:hte:lr:strlbuted electricity

ENERGA 7% ENEA
_14%

Others
13% _\ 13%

ENEA

14% ENERGA
16%

TAURON

TAURON 38%

29%

Source: own work based on information publishedhg/companies andRE

In the retail segment, which covers sales to end custorgerglividual, small and medium enterprises as well as large
industrial customerg most of the sales are conducted by the four largest energy groupsandy Polska S.A. (formerly
RWE Polska S)Ai.e. groups considered as incumbeaetlersof electricity ¢ historically operating in areas coinciding with
distribution areaand the default sellers for clients who have not decided to switch electricity suppliers. PGE Group and
TAURON remain the lead, having approximately 6086 the market. BotHPGE and TAURON sell electrimtpver five
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million clients.Despite a growingumber of competitors in the segment, including companies for which electricity is not a
core product, companies from outsidee four largest Polish groups continue to control little market share leaders
control close to 90% of the market, while other significant playersianeigy, based on sales connected with serving as
distributor for the Warsaw area, and EDF, whiatui®es on sales to businesses

Energy group profiles

The electricity sectais divided into segments, what reflected in the operating segments of tlespectiveenergy groups.

In contrast to the other energy groups in Poland, whose dominant EBITDA driver is the electricity distribution segment, PGE
Group derives much of its operating profit from tgenerationa S3AYSy i > S@Sy (K2daAK (&S 3INd:
largest electricity distributor by volume. This allows to optimally defipgompetences and capitalise on opportunities

arising in thegenerationarea (both conventional and renewable) as welirag/holesale energy trade, whilst generating

high and &ble EBITDA on regulated activities. A key feature of all the groups is a relatively small contribution of retail sales

to operating profit, which is a result of low sales margins, driven by strong competition in the segment

Chart: Profiles of Polish ergy group fize of the chart is proportionate to share in 2015 EBITDA of respective business
segments and the amount of total EBITDA

Generation™
Generation*® Generation*® 80%
80% 0%
50% 60%
40% 0% 40%
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other—e%—b—mstribution 20%
40% Other Distribution
20%
Supply . ’ / y . :
ENEA Other 0% Distribution
Sﬁoieration* . supply
60%
40%
20%
Other Distribution
Supply Supply

* Generationg conventional generation, generation from renewables and heat generation

Source: own work based on infoation published byhe companies
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5.3. Regulatory environment

Regulatory environment

Domestic LraaArofS OKFIy3aSa G2 GKS t2flyRQa SySNI
2050 as well as general directional guidelines indicatedhe Strategy Of Responsik
Development

changes in scope of services like

Amodification of current Operational Reserve mechanism

Aimplementationof cold reserve mechanism

Aimplementation of further packages for demand reductsamvices
implementation of capacity market
further amendments to the Law on Renewable Energy Sources, defining support sche
energy generation in renewables
obligation to redeenRESertificates in next years
parameters and auctioschedule for RES installations and level of reference prices
act on investments with regard to wind power plagtsability to build new power plants ¢
a distance less than 10 times the height of the turbine
change of the rules of obtaining energfficiency certificates and the publication of the list
projects for energy efficiency improvement
results of explanatory proceedings before the ERO President and court disputes in ¢
issue of certificates of origin of energy produced fromntmss for some of the branches
PGE GIEK S.A.
matter of implementation of quality tariff in distribution, that will make regulated inco
dependant on SAIDI and SAIFI ratios and connection time, among others
possible different decision in lagisputes, from which most relevant were presented in n
21.4 to the consolidated financial statements
draft Water Law Act introducing fees for water services, including the use of water for €
purposes
A draft &t on a change of the act on wasiefroducing a change in the way in whi
hazardous waste properties are specified

International regulations of climate and energy packadgtermining reduction targets for yea@d21-
2030c¢ legal implementation of energy union concdyatsed orframework targets set by th
European Coundih 2014,that in scope of the reduction of greenhouse gases emiss&m
constitute a performance of obligations resulting from so caftads agreemenparticularly
at least 40% CQemissionreduction targts, 27% RES share dat in total energy
consumption and; in accordance with the request of the European Commissiad?o
efficiency improvement targetncluding inter alia

Alegislative proposal with regard to revision of the EU Emission Tr&yisigm (EL
ETS) Directive formula for compensation mechanismdviodernisation Fund an
free allocation of C&emission allowances

Alegislative proposal with regard to revision of the Renewable Energy (F
Directive, including setting out the meang wvhich Poland is to contribute to th
27% share of renewable energy in the energy mix at EU level by Z08Qraft
includes, inter alia, a proposal for legislation that significantly restricts the use
further support ofbiomass

Alegislative propoal regarding the power ordinance and a legislative prop
regarding the power directive, the aim of which is the creation of a new struc
for a single energy market, including through the introduction of nhumerous
consumer solutions and increasimgarket flexibility and intervention into thi
capacity mechanism structures (specifically, the proposal to introduce a
emission standard at a level of 550 g/kWh)

Alegislative proposal regarding legislation on energy union governance, whict
create a system for managing the implementation of energy union objectives
is based on cooperation with other member states and on arrangements mau
the European Comission. As regards achieving the renewable energy objec
the draft includes the creation of a financial platform funded by contributi
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from member states

Alegislative proposal with regard to revision of the Energy Efficiency Directive |

including setting out the means by which Poland is to contribute to the .
improvement in energy efficiency at EU level by 2030

regulations connected with the reduction of emissions of pollutants implemented w
the framework of environmental policy, ihaing

Aprocess of revising the Best Available Techniques (B&)ertainty regarding the

final date for publication of the BAT conclusions and, therefore, the date
adapting production assets to the new requiremenithis date probably will fatiot
later than in the second half of 2021A preferred date for adapting to th
requirements stemming from the BAT conclusions is 20@24at means the
extensive use of temporary derogations based on Articleeidion4 of the Industrial

Emission®irectved ¢ L.9 5 € 0

5.3.1. Electricity prices

Domestic market Prices

Day-ahead market

The average price in the fourth quarter of 2016 on the-dag S R Y NJ S

PLN 154/MWh in the previous yeaincrease by 4% hegrowth in electricity prices was driven by regional factors. A

604dLw5b

AYRSE£ 0D

drought resulted in electricity production declines at Swedish hydro plaittsactingthe price equilibrium in the
entire region. Energy prices in Western Europe also rose as a restdnohodity marketstrength. In addition,
problems at French nuclear plants led to France significantly increasing electricity imports from neighbouring
countries, which led to a domino effect at crdssrder connections and hadn impact on prices in othestates.
Compared to neighbouring countries, the Polish-dagad market showed moderate price growirhe reversal of

commercial exchange balance was also offset by domestic factors

lower capacity shutdowns in National Power System resulting from lowerheaul load

lower hard coal prices in Poland measured RyCMIlindex (consequence of forward contracts concluded in

previous yearg

higher generation in wind farmgn the fourth quarter 0of2016 generation in wind farms amounted t#1 TWh

and was byl 9%higher yo-y).

An additional fator with significant impact onmergy prices, commoto Poland and the region, was lower prices of

CQ emission allowances on a yean-year basis

In 2016, the average daghead price was PLN 161/MWh, which is 3% mthian in the preceding year (PLN
156/MWh). Higher overhaul load in the second quarter, resulting in increased generation in units with a higher variable

costs, mainly attributed to the increaséyearly averagelectricity price
Chart: Monthly prices and price volatility at the day ahead markedit;2016 (TGE".
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* average monthly price of IRDN index calculated on the base of hourly quotations, weighted by the trading volume

'In October, production volumes at Swedish hydro plants was 33% lower y/y (source: Bloognibésg)alue is strictly
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Forward market

In the fourth quarter of 2016, the average price of annual contracts BASEvd#s PLN 160/MWh, in analogigagriod of
the previous year BASEL& was pricedat PLN 163/MWh on averagéecline by 2%-g-y). Average peak contract price
(PEAK -Y7) amountel to PLN 209/MWh in thisurth quarterof 2016,in analogicalperiod of the previous year PEAKLSY
was priced at PLN 211/MWh on average (decline by-@%9.y

During whole year 2016éhe average price of annual contracts BASH Was PLN 159/MWihby 3%lower than in2015,
when analogicaBASE -Y6 contract was priced at PLI64/MWh on averageAverage peak contract price (PEAKR7Y
amounted to PLR10/MWhin 2016 while in2015analogicaPEAKS -Y6 contractswere prices at PLRI12/MWh (decline
by 1%).

Chart: Monthly prices and price volatility on the forward market in 22056 (TGE.
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*monthly averagéndex level foforward contractsdr the next yeafY+1)baseload and peakalculation based on hourly quotatiomeeighted by the trading
volume

International market
Wholesale market

In the fourth quarter of 2016, spot prices on the domestic and neighbouring markets increased, however the growth
dynamic in Poland was modest (+4%-y) compared to tle price hikes in Sweden (+63%-y), Gemany (+16% y/yand

the Czech Republic (+22%-y). The price growth was driven by adverse hydrological conditions in Sweden, problems at
CNBYOK LIXlyda FyR O2YY2RAG& YIN)SG GNBYRambved signifitanyNB & dzf o
which had anmpact on the crosborder exchange balance. Average prices in Poland and Sweden were at a comparable
level¢ PLN 162/MWh and PLN 163/MWh, respectively, resulting in a decline in imports from the fewticigyin Poland

was cheaper thn in Germany (PLN 165/MWh) and the Czech Republic (PLN 179/MWh), which made it possible to export to

the south and west. The competitiveness of Polish exports was further strengthened by a weakening zloty (average EUR
exchange rate in the fourth quartef 2016 was 3% higher than in the same period last year)

In annual terms, wholesale energy prices on the sport market in 2016 in Poland remained some of the highest in the region,
with Denmark and Germany having the cheapest energy
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Chart: Comparisonf average prices on Polish market and on selected European markets in 2016 (prices in PLN/MWh,

average exchange rate EUR/PLN }¥4.36
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SourceTGE, EEX, EPEX, Nordpool, OTE a.s., PXE
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Chart: Monthly imports, exports and crdsarder exchange balance20152016(in GWh)
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Source: own work based on PSE data

The balance dhternational exchange in the fourth quarter of 2016 amounted.®8 TWh (eport 1.20 TWh, import B2
TWh).Poland was a net exporter of electricgysuch situation has taken place for the first time in three ygast time in
the fourth quarter 0f2013). The main export directions were: Czech Repubitance0.39 TWh)and Germany(balance
0.30 TWh).Sweden continues to be the main source of nepams, however the trading exchange balance with that
country (0.23 TWh)decreased three times-g-y (in November alonesxport from Polnd to Sveden was higher than
import). Ukraine remaineénimportant import source; import in the fourth quarter oR016amounted t00.21 TWh.

From the perspective of whole year 20B&knd was the importer of electricity antie balance ointernational exchange
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amounted t03.18 TWh.The fourth quarter attributed to the improvement of thérade, but it was not enough foits
balancing Throughout the year, export was three times higher than imgbrti 3 Q g2 NI K YSy A2y Ay 3
2016export was nine times higher than impprt

Diagram: Geographical structure of commercial exchamge16 (GWh)

Lithuania

= Import 4,825 GWh

Export 1,644 GWh

Republic Slovakia

Sourceown work based on PSE data
Retail market

The diversity of electricity prices for retail customers in the European Union depends not only on the level of the wholesale
prices of electricity. The fiscal system, regulation mechanisms and support schermegirtgp countries all have significant
impact on the final price of electricity. In Poland in the first hal2@f6, an additional burden for individual customers
accounted for 22% of the electricity price, compared to the EU average of 29%. In Dantch@&&rmany the proportion of
additional charges in the price of electricity exceeded.50%

Diagram: Comparison of average electricity prices for individual customers in selected EU countries in the first half of
2016 (prices in PLN/MWh). Prices include tosts of electricity distributian

? Eurostat data are published every six months.
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673

Source: own work based on Energy prices in the EU. Eurostat, the statistical office of the European Union. EUR/PLN 4.37

Diagram: The share of additional charges in electricity prices for the individual custoseesctaed EU countries in the first
half of 2016 (prices in PLN/MWtglculated with average exchange rate EUR/PL®.4.3
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Source: own work based on Energy prices in the EU. Eurostat, the statistical office of the European Union. EUR/PLN 4.37
5.3.2. Prices of certificates

Among the certificates, green certificates from renewable energy sources (OZEX_A) and yellow cogeneration certificates
0tabDao IINB 2F 1S& &aA3ayAFAOIyOS (2 tD9 DNRAZIQ& of Graey | y OA | ¢
certificates reached PLN 40/MWh and was 66% lowefyy The main reason of price pressure is oversupply of green
certificates produced in previous years combined with the growing energy production from renewable sources. The
obligation to redeengreen certificates in the first half of 2016 was at level of 15%. In the second half ofa20iie entry

into force of RES Laan obligation to redeem biogas certificates PMEBPD was separated at level 0.65%, while obligation

to redeem PMOZE certifites was set at 14.35%. Average price of PME)2EN the fourth quarter of 2016 amounted to

PLN 296/MWh. For green certificates PMOZE and PMB@Zne substitute fee is applied at PLN 300.03/MVite

average (blended) price of yellow certificates in fberth quarter of 2016 reached PLN 122/MWh and was by 4% higher
compared to the average price in the fourth quarter of 2015. The growth resulted from regulatory changes (obligation of
redemptiorf was raisedrom 4.9 % to 6%, whikubstitute fee increaseflom PLN 121.63/MWh to PLN 125.00/MWh).

3 Obligation of edemption concerns energgales to final customer. The seller is obliged to redeem the certain amount of colour certificates indicated by the
regulator (in relations to the volume of energy sold).
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Chart: Average quarterly prices of certificates
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Source: Own work based on TGE quotations. The yellow certificates prices presented on the chart are weighted averagesitdadprbducts
PMGM14, PMGML5 and PMGM.6.

5.3.3. Prices of C&emission rights

Two types of emission rights aevailable on the market European Union Allowances (EUA) and Certified Emission
Reductions (CER). Gigpe rights may be redeemed by business operators only to a limited extent, in settlement period
20132020 up to 11% of the allocations granted underaional Allocation Plan for years 260812

In the three quarters of 201&UA_DEC1®ere priced at average of EBRI3/*, including the substantial decline in the

first quarter, mainly as a result of lower commaodity prices on highly correlated markets, i.e. crude oil, gas, coalréuity elect

in Germany andhcreasing of volume intended for auctions in 2016. The first i@ba6 saw allocation of freef-charge

CQ emission allowances for 2015 and publication by the European Commission of data regarding levels of greenhouse gas
emissions from installations covered by the EU. EiltBe second quarter, a trend reversal waserved along with a slight

increase in prices as well as a rebound on commodity marketie end of June 2016, a record price decline took place.

This was accompanied by turbulence in financial markets following the Brexit referendum in the U.kitd thearter the

prices of allowances recorded low values despite EUA supply on the primary market cut by half. At the end of the third
quarter, EUA pricesecorded a slight increase due to the upcoming meeting of EU ministers in order to accelerate the
process of ratification of the Paris Agreemefihis growth continued until milovember, which was aided by a
breakdownl & CNBYy OK ydzOf SFNJ LI Fydad ! FGSNI AYAGALFE LINROS |
presidential elections, a systemafENR g G K Ay 9! ! LINKAOS& SyadzSRX LJ NI A Odz | N
environmental protection committee adopted higher reduction coefficients. On the last day of December, EUA price
reached EUR 6.55, mainly as a result of high energy pricesdpecand fuel prices in global markets

* Average weighted by volume
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Chart: Prices of G@mission rights in 2022016
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SourceBloombergpwn work

In thethree quarters o016, future EUA prices for December 2016 were priced in range EU&13.88nne. In the same
period, CERSs in future contracts with delivery in December 2016 were priced in range EOR Dt85ne

Work on revision of the EU Emissions Trading System (EU ETS) directyaing.ofihe new legal regulations concern the
next settlement period, i.e. after@®0. The final version of the directive is to be published at the beginning of 2017

5.3.4. Emission rights granted free of charge for years 22020

The Regulation of the Council of Ministers, that sets the allocation of allowances for particulaf efeistricity producers

in period 20122020, was adopted on April 8, 2014. Analogically, allocations of allowances for heat producers were set by
the Regulation of the Council of Ministers of March 31, 2014

t D9QA& Ayadlttl A2y hfrek didvandey fdraneatddd 2005 artd NdemyAfal ZF5, whik fiee allowances
for electricity for 2016 will be received by the Group by the end of April 2017, after verification of reports from intestmen
submitted to the National Investment Plan

At the same time, redemption of emission rights resulting from €fissions in 2015 was completed in April 2016

Table: Emission of G@om major Group installations in 2016 and in 2016 in comparison to allocatior,@hi3ion rights
for 2016 (in tonnes

Allocation of CQ % of the emissions coverel

Operator CQ emissions ir”016 emission rights for by the free allowances

2016
. SUOOKIGsg t26SNH 34,941,622 10,282,843 29%
CdzNk 6 t 26SNI t €I 7,838,244 4,137,453 53%
Opole PowePlant 5,917,008 2,377,219 40% GaEUS
ZEDO 4,806,958 1,949,023 41%
Bydgoszcz CHPs 770355 442,383 57% cC
[dzot Ay 2 NRBG] 59 554,078 257,020 46% -
D2NIisg /1t 437,569 201,665 46%
wi Saisg /1t 313875 107,381 34%
Kielce CHP 183701 83,196 45%
Zgierz CHP 173366 32,763 19%
TOTAL 55,936,776 19,870,946 36%

* amount of granted CO2 emission rights will be confirmed in the Regulation of the Council of Ministers in the first qe@tter of
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5.3.5. Termination of longterm contracts (LTC)

Due to the termination of LTCs in accordance with the LTC Act, the producers being earlier the parties to such
contracts obtained a right to receive compensations for the coverage of so called stranded costs. Stranded costs
were capital expenditures resifig from investments in generating assets made by the generator before May 1,
2004 that a generator is not able to recoup from revenues obtained from sales of generated electricity, spare
capacity and ancillary services in a competitive environment aféelygermination of LTC. The LTC Act limits the
total amount of funds that may be paid to all generators to cover stranded costs, discounted as at January 1, 2007,
to PLN 11.6 billion, including PLN 6.3 billion for PGE.

Table: Key data relating to PGE @rgenerators subject to the LTC Act.

Maximum amount of stranded

Generator LTC maturity and additional costs
(in PLN million)

¢ dzNBower Plant 2016 2,571
OpolePower Plant 2012 1,966
ZEDO 2010 633
[dzof Ay 2NRG1Us56 /1t 2010 617
wi Salsg /1t 2012 422
D2Nls¢g /1t 2009 108
TOTAL 6,317

In the period provided for by the LTC Act, i.e. till December 31, 2007, PGE S.A. signed LTC termination agreements
with generators being parties to the then applicable LTCs. Therefore generators obtained a rigtgit@ funds to
cover their stranded costs.

The impact of LTC compensations on results achieved by the PGE Group isddésaridie 33.1 to the consolidated
financial statements

5.4. Supply markets
5.4.1. Provision of raw materials

Lignite, hard coal, natat gas and biomass are key fuels used to generate electricity and heat by power plants and
heat and power plants belonging to the PGE Group. The cost of fuel procurement constitutes a major share in
electricity generation costs. PGE S.A., on the groundgréement for Commercial Management of Generation
Capacities, secures hard coal, gas and biomass supplies to the branches of the Conventional Generation segment.

Lignite supplies are carried out within a framework of regular cooperation between brancheratiog in the
A0NHZOGdzNBE 2F /2y @SyGAz2ylf DSYSNIGA2Yy &aS3ayYSyido ¢KS Y2 .
LX Fyd FyYyR GKS Y2. ¢dz2Nk g YAYS adzlll ASa AG G2 GKS ¢dzNk &
the performance ad settlement of lignite supplies between individual branches of Conventional Generation
segment.

The main supplier of the hard coal for the electricity and heat production needs in the branches of Conventional
Generation segmentwas 2 £ a 1 | D NXzhJiz o0.® &rokly Ap 016 the company took over the mines and
contracts oftheY 2 YLI YAl 2t 3t 26 {d! d0Z gK2aS aKINB Ay GKS &SI N
{KINB 2F (GKS 20GKSNJ KINR O2Ff &dzLILY IAGGNBAYO {1 WI &GNt R Adya | 2
amounted to over a dozen per cent.

Natural gas for electricity and heat production in CHPs of Conventional Generation segment, was mainly supplied on
the ground of agreements with the domestic fuel suppliers and through @ases on the OTC market and the TGE
SEOKIy3aS 6¢26l Neélk DASORF 9ySNHAA {d! d0d t D9 {d! &I tD
S.A. (PGNIG S.A.) were the major suppliers

Biomass was obtained via procurement procedures from suppliers tipgran the Polish biomass market

As regards fuel supplies at PGE Group in 2016, no threats were identified such as could have disrupted continuity of
the production process
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5.4.2. Purchases of transmission and distribution services
Under the existingggislation, power undertakings in Poland must have

a valid Agreement for the Provision of Electricity Transmission Services signed with PSE S.A.
a valid Agreement for the Provision of Electricity Distribution Services, signed with.a DSO
or validagreements concluded both with PSE S.A. and agdS@quired due to the scope of operations

In view of the above obligations, companies dealing with generation, trade and distribution of electricity in Poland
(including entities in the PGE Group) adiectly or indirectly, dependent on agreements for the provision of
transmission services, which provide for rules with regard to the settlement of services rendered to a PSE S.A. or by
PSE S.A. and methods for fixing and settling energy divergences dB#larising as a result of balancing the
domestic electricity demand by the Operator. Agreements for the provision of transmission services are made with
GKS O2YLIlye t{9 {o! &3 HKAOK 2LISNIGA2ya AyOf deBukitydza S 2 7
transmission while maintaining the operational security of the NPS. Pursuant to the provisions of the Energy Law,
PSE S.A. as the TSO is responsible for grid flow in the transmission system, current -delaegurity of the

system, maintenace, repairs and necessary development of the transmission grid, including connection with other
power systems

Power undertakings, which operate under a license and whose active Generation Units are connected to the
National Power Grid, must enter into@2 y i N} OlG T2 NJ GNI yaYAaaazy ThicdhigatomSa o a
also applies to the DSO, who as a Balancing Market Participant of the Balancing Company tygg (ORB a

passive Balancing Graphic Unitgd@rough which it purchaseslectricity in order to cover distribution grid losses
originating during the distribution of electricity through this grid

Under the Agreement and the Transmission Network Code, a power undertaking is obliged to report on a daily basis
any concluded Etgricity Sale Contracts to PSE S.A. PSE S.A. as an operator in charge of the performance of the
signed agreements and the trade balancing through the Balancing Market, carries out cyclical settlements of
deviations of electricity supplied and received. Tdigigation referred to above creates dependency of a systemic
nature which additionally affects companies within the PGE Group to the extent defined by law and determined by
the scope and character of their operations.

Termination or expiry of the transission agreement while the terms of a new transmission services agreement
between a power undertaking and PSE S.A. are not agreed leads in practice to a request being filed by one party with
the President of the Energy Regulatory Office to establish tiragef the agreement.

An integral part of a transmission Contract is an Agreement on the Terms and Conditions for the Provision of

' YOATEFNE {SNIBAOSA o6a! ANBSYSyiléo gAGK t{9 {d!d ¢KS ! IN
units ofthe PGE Capital Group render selected services from the catalogue of ancillary services to PSE S.A. the extent
which has been agreed and provided for in the Agreement

5.4.3. Provision of system services
In 2016, PGE GIEK S.A. extended provision of Hogvfiog system services

Energy consumption reduction at the PSE S.A. request ("negawatts'G.oftiactconcluded in 2015 is still valid
for the next two years (i.e. 2015 and 2016); the service consists of shutting down, specific volumes of electricity
supply in 4hour blocks at a request issued by PSE S.A. in order to ensure the continuous security of the NPS

Generating unit availability (i.e. GWSgeneration forced by grid considerationg)ew contract was
concluded on Jun@4, 2016 with validity unil December31, 2016. Realisation of the contract includes
generation in selected CHP plants on PSE S.A. request in order to ensure the continuous security of the NPS

Cold reserve intervention service ("IRZ"), consisting of providing PGE GIEK S.fatngeneits (Units 1
and 2 at Dolna Odra) to PSE S.A. for management and operation for the balancing of active power, in
intervention mode, in order to ensure the continuous security of the NPS, including in particular

A maintaining the contractor's genetiag units on staneby and, following receipt of a request from PSE
S.A., load active power at a level specified in the request

A usage of the capacity of the contractor's generating units, which consists of turning the units on and
feeding the electricityproduced by these units into the grid, at a volume and time specified in PSE S.A.
request
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The cold intervention reserve is intended only for the PSE S.A. statutory tasks. The agreement was executed in
December 2013, and the IRZ service is provided insy2@162017, wherein PSE S.A. used the option to extend the
agreement for an additional two years. As a result, IRZ service will be provided in yeat202016

Use of the above services by PSE S.A. is intended to meet the binding continuity andyediébiiia for electricity
supply and to maintain the required quality parameters in respect of the electricity being supplied

Operational Capacity Reserve (ORM). ORM isptioeluction capacitiesof Production Schedular Units
(JGwa constituting excessapacity over executed Energy Sale Agreements (USE),:which

A constituted a capacity reserve in the course of conducting energy supplies at JGWa in operation or at
aAdFyRaAGATET QFLAfTF0fS 0SOF,dzaS 2F (GKS LI FydQa 2LIS
A were used to forced electrity production or to produce electricity under USE relocation to JGWa on
the Balancing Market

A settlement for ORM is performed from January 1, 2014, for peak demand hours, i.e. between 8 and
22, only on business days

Regulatory System Services within active JGwa

A start-up of JGwa (from hot, warm and cold state)
JGwa participation in primary conttol

JGwa participation in secondary control

JGwa overload operatign

JGwaparticipation in automatic load and passive capacity controperation of blocks in Automatic
Control of Plant Load (ARNE)

> v > >

On December 30, 201£GEEOS.A.signed a new 4ear agreement with PSE S.A. for provision of intervention
services. Under theggeement, which covers years 202818, PGE EO S.A. @sput intervention work for PSE S.A.
consisting of providing®SE S.Awith the capability to manage and operate the following pumgstdrage plants:
AFNY26ASOT t2NN61 |+ Al NBagemenQ ik intervehtignRmode 2 theAbglange off a2tNg axd:
reactive power in the system and management of power flows in the transmission network

The services cover
A active cold intervention reserve service
A selfstart-up service

A load and reactive powerontrol service
A power compensation service

In 2036 purchase of services from PSE S.A. constituted app¥af operating costs incurred by the Group. PSE S.A.
is an entity related to PGE S.A. as a subsidiary of the State Treasury
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5.4.4. Fuel purchaseosts

Table: Volume and cost of purchase of fuels from third party suppliers ind20a@uarterly basiand in the fourth quarter
of 2015

Q1 2016 Q2 2016 Q32016 Q4 2016 Q4 2015

Type of fuel

Volume Cost Volume Cost Volume Cost Volume Cost Volume Cost

(tonsths) (PLNm) (tonsths) (PLNm) (tonsths) (PLNm) (tonsths) (PLNm) (tonsths)  (PLNm)
Hard coal 1,193 263 1,145 241 1,417 303 1,585 334 1,807 415
Gas (cubic metre 211,842 181 142,04: 75  68,68¢ 35 236,967 163 199,304 176
Biomass 267 57 234 54 247 57 120 22 283 72
Fuel oil* 11 8 9 10 11 11 10 12 12 15
TOTAL 509 380 406 531 678

* heavy and light
Table: Volume and cost of purchase of fuels from third party suppliers in 2016, 2015 and 2014

2016 2015 2014
Type of fuel Volume Cost Volume Cost Volume Cost
(tons ths) (PLNm) (tonsths)  (PLNm) (tons ths) (PLNm)
Hard coal 5,340 1,141 5,588 1,315 6,197 1,536
Gas (cubic metres ths) 659,542 454  575,19¢ 484 378,94¢ 258
Biomass 868 190 1,215 333 1,236 353
Fuel oil* 41 41 30 38 40 75
TOTAL 1,826 2,17(C 2,222

* heavy and light

In 2016 the costs of purchasing primary fuels from providers outside the Group amounted to PLN 1,826 million and were
lower by PLN 344 million than in 2015

Costs opurchase ofthe main fuelsn PGE Capital Growgre mostly affected by

Hard coal

Lower purchase volume I#¢6 (PLN58 million)
Lower purchase volume of hard coal results from lower generation in branciSBfGIEK S.Anddition, lower
purchase volume i©polepower plant results from decreased inventories as at the eng(df6, what is caused
by lowerstorage capacities due to ongoing works related to the construction of new. units
Lower average price 8#0 (PLN116 million)
Lower hard coal price results efly from the situation on the mining market, both domestic and international. It
allowed for negotiation of lower contractual prices of hard coal than in 2015

Biomas
Lower volume of biomass purchase by 29% (#BNnillion)
Lower volume of biomass punase is a result of lower electricity production inrammbustion with biomass due to the
decreased profitability of electricity production in that technology (the impact of new regulations of RES law and low
prices of green certificatek)
Average pricedwer by 20% (PLM8 million)

Gas
Higher purchase volume %% (PLN +71 million)
Increased purchase volume resulted from higher demand for gas fuel at branches of PGE GIEK S.A.
Lower average price 8% (PLNLO1 million)
Lower average purchageice is connected with liberalisation of Polish gas market and decline of gas prices on the
exchanges

Fuel oil
Purchase volume higher BY% (PLN +14 million)
Higher purchase volume results from higher use of fuel oil for the needs of trial run ofafteitsoverhauls and
Y2RSNY A&l GA2ya Ay.. SUOOKIGsg6 LI26SNI LI | yi
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Lower average price [81% (PLN11 million) Lower global prices of crude oil and refinery products attributed to
the decrease of average purchase price of fuel oll

In 2016 approximately 70%f the electricity was produced from internally sourced lignite, whose extraction price is fully
controlled by PGE Capital Group

5.4.5. Tariffs

PGE Group companies earn part of their income based on tariffs approved by the President of the EnergyyReffiakato

tariffs for the sale of electricity to households (G tariff grigup
tariffs of the distribution companies
tariffs for heat

Distribution of electricity

Methodology of and assumptions for tariffs determination were published in the docutnént NA F¥a& F2NJ 6 KS 5
HAMCEY SKAOK 61 a LINBLINBR yR LlzofA&8KSR 68 GKS t NBaARSy
On December 17, 2015 the ERO President approved the Tariff of PGE Dystrybucja S.A. for electricity distribution services for
the peliod until December 31, 2016.

Tariff came into force on January 1, 2016.

Distribution tariffs for 2016 approved by the President of the Energy Regulatory Office, contributed to changes in average
tariff in particular tariff groups (calculated for revenuasd volume in a given tariff year) in comparison to year 2015
(including RES fee)

A tariff groupc decrease by 1.31%;

B tariff groupg decrease byt.96%;

C+R tariff groug decrease by 80%;

Gtariff group¢ decrease byt.96%.
Decrease of distributiomariffs takes into account 12% increase in quality fee transferred from the Transmission System
Operator tariff that increasgregulated revenue but does not affect the result of Distribution segment
Changes in average tariff in particular tariff groypst including RES fee) are as follows:

A tariff groupc decrease byg.21%;

B tariff groupg decrease by.21%;

C+R tariff groug decrease b¥.86%

G tariff groupg decrease byp.94%.
Themostimportant change in tariff for 201énd continued in tariff for 201i& implementation of quality parameters. It has
been settled that the ratiodirectlyimpacting the regulated revenue will be following key performance indicators

SAIDL, System Average Interruption Duration Ingex

SAIF{ System Average Interruption Frequency Index

Connection time

¢CNFYyaFSNI GAYS 2F YSGSNAYy3 FyR o0AftAy3d RIEGE da/t560X 6K

Not meeting the levels of ratios indicated by the ERO Presidentsiillt in penalty of decreasing the regulated revenue
through reduction of amount of return on capital in year t+2. In the initial period no rewards are anticipated for achieving
better indicators than the required ones

Impact of quality parameters readid in 2016 will be included in tariff for 2018nd realisation in 2017 will be included in
tariff for 2019 In accordance with the assumptions adopted by the ERO, a penalty may not exceed 2% of regulated revenue
and value of 15% of return on capital igigen year

For the first timen linewith the ERO guidelinei,has been possibl® includein the tariff costsrelatedto constructionof
energy infrastructure ithe traffic lang or costsrelated to the permanenéxclusion of landrom agriculturalproductionand
forestry.

In the tarifffor 20160f PGE Dystrybucja S&8RES fee was also introduced. Thatdekie to the amendments to the RES
Lawg came into force as from July 1, 2016

On December 1%2016the ERO President approveapproved the Taff of PGE Dystrybucja S.A. for electricity distribution
services for the perioftom Januaryl, 201 7until December 31, 201

Tariff has been effective as of January 1, 2017
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Tariff for heat

Pursuant to the Energy Law, Energy companies holclimgessions set tariffs for heat and propose their duration..
Conduction of proceedings concerning heat tariffs approval lies within the competence of regional Branches of the Energy
Regulatory OfficeAverage sale price of heat in PGE increased by appatety2.3%in comparison to the prices R015.
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6. Management of corporate social responsibility and sustainable development at PGE Group

t D9 DNRdAzLIQ& F LIINRLF OK (G2 NBalLkRyaiotS odzariySaa Aa asSa 2d
on ensuring stable energy supplies to clients whilst minimising its environmental footprint, modernising existing
infrastructure, increasing renewable energy share as well as protecting the environment and reclaimingrpogt

areas. Activities in the aa of responsible business are conducted throughout the entire value ¢hiai'm mining

and production through to the end recipient of electricity. At each stage of electricity production, distribution and

sale, it is important that activities are condedtwith care for the surroundings and stakeholders

PGEGroupO2 y RdzOGa AdGa FOGABGAGASE GF1Ay3a Ayid2 O2yaARSNI GAZ2y
into stable development for the company, in line withérporatevalues

Ethical, transparent and fair actions are the basis for responsible business. PGE Group places strong emph

rules, standards and values that each employee should be guided by. Dialogue and cooperation with
communities are an importa aspect of working towards sustainable development. PGE Group maotaigoing
RAFf23dz2S 6A0GK LI NIYySNER® ! Y2y3Jad tD9 DNRdzZIQa (1S@& cadl®
administration, local authorities, industry organisations and NGQxl&rs, partners, clients and local communities G426
connected with locationgvhere we operate

For each identified group of stakeholders, PGE Group has a dedicated way of conducting the communications and the
dialogue Along with our every investment projeete hold a dialogue with local governments and communitie2016
PGEGroup began the works on internal principles ofaqmeration and communication with the local communities

6.1. Involvement in CSR initiatives

aDf 20 t PatifpallorOidi the®lobal Compadhitiative is one of the manifestations of our support for
respecting human rights

Since 2011, PGE S.A. has belonged togtieep of socially responsible companies which are listed on the G415
Warsaw Stock Exchange and form the RESPECT Index portfolio

Since 201PGE has been tHatrategic Partneof Responsible Business Forum

PGE S.A. isone of 99 Poldl2 YLI- yASa GKFG KFE@S a2 FFN) arA3aysSR S
sustainable de8 f 2 LIYSy (i ®¢ wdzf BeglaratidR areJanSeRoredsign ofi éaggement in sustainable
RSOSt21LIYSyid FYyR tD9Qa RNARGS 26| Niuble De@KpmenP\igiod for2 6:2:S O
Polish Business 2050.

In 2016, PGE Group participated in work on developing a minimum standard for companies in the area of ethics
as part of the Working Group at the Coalition of Ethics Spokespeas@isbal Compact Polaridetwork.

PGE Group takes part in the proceedings of numerous international organisations and associationsiaﬂS

Since 2008, PGEA. has taken part in the fitive of the SecretariGeneral of the United Nations called .
G4

member of the Polish Electricity Association (PKEE) PGE belongs to inter alia Central Europe Energy
and EURELECTREXnNg part of the Polish Member Committee of the World Energy Council (WEC) PGE
plays the leading role in shaping policies and indicating directions of activities of this organisation G416

PGE S.A. belongs to such Polish energy industry organisatiding Bslish Chamber of Power Industry and Environment
Protection, the Polish Association of Energy Trading and the Association of Polish Electrical Engineers. We partiipate in th
proceedings of business organisations, including the Employers of Pola®id, @Polish Association of Listed Companies

In addition, the companies from the Group participate in industry organisation connected directly with their area of
operations(for examplein organisations related with renewable energy or nuclear eneffy Group companies are

active on local, nationwide, as well as on foreign markets
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CSR Strategy and our commitments

6.2. Customer
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