ZESPOLU ELEKTROWNI PATNOW - ADAMOW - KONIN SA
CAPITAL GROUP

OTHER INFORMATION TO EXTENDED CONSOLIDATED REPORT FOR
I QUARTER 2019

(This is a translation of the document issued originally in Polish language.
The Polish original should be referred to in matters of interpretation.)

15 MAY 2019



ZESPOL ELEKTROWNI PATNOW - ADAMOW - KONIN SA CAPITAL GROUP
OTHER INFORMATION TO EXTENDED CONSOLIDATED REPORT FOR I QUARTER 2019

TABLE OF CONTENTS

1. SELECTED FINANCIAL DATA ..ottt ettt ettt sttt st s e st e st e b e b e st et s e st e s e seste s enesbe s enente s 3

2. DESCRIPTION OF THE GROUP ..ottt bttt bbbt b bt b bbbttt n s 5
2.1, BaSIC INTOMMELION ....iiviieiiic ettt et bbbttt s bt e b sb e e et e st e s e et e s e e s e et e sbe e etennes 5
. 1 (101 0 (TSSO PR PSPPSR 6
2.3.  Composition of the Management BOAID ............cooiiiiiiiiiieii e 7
2.4. Description of the changes in the GIoup’s SITUCIUIE .........cccviiiiiriiiiiri e 7

3. SIGNIFICANT EVENTS AFFECTING THE GROUP’S ACTIVITY oottt 7
3.1.  Significant achievements and failures during the period covered by the report ...........ccocvvveveieveicesvsinsinenn, 7

10.

11.

3.2.  Other significant events of the reporting period, events after the balance sheet date and other
information which are relevant for the assessment of the human resources, property, financial situation
and ability of the Company and the Group to fulfil its 0blgations ...........cccccviiiiiniie 13

INFORMATION ON SIGNIFICANT PROCEEDINGS PENDING BEFORE A COURT, A BODY
COMPETENT FOR ARBITRATION PROCEEDINGS OR A PUBLIC ADMINISTRATION BODY

RELATED TO ZE PAK SA OR SUBSIDIARIES CONSOLIDATED UNDER THE GROUP .........ccccococeiinininne. 14
INFORMATION REGARDING THE SHAREHOLDING STRUCTURE .......ccoiiiiiiiicienereeee e 16
5.1. Shareholders holding, either directly or indirectly through subsidiaries, at least 5% of the total number

(0] IV =1 TS U TP TP PRPRTORO 16
5.2.  List of the shareholding structure of the management and supervising personnel ..........c.cccccccvereiienennnen, 17
OPINION OF THE MANAGEMENT BOARD ON THE POSSIBILITY OF EXECUTION OF FINANCIAL
FORECASTS PUBLISHED EARLIER ..ottt sttt 17
INFORMATION REGARDING THE PAID OD DECLARED DIVIDENDS.........cccoctiiiriininieiese e 17

INFORMATION ON THE CONCLUSION BY ZE PAK SA OR ENTITIES CONSOLIDATED UNDER
THE GROUP OF SIGNIFICANT TRANSACTIONS WITH ENTITIES AFFILIATED PURSUANT TO

CONDITIONS OTHER THAN MARKET CONDITIONS ...ttt st sre e 17
INFORMATION ON GRANTING BY ZE PAK SA OR ENTITIES CONSOLIDATED UNDER THE
GROUP OF SIGNIFICANT GUARANTEES, SURETIES, CREDITS OR LOANS......c..ccoiii ittt 17
INFORMATION CONCERNING THE ISSUE, REDEMPTION, AND REPAYMENT OF NON-EQUITY
AND CAPITAL SECURITIES ...ttt ettt sttt ettt ettt sttt ta e sbe e e be e besab e ebseeb e e sbaebeesbesteesreesbeesbeennes 18
FACTORS WHICH, IN THE MANAGEMENT BOARD’S OPINION, WILL AFFECT THE COMPANY’S
RESULTS IN THE PERSPECTIVE OF AT LEAST ONE QUARTER......c.coiiieeeeceee et 18
11.1. Macro-economic trends in the Polish economy and the demand for electriCity .........ccccoveriieiiniiiinccnnen, 18
11.2. ReguIatory ENVIFONMENT .......c.iiieiieiieie ettt e st e e st e e te et e e st e sseesteesaaesbeebeaneeensesssesseesteesseeseenreens 20
I T 1=t T | Y o] (=SS PSPSPSS 20
11.4. Prices supply of Certificates Of OFigIN ..o 21
11.5. Extraction and supply costs of coal and other fUEIS............coiiiiiiii e 22
11.6. CO, eMISSION AlIOWANCES COSES .....viiiiiiiiiiieiieeitee ittt ettt et e et e et e s e e s teesteesbeesbeebeenteeasesbsesbaesbaesbeesreesnens 22
11.7. Compensation for the stranded costs related to the termination of the ,,Long-term Contract” (,,PPA”)
Elektrownia PatnOw I SP. Z 0.0....ccuiiiiiiiiieiiieiiii ettt et sb ettt b et sn e e e nneenas 23
11.8. Seasonality and meteorological CONUITIONS.........cccuciuiiiii it 23
12,9, INVESTMENT EXPEINSES ....e.eeeiteeetteteesieesteeseesteesteesteesteaeeaneeaseeaaeeaseesteeteesteaseeaseesseesaeeseeanseanseaneeaseesseenaeenteenteanenns 24
11.10. EUR/PLN exchange rate, the level of iNtereSt rates ........c.ooveveieiireiieiiceeeerer e 24




ZESPOL ELEKTROWNI PATNOW - ADAMOW - KONIN SA CAPITAL GROUP

OTHER INFORMATION TO EXTENDED CONSOLIDATED REPORT FOR I QUARTER 2019

1. SELECTED FINANCIAL DATA

Selected consolidated financial data

Sales revenue

Operating profit/loss
Profit/loss before tax

Net profit/loss for the period

Net profit attributable to equity holders
of the parent

Total comprehensive income

Net cash flow from operating activities
Net cash flow from investing activities
Net cash flow from financing activities

Net increase / (decrease) in cash and cash
equivalents

Net profit per share
(in zloty/euro per share)

Weighted average number of shares

Total assets
Fixed assets
Current assets
Total equity
Share capital

Share capital attributable to equity
holders of the parent

Total liabilities
Long-term liabilities
Short-term liabilities

Book value per share
(in zloty/euro per share)

Weighted average number of shares

Zloty thousand Zloty thousand Euro thousand Euro thousand
3 months 2019 3 months 2018 3 months 2019 3 months 2018
period period period period
01.01.2019 01.01.2018 01.01.2019 01.01.2018
- 31.03.2019 - 31.03.2018 - 31.03.2019 - 31.03.2018
695 131 465 786 161741 111 475

27 605 1349 6 423 323
28118 (7 538) 6 542 (1 804)
12010 (15 636) 2794 (3742)

13 280 (15 083) 3090 (3 610)
11691 (15 701) 3720 (3 758)

(31 439) 31959 (7 315) 7 649
3435 (36 894) 799 (8 830)

(9 867) (52 258) (2 296) (12 507)

(37 871) (57 193) (8 812) (13 688)
0,26 (0,30) 0,06 (0,07)

50 823 547 50 823 547 50 823 547 50 823 547
As of As of As of As of
31.03.2019 31.12.2018 31.03.2019 31.12.2018
3982759 3871297 925943 900 302
2925143 2968 043 680 060 690 243
1056 634 902 244 245 655 209 824
1632249 1687 147 379 478 392 360
101 647 101 647 23632 23639
1630231 1683 859 379 009 391 595
2350510 2184 150 546 465 507 942
973 080 974 139 226 229 226 544
1377 430 1210011 320 236 281 398
32,08 33,13 7,46 7,70

50 823 547 50 823 547 50 823 547 50 823 547
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Selected financial data of ZE PAK SA

Sales revenues

Operating profit/loss

Profit/loss before tax

Net profit/loss for the period

Net cash flow from operating activities
Net cash flow from investing activities
Net cash flow from financing activities

Net increase / (decrease) in cash and cash
equivalents

Net profit per share
(in zloty/euro per share)

Weighted average number of shares

Total assets

Fixed assets

Current assets

Total equity

Share capital

Total liabilities
Long-term liabilities
Short-term liabilities

Book value per share
(in zloty/euro per share)

Weighted average number of shares

Above financial data were converted into EUR according to the following exchange rates:

Zloty thousand

Zloty thousand
3 months 2018

Euro thousand

Euro thousand

3 months 2019 period 3 months 2019 3 months 2018
period 01.01.2018 period period
01.01.2019 - 31.03.2018 01.01.2019 01.01.2018
-31.03.2019  (transformed data) - 31.03.2019 - 31.03.2018
336 104 246 159 78 204 58 912
39 956 5267 9297 1261
37575 3020 8743 723
30376 2371 7 068 567
(122 007) 29 558 (28 388) 7074
11335 (18 711) 2 637 (4 478)
22945 (40 209) 5339 (9 623)

(87 727) (29 362) (20 412) (7 051)
0,60 0,05 0,14 0,01

50 823 547 50 823 547 50 823 547 50 823 547
As of As of As of As of
31.03.2019 31.12.2018 31.03.2019 31.12.2018
2285137 2151997 531 267 500 464
1974 802 1745 389 459 117 405 904
310335 406 608 72 149 94 560
1368 762 1338 387 318221 311253
101 647 101 647 23632 23639
916 375 813 610 213046 189 212

2 457 61 392 571 14 277
328874 245412 76 459 57073
26,93 26,33 6,26 6,12

50 823 547 50 823 547 50 823 547 50 823 547

e particular items of statement of comprehensive income (Profit & loss account) and statement of cash flows (Cash flow)
- according to the exchange rate constituting an arithmetic average of average exchange rates set out by the National
Bank of Poland at the end of every month of the reporting period starting from 1 January 2019to 29 March 2019 which
is EUR/PLN 4.2978 and from 1 January 2018 to 30 March 2018, which is EUR/PLN 4.1784

e particular items of the Statement of financial position (Balance sheet) according to average EUR/PLN exchange rate
published by the National Bank of Poland as of 29 March 2019 which is EUR/PLN 4.3013 and as of 31 December 2018

which is EUR/PLN 4.3000.




ZESPOL ELEKTROWNI PATNOW - ADAMOW - KONIN SA CAPITAL GROUP
OTHER INFORMATION TO EXTENDED CONSOLIDATED REPORT FOR I QUARTER 2019

2. DESCRIPTION OF THE GROUP

2.1. Basic information

As of 31 March 2019, ZE PAK Capital Group (hereinafter referred to as the “Group”, “Capital Group” the “ZE PAK
SA Group”) is composed of a dominant entity Zespot Elektrowni Patnéw — Adamow — Konin SA (hereinafter referred
to as “ZE PAK SA” or “Company”) and nine subsidiaries i.e. Elektrownia Patnow II sp. z 0.0., PAK — Volt SA, PAK
Kopalnia Wegla Brunatnego Adaméw SA (hereinafter referred to as the “PAK KWB Adaméw SA”), PAK Kopalnia
Wegla Brunatnego Konin SA (hereinafter referred to as the “PAK KWB Konin SA”), Przedsi¢biorstwo Remontowe
PAK SERWIS sp. z o.0. (hereinafter referred to as the “PAK SERWIS sp. z 0.0.”), PAK Gornictwo sp. z 0.0., PAK
Infrastruktura sp. z 0.0., PAK Adamow sp. z 0.0., Aquakon sp. z 0.0. in liquidation. All the above-mentioned
companies are consolidated.

The companies of the biggest importance for the Group due to their scale of activity are: ZE PAK SA, dealing with
production of electricity and heat, Elektrownia Patnow II sp. z 0.0., dealing with production of electricity, and PAK
KWB Adaméw SA and PAK KWB Konin SA, dealing with lignite mining. In addition to companies from the
aforementioned main areas of activity, the Group also includes other companies that deal, among others, with the
execution of construction and assembly works, maintenance works, service, production and trade activities aimed at
satisfying the needs and comprehensive industry service.

The production facilities of the Group include three lignite-fired power plants located in the central part of Poland in
Wielkopolskie voivodship. These are: Patnow II — equipped with a supercritical power unit, Patnéw I and Konin —
equipped additionally with power unit with a boiler dedicated to biomass firing. Total installed gross power output of
the production facilities as at the date of this report is 1896 MW.

The Group’s mining assets are concentrated in two companies: PAK KWB Konin, which currently operates on J6zwin,
Tomistawice and Drzewce open casts, and PAK KWB Adamow operating on Adamow open cast.

Majority of the Group’s sales revenue is derived from sale of electricity. This is supplemented by revenues from sale of
heat, contracts for construction repair services and certificates of Energy origin. An additional source of sales revenues,
depending on the level of production costs, energy prices on the market and production volume, are revenues from the
termination of long-term contracts (Power Purchase Agreements) for the sale of electricity, generated by Elektrownia
Patnow 1II sp. z o.0. The Group, having lignite mines in its structure, provides power plants with an access to
uninterrupted lignite supplies for own production installations located in the immediate vicinity of the mines. The
vertically integrated Group enables optimization of coal inventories and supplies by coordinating coal mining with the
demand for this fuel. The demand for biomass is covered on the basis of contracts concluded with suppliers.

The structure of ZE PAK SA Group as at March, 31 2011 is presented at Picture 1.

Apart from the Capital Group, ZE PAK SA owns shares in Zaklady Pomiarowo-Badawcze Energetyki Energopomiar
sp. z 0.0. with headquarters in Gliwice and providing measurement, research and consultancy services regarding, among
others power engineering. The Company holds one share in the aforementioned company with the value of PLN 151
201.01, which constitutes 2.81% of the total capital.

The main shareholder makes the Group affiliated with other entities, in which Zygmunt Solorz holds substantial direct
or indirect share.
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2.2. Structure
Picture 1:  Structure of the Group as of 31 March 2019
PAK Infrastruktura sp. z 0.0
ZE PAK SA (100%)
. . A company from
Elektrownia Patnéw Il sp. z o.0. .
ZE PAK SA (100%) the segment:
PAK KWB Adaméw SA
ZE PAK SA (99,35%) CERERETION
PAK KWB Konin SA
ZE PAK SA (94,79%)
PAK GORNICTWO (2,89%)
Aquakon sp. z 0.0. in liquidation
PAK GORNICTWO sp. z 0.0.
PAK GORNICTWO sp. z 0.0 I (96,2%)
ZE PAK SA(100';%) - RENCVATION
PAK Adaméw sp. z 0.0.
ZE PAK SA (100%)
PAK SERWIS sp. z 0.0.
ZE PAK SA (100%) CLUER
PAK - Volt SA
ZE PAK SA (100%)
Table 1:  Description of the Group’s companies (excluding ZE PAK SA)
Entity Registered office Scope of operations Group’s share in the capital in %
31.03.2019 31.12.2018
,.Elektrownia Patnow 11 62-510 Konin Electric Energy production and 100,00%* 100,00%*
sp. z 0.0. ul. Kazimierska 45 distribution
PAK Kopalnia Wegla 62-540 Kleczew Lignite extraction 97,68%* 97,68%*
Brunatnego Konin SA ul. 600-lecia 9
PAK Kopalnia Wegla 62-700 Turek Lignite extraction 99,35% 99,35%
Brunatnego Adamow SA Warenka 23
Przedsigbiorstwo Remontowe 62-510 Konin Construction and repair services 100,00% 100,00%
-PAK SERWIS” sp. 7 0.0. ul. Przemystowa 158
,,LPAK GORNICTWO” 62-510 Konin Rail transport services, vulcanization 100,00% 100,00%
sp. z 0.0. ul. Kazimierska 45  services (conveyor belts), electrical
services, drilling, mining, mechanical
and reclamation services, repair and
assembly services of equipment,
PAK - Volt SA 00-834 Warszawa Trade of electricity 100,00% 100,00%
ul. Panska 77/79
,,PAK Infrastruktura” 62-510 Konin General construction of engineering 100,00% 100,00%
sp. z 0.0. ul. Kazimierska 45 objects, not classified elsewhere
PAK Adaméw sp. Z 0.0. 62-510 Konin Buying and selling real estate 100,00% 100,00%
ul. Kazimierska 45
»~Aquakon” sp. 2 0.0. 62-610 Sompolno In liquidation 96,2%* 96,2%*

in liquidation

Police

*  Entities with partial or total indirect share via other companies from ZE PAK Group
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2.3. Composition of the Management Board

2019 financial year began in the following composition:
1) Adam Ktapszta — President of the Board,
2) Aneta Lato-Zuchowska — Vice-President of the Board,
3) Zygmunt Artwik — Vice-President of the Board,
4) Elzbieta Niebisz — Vice-President of the Board,
5) Marcin Ginel — Vice-President of the Board.

On January 10", 2019 Mr. Adam Ktapszta resigned from the membership in the Management Board and performing the
position of the President of the Management Board. Ms. Elzbieta Niebisz also ceased to be a Member of the
Management Board of the Company, who also resigned from the position of Vice President of the Management Board
on January 10" 2019. In this situation, at the meeting held on January 10", 2019, until the election of the new President
of the Company's Management Board, the Supervisory Board entrusted the management of the Company as acting
President of the Management Board to Mr. Marcin Ginel - Vice-President of the Management Board. During the same
meeting, i.e. January 10, 2019, the Supervisory Board of the Company appointed Mr. Pawel Markowski as the Vice-
President of the Management Board.

On April 12", 2019 Mr. Marcin Ginel resigned from the membership in the Management Board and performing the
position of the Vice President acting President of the Management Board. The same day the resignation from
membership in the Management Board and the function of the Vice President was also submitted by Ms. Aneta Lato-
Zuchowska. At the meeting held on April 12, 2019, the Supervisory Board of the Company, acting pursuant to art. 383
§ 1 of the Code of Commercial Companies delegated a member of the Company's Supervisory Board — Mr. Henryk
Sobierajski, for a period of three months to temporarily perform the duties of a Member of the Management Board,
entrusting him with the duties of the President of the Management Board.

On May 10, 2019, the Company's Supervisory Board appointed Mr. Pawel Lisowski as the Vice President of the
Management Board.

As of the date of publication of this report, the composition of the Company's Management Board is as follows:

1) Henryk Sobierajski — Member of the Supervisory Board of ZE PAK SA delegated to temporarily perform the
duties of the President of the Management Board,

2) Zygmunt Artwik — Vice-President of the Board,

3) Pawet Markowski — Vice-President of the Board,

4) Pawet Lisowski — Vice-President of the Board.

2.4. Description of the changes in the Group’s structure

In the first quarter of 2018, there were no significant changes in the structure of the Group.

3. SIGNIFICANT EVENTS AFFECTING THE GROUP’S ACTIVITY

3.1. Significant achievements and failures during the period covered by the
report

Short description of the achieved financial results

In the first quarter of 2019, total sales revenues amounted to PLN 695 131 thousand and, compared to the first quarter
of 2018, they increased by PLN 229 345 thousand, i.e. by 49.24%.

In the analysed quarter, compared to the same quarter last year, the Group increased its electricity sales from 2.09 TWh
to 2.31 TWh, i.e. by 10.53%. The increase in sales was the result of a 64.29% increase in sales of energy from trading,
sales of energy from own production dropped by 0.23 TWh, i.e. by 16.55%. The level of production was largely
determined by the relationship between the price of energy on the spot market and the price of CO2 emission
allowances. The net production volumes of individual power plants of the Group are presented in Chart 3. At the same
time, in the first quarter of 2019, to PLN 269.88 / MWh, i.e. by 42.34%, the average obtained electricity sales price
increased. The cumulative impact of both of the above-mentioned factors caused that revenues from the sale of
electricity (less excise duty) increased by PLN 231 845 thousand, i.e. by 59.07%.
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In the first quarter of 2019, compared to the first quarter of 2018, revenues from the sale of property rights from energy
origin certificates increased by PLN 9,400 thousand, i.e. nearly six times. Such high growth dynamics is the effect of
the low base from the first quarter of 2018 when the Company adapted the biomass unit at Konin power plant to the
needs of heat production. However, in the first quarter of 2019, the biomass block produced energy and the Company
generated revenues from green and red certificates.

Revenues from the termination of PPAs (long-term contract for the sale of power and electricity) in the first quarter of
2019 amounted to PLN 26 507 thousand (including advance payment of PLN 24 186 thousand and adjustment of PLN
2 321 thousand), while in the first quarter of 2018 they amounted to PLN 33 163 thousand PLN (including advance
payment of PLN 23 721 thousand and adjustment of PLN 9 442 thousand). In both periods, the advances were at a
comparable level, but there was a difference in the amount of adjustment - the adjustment for the first quarter of 2019 is
much lower compared to the comparable period of 2018. The main reason for the lower adjustment was the
achievement of higher revenues by Elektrownia Patnow II Sp. z o. o., for which a high price of energy sales in the first
quarter of 2019 was obtained compared to the comparable period of 2018.

Revenues from construction services contracts in the first quarter of 2019 compared to revenues obtained in the same
quarter of the previous year decreased by PLN 9 026 thousand, i.e. by 43.07%. The decrease in revenues in the analysed
period was associated with the implementation of less costly project phases for external customers by a company from
the renovation segment PAK Serwis sp.z 0.0.

Revenues from the sale of heat in the first quarter of 2019 were higher than those obtained in the first quarter of 2018 by
PLN 3 331 thousand, i.e. 26.63%. The increase in revenues from the sale of heat resulted from a higher sale price
compared to the same period of the previous year.

Chart 1:  Electricity sale

231 1 10,53% 2,09
o mmm—. 1 ......................................................
0,
E 115 64,29% 0,70
116,55%
1Q 2019 12018

B Own production Resale

Source: Internal data
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Chart2:  Average electricity prices*

269,88 142,34%

PLN/MWh

189,60

1Q 2019 1Q 2018

*  Average price, calculated as electricity sales revenues (own production, from resale and system service) divided by sales
volume.

Source: Internal data

Chart 3: Net electricity production

1,16 116,55%

427279

TWh

1 20,00%

1Q 2019 1Q 2018

HPatnéow [ ™ Patnéw Il Konin ~ Adaméw

Source: Internal data

Chart 4: Lignite consumption

1,51 117,93% 1,84

124,71%

million ton

1Q 2019 1Q 2018

PAK KWB Adaméw ® PAK KWB Konin

Source: Internal data
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Chart 5: CO;emission

1.39 120,11% 1,74
= 17.27%
9 0,51
E
0,88 126,05%
1Q 2019 1Q 2018
m ZE PAK Patnow II
Source: Internal data
Chart 6: Average prices of CO; emission allowances purchase *(EUA)
81,70
< T
S .
B e
S~
>
9 1149,92%
N
32,69
1Q 2019 1Q 2018

*  Average price is calculated as the purchase cost of emission allowances incurred to cover emission for the period divided by

the volume of purchased allowances.

Source: Internal data

Table 2: List of consolidated sale revenues

Revenues from the sales of electricity (reduced by
excise duty)

Revenues from sales of traded
electricity

Property rights on energy certificates of origin
Revenues from contracts for construction services

Compensation for termination of long-term
contracts

Revenues from sales of heat
Other sales revenues
Total sales revenues

PLN thousand PLN thousand PLN thousand %
3 months period 3 months period change  dynamics
ended ended
31 March 2019 31 March 2018
327349 264 530 62 819 23,75
296 991 127 965 169 026 132,09
10984 1584 9400 593,43
11931 20957 (9 026) (43,07)
26 507 33163 (6 656) (20,07)
15 841 12 510 3331 26,63
5528 5077 451 8,88
695 131 465 786 229 345 49,24

10
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Table 3: Selected items of the consolidated income statement

PLN thousand PLN thousand PLN thousand %
3 months period 3 months period change dynamics
ended ended
31 March 2019 31 March 2018

Sales revenues 695 131 465 786 229 345 49,24
Prime cost (639 769) (430 328) (209 441) 48,67
Gross sales profit (loss) 55 362 35458 19 904 56,13
Other operating revenues 4 666 3050 1616 52,98
Cost of sales (1873) (1 144) (729) 63,72
General management costs (30118) (34 894) 4776 (13,69)
Other operating costs (432) (1121) 689 (61,46)
Profit (loss) from operating activities 27 605 1349 26256  1946,33
Financial revenues 8240 2316 5924 255,79
Financial costs (7 727) (11 203) 3476 (31,03)
Gross profit (loss) 28118 (7 538) 35 656 -
Income tax (tax load) (16 108) (8 098) (8 010) 98,91
Net profit (loss) 12010 (15 636) 27 646 -
Net other comprehensive income (319) (65) (254) 390,77
Comprehensive income 11691 (15 701) 27 392 -
EBITDA* 74294 49 798 24 496 49,19

*  The Company defines and calculates EBITDA as the profit/(loss) on operating activities (calculated as the net profit/(loss) for
the accounting year corrected by the (i) income tax (tax load), (ii) financial revenues, as well as (iii) financial costs) corrected
by the depreciation (shown in the income statement), as well as impairment write-downs against tangible assets, intangible
assets, and mining assets.

Cost of sales in the first quarter of 2019 amounted to PLN 639 769 thousand and increased by PLN 209 441 thousand,
i.e. by 48.67% compared to the cost incurred in the first quarter of 2018. The higher cost of CO2 emissions contributed
most to the increase in cost. The increase in the cost of issue by PLN 56 199 thousand resulted from the increase in the
price of acquired emission allowances. The unit price of allowances acquired in the first quarter of 2019 was PLN
81.70, which means an increase of 149.92% compared to the same period of 2018. Higher material costs result from
biomass costs. In the first quarter of 2018, the situation regarding biomass costs was different, as the reconstruction of
the biomass unit at the Konin power plant for heat production was being completed at that time, the biomass costs
incurred at that time were mostly qualified as investment outlays. The higher volume of purchased electricity intended
for trading, as well as its higher price, contributed to the increase in the value of goods and materials sold. The
inventory revaluation write-off related to the revaluation of the value of unsold green certificates. However, the
decrease in the cost of sales was mainly due to lower costs of employee benefits associated with a decrease in average
employment in the first quarter of 2019 compared to the first quarter of 2018. Lower costs of external services are
mainly related to the services of subcontractors ordered by a company from the renovation segment PAK Serwis Sp. z
0.0. in connection with ongoing orders. The decrease in other costs by type is the effect of applying IFRS 16 in
reporting, without taking these changes into account, the amount of other costs by type would be comparable.

Table 4: Consolidated costs by type

PLN thousand PLN thousand PLN thousand %
3 months period 3 months period change dynamics

ended ended

31 March 2019 31 March 2018
Depreciation 46 922 48 449 (1527) (3,15)
Impairment write-downs on fixed assets (233) (233) -
Impairment write-downs on inventory 1858 - 1858 -
Consumption of materials 81134 62 440 18 694 29,94
Outsourcing 17 599 22 027 (4 428) (20,10)
Taxes and fees excluding excise tax 42 582 42 148 434 1,03
Costs of CO, emissions 112 786 56 587 56 199 99,31

11
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Costs of employee benefits 104 650 111178 (6 528) (5,87)
Other costs by type 5461 9 268 (3807) (41,08)
Value of sold goods and materials and

sold traded electricity 257 381 117 235 140 146 119,54
Total costs by type 670 140 469 332 200 808 42,79

Other operating revenues in the first quarter of 2019 amounted to PLN 4 666 thousand and were PLN 1 616 thousand
higher than those generated in the same period last year.

Selling expenses in the first quarter of 2019 amounted to PLN 1 873 thousand and were higher by PLN 729 thousand
than those obtained in the same period last year.

General and administrative expenses in the first quarter of 2019 amounted to PLN 30 118 thousand and were lower than
those incurred in the same quarter of last year by PLN 4 776 thousand, i.e. 13.69%. The decrease was mainly due to
lower awards and bonuses and lower employment (in the first quarter of 2018 some employees at Adamoéw power plant
were still employed).

Other operating expenses in the reporting quarter amounted to PLN 432 thousand and decreased compared to the first
quarter of the previous year by PLN 689 thousand.

In the first quarter of 2019, ZE PAK Group generated operating profit of PLN 27 605 thousand, which, compared to the
profit from the first quarter of last year, increased by PLN 26 256 thousand.

In the first quarter of 2019, the achieved results were positively affected by a positive financial result in the amount of
PLN 513 thousand. The impact of financial activities in the same period last year reduced the result by PLN 8 887
thousand. The difference in the result on financing activities in both compared periods results from both higher financial
revenues and lower financial costs. The increase in financial revenues in the first quarter of 2019 was due to the
situation on the energy market, which allowed for booking the effect of reversal of provisions for contracts for energy
supplies in a trading company, i.e. PAK Volt SA. On the other hand, lower financial costs resulted mainly from lower
interest on financial liabilities in the analysed period.

Gross profit in the first quarter of 2019 amounted to PLN 28 118 thousand, compared to the gross loss recorded in the
first quarter of 2018.

Net profit in the first quarter of 2019 amounted to PLN 12 010 thousand, compared to the net loss for the first quarter of
2018 at the level of PLN 15 636 thousand.

The description of factors and events, especially unusual events substantially affecting the
assets, liabilities, capital, net financial result or cash flow

In the first quarter of 2019, no unusual events were noted that had a significant impact on assets, liabilities, equity, net
financial result or cash flows.

Implementation of investment projects
In the period from January 1 to March 31, 2019, the Group's capital expenditure was PLN 8 057 thousand.

At present, ZE PAK SA Group does not implement large investment projects. Investment activity in the generation
segment focuses on the implementation of the necessary tasks to ensure the maintenance of current efficiency and a
more effective use of owned generation assets.

As part of new ventures, in the first stage of the procedure, great emphasis was placed on the preparation of two
investment tasks:

1. Adaptation of the K-7 coal boiler at Konin power plant for the exclusive combustion of biomass together with
the necessary technical infrastructure.
2. Construction of a solar farm on reclaimed land.

The planned adaptation of the K7 boiler for the exclusive combustion of biomass will include the following main
systems: the boiler, biomass feeding system, electrostatic precipitator, ash removal and generator. After the
reconstruction, the system will produce electricity for the needs of the National Power System and will be a reserve in
the event of a breakdown or renovation of the existing biomass unit producing heat for the city of Konin. After K7
boiler has been adapted for biomass combustion, the coal installations at Konin power plant will be completely
decommissioned.

As part of the work on the project to adapt K7 boiler for exclusive combustion of biomass, in November 2018 an
application was submitted for funding the project from the National Fund for Environmental Protection and Water
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Management, a concept of modernization was developed along with the necessary technical infrastructure, and in April
2019 an application was submitted to the Architecture Department of Konin City Office for an environmental decision.

The planned solar farm will be located in the post-mining areas of PAK KWB Adamoéw located in Brudzew commune.
Power output from the solar farm will be implemented through the existing Main Power Point, which will be rebuilt.

As part of the work on the solar farm construction project, in November 2018 an application for funding the project
from the NFEPWM was submitted, the concept of building a solar farm with a capacity of about 70MWp was
developed, and in May 2019 an application was submitted to Brudzew Commune Office for obtaining an environmental
decision.

In the mining segment, the mines belonging to the Capital Group carried out investment tasks on active opencasts aimed
at maintaining production capacity.

3.2.  Other significant events of the reporting period, events after the balance
sheet date and other information which are relevant for the assessment
of the human resources, property, financial situation and ability of the
Company and the Group to fulfil its obligations

1. On January 18™,2019, the Local Government Appeal Court in Konin issued a decision refusing to annul the

environmental decision issued on August 7, 2007 by the Head of Wierzbinek Commune related to the exploitation of

Tomistawice lignite open pit. The decision of the Local Government Appeal Court in Konin means that the

environmental decision is still in legal circulation. You can read more about the pending proceedings in point 4 of this
report.

2. In the first quarter of 2019 and already after the balance sheet date, there were changes in the Supervisory
Board and the Company's Management Board. A description of changes in the Management Board can be found in
point 2.3 of this report. The following changes occurred in the Supervisory Board:

e On 12 April 2019, Mr. Lestaw Podkanski resigned from the position of a member of the Supervisory Board.

e On April 15, 2019, at the meeting of the Extraordinary General Meeting of the Company, the Supervisory
Board of the Company was appointed in a new nine-member composition. Also on April 15, the Supervisory
Board appointed from among its members the Chairman of the Supervisory Board, Deputy Chairman and
Secretary.

As of the date of publication of this report, the composition of the Supervisory Board is as follows:
1) Wojciech Piskorz — Chairman,
2) Wiestaw Walendziak — Deputy of the Chairman,
3) Tomasz Szelag — Secretary,
4) Henryk Sobierajski,
5) Stawomir Sykucki,
6) Leszek Wystocki,
7) Stawomir Zakrzewski,
8) Piotr Stepniak,
9) Grzegorz Krystek.

3. On April 8-9, 2019, the fourth meeting of the Working Group "Platforms for coal intensive regions during the
transition period" was held in Brussels. The company, being aware of the scale of its operations and importance for the
region, has prepared and presented a number of investment projects that fit the objectives of "energy transformation™ of
the region of Eastern Wielkopolska. The presented projects are also in line with the Company's goals and intentions
aimed at diversifying the sources of energy production. The presented projects are at various stages of conceptual work.
The company intends to participate in the further work of the Working Group and apply for support under the funds
allocated for the transformation of coal intensive regions.
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4. INFORMATION ON SIGNIFICANT PROCEEDINGS PENDING BEFORE A
COURT, A BODY COMPETENT FOR ARBITRATION PROCEEDINGS OR
A PUBLIC ADMINISTRATION BODY RELATED TO ZE PAK SA OR
SUBSIDIARIES CONSOLIDATED UNDER THE GROUP

Proceedings on the refund of excise duty overpayment

In light of the regulations mandatory within the European Union, especially regulations of Article 21 paragraph 5 of the
Energy Directive, in relation to Article 6 paragraph 1 of the Horizontal Directive, after 1 January 2006, the object of
excise tax is sale of energy at the last stage of trade, i.e. sale by the distributor to the final recipient (consumer).
Taxation with this tax does not cover an earlier stage of trade, e.g. between the producer of electricity and its distributor.
In this case, the tax obligation arises at the time of supply of electricity to the consumer.

As at 1 March 2009, the Act of 6 December 2008 on excise duty entered into force, according to which the sale of
electricity to an entity which is not its final customer is not subject to excise duty.

Due to the above fact, pursuant to Article 75 § 1, in relation to Article 75 § 2 of the Act of 29 August 1997 — Tax
Ordinance, ZE PAK SA submitted applications for stating overpayment of the excise tax for 2006, 2007, 2008, as well
as January and February 2009 for the total amount of PLN 626 million, with the justification that pursuant to the
regulations of the EU law and the judicial decisions of the Provincial Administrative Courts, the activities executed by
ZE PAK SA are not subject to the excise tax. Particular applications were recognised at the following levels: the
Customs Office in Kalisz, the Customs Chamber in Poznan, and, currently, the Provincial Administrative Court in
Poznan (,,PAC”), as well as the Supreme Administrative Court. Due to the position of judicature presented in the course
of court proceedings, the amount of overpayment, the repayment of which the Company submits, has been reduced to
the amount of damages caused by economic analyses, i.e. currently up to the amount of approximately
PLN 108 million.

Moreover, in association with the rulings of the Administrative Courts regarding other power companies, in the subject
of overpaid excise duty and the resolution I GPS 1/11 of the National Administrative Court ("NSA”) of 22 June 2011
(where the NSA ruled that transferring the tax load in price, excludes the possibility to return the overpayment),
notwithstanding the ongoing administrative proceedings, on 10 February 2012, the Company initiated a civil-law
proceedings, filling an application to summon the State Treasury to a conciliation hearing regarding the amount of
PLN 626 406 thousand, to the District Court Warszawa Srodmiescie. A conciliatory settlement was not reached since
during the hearing of 16 April 2012, the representatives of the Treasury did not agree to settle.

Simultaneously, the Company, waiting for the results of the tax proceedings regarding the previously submitted
application for overpayment, submitted in writing, on 14 September 2012, in the Customs Chamber in Poznan,
additional explanations in the form of results of a detailed economic analysis, the purpose of which was to demonstrate
whether the Company suffered loss related to the payment of excise tax to which it was not obliged. The Company’s
opinion is that the submitted document also applies to other overpayment applications from the entire period embraced
by the proceedings, i.e. between January 2006 and February 2009. Ultimately, all applications were included in the
cause lists of the Provincial Administrative Court (WSA) and the Supreme Administrative Court (NSA). As of the date
of development of this statement, the status of the proceeding is as follows:

e Twenty two cases for the period of January 2006 — November 2007 (excluding November 2006) were
conducted again from the start by the Head of the Customs Office, after the cases returned from the Supreme
Administrative Court. The Company submitted monthly economic analyses of suffering the prejudice. After
the negative decisions of the Head of the Customs Office and then of the Head of Customs Chamber,
complaints were submitted to the Provincial Administrative Court in Poznan, Hearings before the Provincial
Administrative Court in Poznan took place on 4 and 18 November 2015. In all cases, negative judgements for
the Company were issued. In February 2016, the Company submitted cassation appeals to the Supreme
Administrative Court. Currently, the Company is expecting the determination of hearing dates before
the Supreme Administrative Court, The Supreme Administrative Court dismissed the Company's cassation
appeals in the abovementioned 22 cases at the hearings held on April 10 and 11, 2018.

e 14 proceedings for the period of December 2007 — February 2009 (excluding July 2008) on 26 January 2017,
hearings took place before the Provincial Administrative Court in Poznan. In all the cases, the Company’s
appeals against the Customs Chamber in Poznah were dismissed. The Company submitted applications for
a written justification of the judgement, which were obtained on 7 March 2017, to the Provincial
Administrative Court. After analysing the justifications for the judgments on April 6, 2017, the Company
submitted 14 cassation appeals to the Supreme Administrative Court. Currently, the Company is awaiting the
appointment of court hearings before the Supreme Administrative Court.
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e the proceeding for November 2006 was concluded with a negative judgement of the Supreme Administrative
Court of 8 December 2011.

e the proceeding for July 2008 reached the recognition of our cassation appeal by the Supreme Administrative
Court. On the hearing on 29 April 2015, the Supreme Administrative Court dismissed the Company’s cassation
appeal and pointed out that it fully agrees with the Provincial Administrative Court in Poznan in the
judgement, against which the cassation appeal was submitted.

Notwithstanding the foregoing proceedings, ZE PAK SA lodged a complaint against the actions of the Polish authorities
to the European Commission (“EC”), pursuant to art. 258 of the Treaty on the Functioning of the European Union.
The opinion issued by the EC may oblige the Polish tax authorities to pass a ruling beneficial to ZE PAK SA.
On 21 March 2017, ZE PAK SA received a “pre-closure letter” from the EC, which initially denied the relevance of
ZE PAK SA’s position, however, at the same time giving the right to a second comment on the subject, which ZE PAK
SA exercised. On 9 June 2017, a letter summarising the reasoning of ZE PAK SA, in terms of the overpaid excise tax.
As a result of the consideration of the arguments raised in the said letter, the EC took the position in which it stated that
the arguments invoked by ZE PAK SA did not contain grounds for the Commission to take any action, therefore the
procedure regarding the complaint of ZE PAK SA against the activities of Polish authorities would be closed.

In case of the Elektrownia Patnéw II sp. z 0.0., the proceedings for all periods (one case) were included in the cause
lists of the Provincial Administrative Court after a negative decision of the Head of Customs Chamber.
The aforementioned company does not have access to comparative analyses of suffering the prejudice. On 4 November
2015, a hearing in the Provincial Administrative Court in Poznan took place. On November 18, 2015, a negative
judgment was announced, from which the company on February 8, 2016 filed a cassation complaint to the Supreme
Administrative Court. The Supreme Administrative Court dismissed the Company's cassation complaint at the hearing
held on April 11, 2018.

Proceedings on an environmental decision issued to PAK KWB Konin SA concerning lignite deposit in
Tomistawice

PAK KWB Konin SA is a party in the administrative proceedings related to the environmental decision regarding
the lignite deposit in Tomistawice. On 7 August 2007, the Head of Wierzbinek Commune issued an environmental
decision regarding the lignite open cast. On 5 December 2008, this decision was contested by nine physical persons
supported by the Greenpeace organisation due to alleged major infringement of the regulations of the law.
On 25 March 2009, the Self-government Appeal Court dismissed the application to reverse the environmental decision.
The plaintiffs applied for the judicial review. On 4 May 2009, after the judicial review, the Self-government Appeal
Court sustained its previous decision. The plaintiffs again appealed against the environmental decision. On 5 May 2010,
the Provincial Administrative Court in Poznan ruled that the environmental decision, pursuant to which the license for
the extraction of lignite at the Tomistawice deposit was granted, infringes the regulations of the law in a major manner.
PAK KWBK SA and the Self-government Appeal Court submitted an appeal against this judgement.
On 21 March 2012, the Supreme Administrative Court overturned the contested decision of the Provincial
Administrative Court in Poznan and referred the matter for reconsideration. On 6 November 2012, the Provincial
Administrative Court in Poznan announced the decision repealing the decision of the Self-government Appeal Court of
25 March 2009 refusing to declare the invalidity of the environmental decision issued on 7 August 2007 by the Head of
Wierzbinek Commune, related to the extraction of lignite from the Tomistawice open pit by PAK KWBK SA
On 7 January 2013, PAK KWBK Konin SA submitted a cassation appeal from the described decision.

After the review on the hearing on 7 October 2014, the Supreme Administrative Court dismissed the cassation appeal of
PAK Kopalnia Wegla Brunatnego Konin SA from the judgement of the Provincial Administrative Court in Poznan of
6 November 2012 repealing the decision of the Self-government Appeal Court in Konin of 25 March 2009 refusing the
annulment of the environmental decision issued on 7 August 2007 by the Head of Wierzbinek Commune related to the
extraction of lignite from Tomistawice open pit.

Dismissal of the cassation appeal of PAK Kopalnia Wegla Brunatnego Konin SA means that the judgement of the
Provincial Administrative Court in Poznan of 6 November 2012 became legally binding and the case regarding
the statement of invalidity of the environmental decision will be examined again by the Self-government Appeal Court.
On 18" January 2019 the Local Government Appeal Court in Konin issued a decision refusing to annul the
environmental decision issued on August 7, 2007 by the Head of Wierzbinek Commune related to the exploitation of
Tomistawice lignite open pit.

The decision of the Local Government Appeal Court in Konin, means that the environmental decision issued by the
Head of Wierzbinek Commune is still in legal circulation. The decision is not final. The opposite party has submitted an
application for reconsideration of the case by the Local Government Appeal Court in Konin.
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Proceedings on an environmental decision on lignite deposit in Oscistowo

On 13 March 2017, PAK KWB Konin SA received the decision of the Regional Director for Environmental Protection
in Poznan (“RDOS in Poznan™) of 10 March 2017, refusing the establishment of the environmental conditions for the
investment titled: “Extraction of lignite and associated minerals from the O$cistowo Open Pit.” The decision of RDOS
in Poznan is not final. PAK KWB Konin SA appealed accordingly to the General Directorate for Environmental
Protection in Warsaw. The appeal included a request to revoke the appealed ruling in its entirety and determine the
environmental conditions for the execution of the above-mentioned project. On 30 November 2017, General Director of
Environmental Protection in Warsaw has decided to repeal a decision in its entirety (contested by PAK KWB Konin SA
- a subsidiary of the Company) of the Regional Director for Environmental Protection in Poznan ("RDOS in Poznan")
dated March 10, 2017, refusing to specify environmental conditions for the project entitled: " Extraction of lignite and
associated minerals from Oscistowo Open Pit" and forward the case for reconsideration by RDOS in Poznan.

PAK KWB Konin SA, by letter of December 18, 2017 filed an objection against the abovementioned decision of GDOS
in Warsaw to the Provincial Administrative Court in Warsaw (WSA). In the opinion of PAK KWB Konin S.A. there
were grounds for issuing a reformatory decision by GDOS in Warsaw, i.e. amending the contested decision of RDOS in
Poznan and substantive decision in this matter, not referring the matter for reconsideration. The other party also
opposed the WSA. Both objections were dismissed by the WSA. The verdict was passed on March 1, 2018. On April
12, 2018, PAK KWB Konin SA filed a cassation complaint with the Supreme Administrative Court in Warsaw against
the verdict of the WSA in Warsaw of 1 March 2018. This complaint was upheld and the case was re-examined by the
Provincial Administrative Court in Warsaw, which in its judgment of 18 October 2018 overruled the decision of GDOS,
which will again have to hear the appeals lodged in the present case.

At present, the matter is being reviewed by GDOS in Warsaw and the announced date of settling the case was scheduled
for May 17, 2019.

The proceedings for issuing the environmental decision were initiated on 16 September 2015.

5. INFORMATION REGARDING THE SHAREHOLDING STRUCTURE

Share capital of ZE PAK is represented by 50.823.547 shares. Shares are ordinary. Each share gives right to one vote
at General Meeting of Shareholders.

5.1. Shareholders holding, either directly or indirectly through subsidiaries,
at least 5% of the total number of votes

Table 4:  List of shareholders holding, either directly or indirectly through subsidiaries, at least 5% of the total
number of votes at the Company’s General Meeting as of the date of submission of this report. The list
made according to the information available to the Company on the basis of the submission of
notifications on the acquisition / disposal of shares

pcs %
Shareholder Number of shares and  Share [%] in the
corresponding number of  total number of
votes at the General shares/votes

Meeting
Zygmunt Solorz (indirectly) through: 26 200 867 51,55
—  Elektrim SA 196 560 0,39
— Embud 2 sp.zo.0. S.KA. 592 533 1,16
—  Lartiq XIX Fundusz Inwestycyjny Zamkniety 10 004 001 19,68
— Argumenol Investment Company Limited 15407 773 30,32
Nationale — Nederlanden OFE 4503 242 8,86
OFE PZU ,,Zlota Jesien” 4635719 9,12

The list of shareholders holding, directly or indirectly through subsidiaries, at least 5% of the total number of votes
at the date of this quarterly report does not differ from the analogous list as of the date of publication of the latest
periodic report.
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5.2.  List of the shareholding structure of the management and supervising
personnel

Below is the status of the Company's shares held by managing and supervising persons as at the date of submitting this
quarterly report and as at the day of submitting the previous periodic report (to the best of the Company's knowledge,
based on notifications of purchase / sale of shares).

Table 5: Status of the Company's shares held by managing persons
ZE PAK SA shares as at the day of submitting this ZE PAK SA shares as at the day of submitting the

Name report previous report

Henryk Sobierajski 0 0
Pawel Markowski 0 0
Zygmunt Artwik 0 0
Pawel Lisowski 1430 1430

Table 6: Status of the Company's shares held by supervising persons
ZE PAK SA shares as at the day of submitting this ZE PAK SA shares as at the day of submitting the

Name report previous report

Woijciech Piskorz 0 0
Wiestaw Walendziak 0 0
Tomasz Szelag 0 0
Henryk Sobierajski 0 0
Leszek Wystocki 0 0
Stawomir Sykucki 0 0
Stawomir Zakrzewski 0 0
Piotr Stgpniak 0 0
Grzegorz Krystek 0 0

6. OPINION OF THE MANAGEMENT BOARD ON THE POSSIBILITY OF
EXECUTION OF FINANCIAL FORECASTS PUBLISHED EARLIER

Zespot Elektrowni Patnow — Adamoéw — Konin SA has not published any financial forecasts.

7. INFORMATION REGARDING THE PAID OD DECLARED DIVIDENDS
The company did not pay or declare dividend payment in the first quarter of 2019.

8. INFORMATION ON THE CONCLUSION BY ZE PAK SA OR ENTITIES
CONSOLIDATED UNDER THE GROUP OF SIGNIFICANT
TRANSACTIONS WITH ENTITIES AFFILIATED PURSUANT TO
CONDITIONS OTHER THAN MARKET CONDITIONS

Zespot Elektrowni Pgtnow — Adamoéw — Konin SA and companies consolidated under the Group have not concluded
transactions with entities affiliated pursuant to conditions other than market conditions in the first quarter of 2019.

9. INFORMATION ON GRANTING BY ZE PAK SA OR ENTITIES
CONSOLIDATED UNDER THE GROUP OF SIGNIFICANT GUARANTEES,
SURETIES, CREDITS OR LOANS

Zespot Elektrownia Patnow - Adamoéw - Konin SA and subsidiaries consolidated within the Group did not grant
guarantees, sureties or loans of significant value in the first quarter of 2019.
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10. INFORMATION CONCERNING THE ISSUE, REDEMPTION, AND
REPAYMENT OF NON-EQUITY AND CAPITAL SECURITIES

In the first quarter of 2019, the companies of the ZE PAK SA Capital Group did not issue or buy out non-equity and
equity securities.

11. FACTORS WHICH, IN THE MANAGEMENT BOARD’S OPINION, WILL
AFFECT THE COMPANY'’S RESULTS IN THE PERSPECTIVE OF AT
LEAST ONE QUARTER

The process of forecasting future results of the ZE PAK Capital Group must include a wide range of risk factors and
threats existent in the branch and markets in which the Company conducts its operations. These include both internal
factors as well as factors with their source in the environment. In the view of the Board, they can be divided into factors
which constantly influence the Group’s functioning as well as those which appear incidentally in the period which is
embraced by a given periodical report.

The most important factors which constantly affect the Company’s results include the following:
e macro-economic trends in the Polish economy and the demand for electricity;
regulatory environment;
electricity prices;
prices and supply of certificates of origin;
fuel costs, coal extraction costs;
CO, allowances costs;
compensation for the stranded costs related to the termination of Elektrownia Pgtnow II’s LTC contract;
e seasonality and meteorological conditions;
e investment expenses, in particular those privileged to obtain CO, emission allowances free of charge;
e EUR/PLN exchange rate and interest rates level.

Furthermore, an important factor that could have a significant impact on the Company’s financial results in the further
quarters includes the value impairment test result. In accordance with IAS 36, the value impairment test of assets is
carried out after the occurrence of certain conditions. The last such a test was carried out on 31 March 2019, and its
result justified the write-down for asset components. It should be noted that the valuation model of the Company’s
assets shows sensitivity to a range of parameters, among others, the ones described in this section. Therefore, in the face
of deterioration of the operational perspectives, both the market ones and those having its origin in the legal conditions,
the assumptions for the valuation model of the Company’s assets can change, and consequently the value impairment
test result may cause the necessity of verifying the value of the write-downs against the asset components in the future.
Another analysis of the reasons justifying the potential necessity to conduct the value impairment test of the Company’s
asset components will be executed at the end of the next reporting period.

11.1. Macro-economic trends in the Polish economy and the demand for
electricity

When conducting activities within the territory of Poland and obtaining most revenues from the sale of electricity, it is
necessary to take into consideration the macro-economic trends in the Polish economy. A very significant factor is the
increase in the real GDP and industrial production in Poland, the development of the service sector as well as the
increase in individual consumption. All of the aforementioned factors significantly affect the demand for electricity and
its consumption.

The dynamics of Poland's gross domestic product ("GDP") in 2018 amounted to 5.1%. compared to 4.8% in 2017. This
result is in line with the expectations of economists. The data confirmed that despite a slight slowdown in Q4 2018, the
whole year was very successful.
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Chart 7: GDP dynamics (%) in relation to the analogous quarter of the previous year (yearly average fixed
prices)
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Based on partial data on the economy in the first quarter of 2019, it should be expected that GDP growth will be at a
slightly lower level compared to the last quarterly readings. Sold industrial output in the first quarter of 2019, not
seasonally adjusted, increased by 6.1% y /'y, which is more than in the previous two quarters. The sold production in all
major industrial groups was higher than a year ago, including the production of capital goods the most. Seasonally
unadjusted retail sales in the first quarter of 2019 increased by 4.1% y / y. The annual retail sales growth rate was
slower than in the following quarters of last year. Sales in most groups were higher than a year ago. However, a
decrease was recorded in food, beverages and tobacco products, which was also influenced by the so-called calendar
effect. The situation on the labour market was still relatively favourable - the unemployment rate fell to 5.9% and the
average gross monthly salary in the enterprise sector in the period January-March 2019 amounted to PLN 5015.03 and
was by 6.7% higher than in the corresponding period of the previous year.

Chart 8:  Structure of electricity generation and the balance of the electricity exchange with foreign countries
(gross amounts) - TWh
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Data regarding the functioning of the National Power System and Balancing Market, presented by Polskie Sieci
Elektroenergetyczne SA, indicate that domestic gross electricity consumption in the | quarter of 2019 amounted to
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44.461 TWh' and increased by 1.39% compared to the first quarter of the previous year. In the first quarter of 2019,
gross electricity production amounted to 42.71 TWh, which means a decrease by 1.89% compared to the same period of
the previous year. Coal-fired power plants had the largest share in the production structure, production from hard coal
was 20.57 TWh. 11.01 TWh was produced from lignite. Wind farms produced 4.65 TWh. In the first quarter of 2019,
Poland was a net importer of energy, the exchange balance was 1.75 TWh on the import side.

11.2. Regulatory environment

Entities operating on the electricity market are subject to strict regulations, such as the Energy Law, the Act on
Renewable Energy Sources ("RES"), provisions on the public sale of part of the energy produced, as well as support for
specific energy production technologies, as well as regulations and directives of European Commission and
international conventions concerning, inter alia, environmental protection and climate change (including CO2
emissions). Account should also be taken of tax law provisions and interpretations and recommendations issued by the
Energy Regulatory Office. Any changes in the described areas may be of great importance for the Group's operations.
Any changes in the described areas may be of key importance for the Group's operations. Regulatory risk is one of the
most important electricity generators in the industry.

In January 2018, the ambassadors of the European Union countries approved in Brussels the agreement of member
states with the European Parliament regarding new regulations on the electricity market and the power market. The
agreement was concluded on the night of 18 to 19 December 2018. Representatives of the EU member states and the
European Parliament decided that installations in which emissions exceed 550 grams of CO2 per kilowatt hour (kWh),
will not be able to benefit from state support in the power market after July 1, 2025. The details of the agreement
stipulate that new power plants, which emit more than 550 grams of CO2 per kWh of electricity and which will start to
operate commercially after the entry into force of the regulation, will not be able to participate in the power
mechanisms. Therefore, they will not be able to benefit from state support. On the other hand, existing power plants
emitting more than 550 grams of CO2 per kWh and more than 350 kg of CO2 on an annual basis for each installed kW
of power will be able to participate in these mechanisms until July 1, 2025. It's about those blocks that started working
before the regulation entered into force. All contracts that will be signed within the power market by the end of 2019
will be taken out from regulatory restrictions. The proposed provisions also indicate that it will be possible to move the
coal blocks to the cold reserve (outside the market), but the maximum annual emission from 1 kW cannot exceed 350
kg. The proposed solution is not binding until approved by the Council of Europe and the European Parliament.

11.3. Electricity prices

The Group generates the vast majority of revenues from generation and sale of electricity, therefore the risk of changes
in the price for which it sells electricity is of key importance for the level of revenues generated by the Group.

On the next day market of Towarowa Gielda Energii SA, the first quarter of 2019 was characterized by a decrease in the
weighted average energy price compared to the preceding two quarters. It is worth mentioning several factors that had
an impact on electricity prices in the first quarter of 2019. In the analysed period, domestic electricity consumption was
lower by 1.39% compared to the same period last year. Relatively mild winter, with an average temperature 2.9C lower
than in the corresponding quarter of 2018, with no further power demand records recorded in 2019, as was the case in
Q1 in the last two years. A very important factor that clearly influenced the prices was the very high windiness and the
associated high generation of wind turbines. Generation from wind sources in the first quarter of 2019 was higher by
over 46% compared to the first quarter of 2018, with a slight change in installed capacity. The factor that could also
affect price formation, and whose weight is difficult to determine, was the confusion accompanying the introduction of
"freezing" energy prices for end users. The very fast pace of legislative changes and uncertainty as to the interpretation
of the regulations could have influenced the expectations and purchasing strategies of market participants. It should be
remembered, however, that CO2 prices are still high, which did not continue to grow in the first quarter of 2019 but
managed to remain at relatively high levels and high hard coal prices for domestic customers. The weighted average
price (IRDN) in the first quarter of 2019 was PLN 219.44 / MWh, i.e. higher by PLN 32.21 or approximately 17.20%
compared to the first quarter of the previous year.

! Table 3. Structure of electricity production in domestic power plants, the volume of electricity exchange with foreign
countries and national energy consumption - monthly values and from the beginning of the year - gross value.
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Chart 9:  Energy prices (IRDN - Instruments of the Day Ahead Market)
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Source: Own elaboration based on TGE data

On the electricity forward market of the Polish Power Exchange, the reference forward contract BASE_Y -20 in January
and February 2019 was characterized by a slight downward trend to stabilize in March at slightly below 260 PLN /
MWh. The situation on the futures market obviously depended to a large extent on current quotations, nevertheless,
factors determining prices on the futures market remain the same and can be associated with high levels of steam coal
prices for domestic customers and high levels of prices of CO2 emission allowances. The arithmetic average of the
daily clearing rates for the BASE_Y-20 contract in the first quarter of 2019 was PLN 261.83 / MWHh.

Chart 10:  The price of the futures contract for the supply of electricity (band) for 2020

300
280 -
§ \’\/—/ \\_/\_SZGLS.’»
= 260 —
= \/M\__/
=
A 240
220 T T T T T T T T
)} o)} o)} (o)} o)} o)} (o)} o)} (<)}
in i i i i i i i i
- = N - = N © i S
price quarterly average

Source: Own elaboration based on TGE data

11.4. Prices supply of certificates of origin

Due to the fact that one of the power units at ZE PAK SA is dedicated to combusting biomass and in addition, the
Group utilizes high-efficiency co-generation in order to generate heat, a producer is entitled to green and red
certificates, provided certain regulatory requirements are met. The number of obtained certificates of origin depends on
the level of generation from a given sources and is usually higher than the number, which the Company is obliged to
present for redemption, which in the case of a surplus allows to sell specific volumes to other market participants.
However, biomass unit generation largely depends on the green certificates market price levels. During periods, when
the total generated biomass energy and green certificate prices do not ensure reaching the assumed financial effect, the
generation may be decreased or halted, which also automatically decreases the amount of generated green certificates.
Due to the fact that the level of income generated from the sale of certificates of origin is lower than the level of
revenues generated from the sale of electricity, the risk of price changes for certificates of origin also has a smaller
impact on results than, for example, the risk of changes in energy prices.

In the first quarter of 2019, prices of energy certificates of origin (green certificates) were highly volatile. There are two
factors for the reasons for the fluctuations. The first was a very high wind generation, wind farms are the largest source
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of certificate supply on the market. The second factor responsible first for the price reduction and later for their increase
were the announcements of the Ministry of Energy suggesting the introduction of a mechanism making future
certificate prices dependent on the second component of producers' revenues, i.e. energy prices. Withdrawing from this
announcement led to price increases in March. The weighted average price of green certificates in the first quarter of
2019 was 117.64 PLN / MWh, which means an increase of 86.62% compared to the weighted average price from the
first quarter of 2018.

Chart 11:  Price of RES Energy certificate of origin
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11.5. Extraction and supply costs of coal and other fuels

A fuel cost is the important part of the costs related to the electricity and heat generation in companies of the ZE PAK
SA Group. The prices of fuel largely determine the competitiveness of particular electricity production processes. The
ZE PAK SA Group’s power plants produce most of their electricity from brown coal, but they also use forest and
agricultural biomass. Furthermore, heavy and light heating oil is used in minimum quantities for heating purposes in the
process of electricity production.

Two lignite coal mines, PAK KWB Konin SA and PAK KWB Adamoéow SA, which are the suppliers of lignite coal to
ZE PAK SA Group’s power plants causes that ZE PAK Group does not rely on external suppliers and eliminates the
exposure to potential fluctuations of brown coal prices. Nevertheless, the Group is exposed to the fluctuations in prices
of other fuels used (mainly biomass) and part of the costs related to the extraction of brown coal depends on the factors
which remain outside the direct control of the Group.

The deposits exploited by the Group’s mines have specified richness. The opportunity to achieve the expected level of
electricity production in the long term is partially dependent on the ability of extracting from the currently exploited
deposits and launching the exploitation of new brown coal deposits, which would be economically viable. As part of
activities to ensure the raw material for the Group’s generation assets, PAK KWB Konin executed designing works at
the perspective brown coal deposits. In order to develop the perspective deposits, it is necessary to obtain all necessary
formal approvals and permits, culminated with obtaining a license to extraction. The process of obtaining approvals and
permits is a multi-step and stretched in time. In view of the above, there is a risk of delays and postponements in the
schedule of developing subsequent deposits which, in turn, may entail risks of interruptions of coal supplies for the
Group’s generating assets. The opportunity to start the extraction from the prospective coal deposits in the future may
be limited by many factors beyond the control of the Group. The main risk factors include: failure to obtain the
necessary licenses, adverse settlements of the local government in terms of shaping the special policy, lack of
opportunity to obtain adequate financing. The risk related to the cost and quantity of fuel supplies is crucial for the
overall level of costs and production volume.

11.6. CO: emission allowances costs

The activities in the scope of generating electricity and heat from conventional sources are associated with the need to
incur the CO2 emission costs. In view of the fact that these costs represent an important item in the structure of the costs
incurred by the producers of energy from lignite, the impact of emitted quantities of CO2 and the risk of price changes
of CO2 emission allowances (EUA) is of great importance to the activities’ results.
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The first quarter of 2019 on the CO2 emission allowance market, like the previous two, was characterized by very high
price volatility. The difference between the minimum and maximum quotations exceeded 6 euros, i.e. around 24%
compared to the price from the end of 2018. Such high and persistent volatility may confirm the interest of speculative
financial investors in this market. The fundamental factors that shaped the situation on the emission allowance market
in the first quarter of 2019 were the uncertainty about the future of Great Britain in the EU (and thus in the EU ETS
system), prices achieved in auctions on the primary market, expectations regarding Germany's declaration abandoning
the use of coal in the energy sector, weather conditions and the development of energy prices and the level of
production from renewable sources. The arithmetic average of EUA quotations in the first quarter of 2019 was EUR
22.10, which means an increase by 126.2% compared to the first quarter of 2018 and by 8.6% compared to the fourth
quarter of 2018.

Chart 12:  Price of the futures contract for the supply of EUA
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11.7. Compensation for the stranded costs related to the termination of the
~Long-term Contract” (,PPA”) Elektrownia Patnéw II sp. z o.o0.

The long-term contract for the sale of power and electricity (PPA) was concluded between Elektrownia Patnow II sp. z
0.0. and Polskie Sieci Elektroenergetyczne SA. The contract was a long-term agreement in the scope of supply of
electricity according to the established price formula.

Due to the early termination (on 1 April 2008) of PPA, pursuant to the Act of PPA, Elektrownia Patnow Il sp. z 0.0. is
entitled to receive sufficient compensation. The amount of compensation is estimated according to an applicable
formula specified in the Act. Elektrownia Patnéw II sp. z 0.0. is covered by the said act by the end of 2025. The
mechanism determining the amount of revenues related to compensation for stranded costs largely functions on the
basis of offsetting, therefore the risk related to the level of revenues from this source is to a certain extent dependent on
other types of risk affecting the level of costs and revenues, e.g. energy prices or prices of allowances for emissions.

11.8. Seasonality and meteorological conditions

The demand for electricity and heat, especially among consumers, is subject to season fluctuation. So far, the practice
showed that the consumption of electricity was higher in the winter (mainly due to low temperatures and shorter days)
and lowered in the summer (due to the summer period, higher ambient temperatures, and a longer day). In the last
couple of years, there is an increase in the demand for electricity in the summer, which is caused mostly by the rising
number of used cooling devices and air conditioning.

Irrespective of the factors described above, meteorological conditions are becoming more and more important for the
Group's production level. In the past, the operations of the Group were not subject to significant seasonality of demand,
due to low costs, the work of blocks was carried out continuously (in the basis) for almost a whole year. Currently,
taking into account the growing share of RES in the energy generation segment, including primarily wind sources,
weather conditions are becoming more and more important in the estimation of the Group's production volume, with
particular regard to wind conditions. Statistically, periods of the best wind conditions are the first and the fourth quarter.
It should be taken into account that in periods when wind conditions are extremely good and the production of wind
turbines is high, the demand for the Group's production may be subject to periodic reductions, similarly in periods of
lower wind production can increase.
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However, the risk related to seasonality and meteorological conditions is not crucial in the Group's operations.

11.9. Investment expenses

Activities in the coal mining and energy production sector require significant investment expenditures. The Group's
generation assets require periodic renovations and ongoing modernizations, both due to the tightening of environmental
protection requirements and the need to increase the efficiency of electricity production. The level of investment outlays
had a material impact, and, according to expectations, it may still have a significant impact on the results of operating
activities, the level of indebtedness and cash flow. Delays in implementation, changes in the investment program and
exceeding the budget may have a serious impact on future capital expenditures as well as on results, financial situation
and development prospects. In addition, some of the investment projects planned by the Group, reported to the National
Investment Plan, involve the allocation of free units authorizing to CO2 emissions, however, if these investments are
not implemented, the ability to use the free allocation is also prevented. Also in the case of certain expenditures, the
sustaining of which authorized the allocation of free emission rights, when the investment project submitted to KPI was
not completed on time, the possibility of returning the received permits should be reckoned in the part in which they
were previously granted.

11.10. EUR/PLN exchange rate, the level of interest rates

Despite the fact that the Group conducts its activities in Poland, where it incurs costs and gains revenues in zloty, there
is a couple of significant factors which make the financial results dependent on the exchange rate of EUR/PLN and the
level of WIBOR and EURIBOR interest rates. The most important factors include:

e transactions connected with EUA purchase are settled in EURO,

e The companies in the Group use debt financing based on a variable interest rate.

The Group's exposure to risk caused by changes in interest rates relates primarily to financial liabilities. The Group has
financial liabilities, mainly investment and working capital loans with variable interest rates.

As early as in the first quarter of 2019, part of the debt (i.e. syndicated loan taken out by Elektrownia Patnow II sp. z
0.0.) was denominated in EUR, which meant that the depreciation of PLN against EUR had a negative impact on
financial results, as it increases the cost of financing in PLN related to debt in a foreign currency, while the depreciation
of the value of the euro against the zloty had a positive impact on financial results, as it reduces the cost of financing in
PLN related to debt in a foreign currency. However, this factor will no longer affect the financial results because the
debt denominated in euro was fully repaid in April 2019.

The Group companies periodically use instruments to limit the risk arising from exchange rate fluctuations, e.g. for part
of the flows related to the purchase of CO2 emission allowances. Forwards are used to hedge the exchange rate.
Management Boards monitor the financial and market situation on an ongoing basis, and if necessary, they may decide
on the need to use financial instruments to hedge against currency risk. In accordance with the principles applied in ZE
PAK SA Group, any transactions will be collateral and will be matched to the hedged item in terms of volume and
maturity. The decision to choose a hedging instrument will also take into account: price, market liquidity, product
simplicity, ease of valuation and accounting, and flexibility.
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