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1. KEY INFORMATION ABOUT THE COMPANY AND THE
GROUP

1.1. Role of the Company in the Group

Energa SA (the Company, Energa) is the parent entity of the Energa Group (the Group, Energa Group).
It was established on 6 December 2006 in the framework of the “Power Sector Programme” by the State
Treasury, Koncern Energetyczny Energa SA (now Energa Operator SA) and Zespét Elektrowni Os-
troleka SA (now Energa Elektrownie Ostroteka SA). The Company was registered
in the National Court Register (KRS) on 8 January 2007 under No. 0000271591.

1.2. Activities of the Energa Group

The core business of the Energa Group involves the distribution, generation and trading in electricity
and heat and concentrates on the following business lines :

Distribution Business Line. This is the business line of key importance to the Group’s operating prof-
itability, consisting in the distribution of electricity (which is a regulated activity in Poland) and based on
tariffs approved by the President of the Energy Regulatory Office (URE). The Energa Group has a nat-
ural monopoly position in the northern and central part of Poland which hosts the Group’s distribution
assets through which the Group supplies electricity to more than 3.1 million customers, approx. 2.9
million of whom are customers with universal agreements and 193,000 are TPA (Third Party Access)
customers. A breakdown of Energa Operator SA’s customers by tariff group is presented in the Key
operating data section. As at 31 December 2018, the total length of the power lines was over 188 thou-
sand km and covered almost 75 thousand km?, i.e. about 24% of the country’s landmass. Energa Op-
erator SA is the leader in this Line.

Figure 1: Number of customers of Energa Operator SA in thousands

3088

2972 3007

As at 31 December As at 31 December As at 31 December As at 31 December
2015 2016 2017 2018

Generation Business Line. The operation of this business line is based on four Divisions: the Ostroteka
Power Plant, Hydro, Wind and Other (including cogeneration — CHP). At the end of 2018, the total
installed generation capacity of the Group’s power plants was approximately 1.3 GW. The Lead Entity
in the Business Line is Energa Wytwarzanie SA.

The Group generated approx. 1 TWh of electricity (in gross terms) in Q4 2018 and 3.9 TWh of electricity

throughout the year, relying on a mix of sources such as coal, water, wind, biomass, and photovoltaic
energy. In Q4 2018, 74% of the Group’s gross electricity production originated from coal, 13% from

' The Group’s Segments were renamed to Business Lines in connection with the Cooperation Agreement
signed in December 2017, as described in Section 2.3 Energa Group Management Model herein. %
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hydro, 12% from wind and 1% from biomass. After 12 months of 2018, 69% of the Group’s gross elec-
tricity production originated from coal, 21% from hydro and 10% from wind.

The Energa Group owes its leading position in terms of the percentage of renewable electricity in the
total energy mix primarily to the generation of energy in hydro- and wind power plants. Green energy is
produced by 46 hydro power plants, 5 wind farms and biomass-fired installations (in Energa Kogenera-
cja) as well as two photovoltaic installations.

As at the end of 2018, the Group had 0.5 GW of renewable capacity, with a gross production of electricity
totalling 267 GWh in Q4 2018 and 1.2 GWh throughout 2018.

Coal is the main fuel used by the Energa Group to produce electricity and heat. The Group’s generating
units used 1,297 thousand tonnes of coal and 13 thousand tonnes of biomass in 2018 (vs. 1,280 thou-
sand tonnes and 46 thousand tonnes, respectively, the year before). Coal supplies were delivered to
the Group by three main suppliers: Polska Grupa Goérnicza, Lubelski Wegiel “Bogdanka”, and Ja-
strzebska Spoétka Weglowa.

Sales Business Line. Its lead entity is Energa Obrét SA. It sells electricity, gas and additional services
both as separate products and in bundles to all customer segments — from industry to small, medium
and large enterprises and to households. As at the end of 2018, the Energa Group had approximately
3.1 million customers, including 2.8 million classified as G tariff customers, with the remainder being
customers from: C, B and A tariff groups, in a decreasing order.

1.3. The Company’s highlights

1.3.1. Material events after the balance sheet date

Commencement of discussions regarding potential cooperation on the Ostroteka Power
Plant construction project

The Management Board of Energa SA (“Energa”) reports that on 7 January 2019, Energa and ENEA
SA (“Enea”) commenced discussions with PGE Polska Grupa Energetyczna SA (“PGE”) which are likely
to result in PGE’s involvement in the Ostroteka Power Plant C construction project, currently being im-
plemented by Energa and Enea companies (through Elektrownia Ostroteka Sp. z 0.0.), (Current Report
No. 1/2019).

1.3.2. Material events in the reporting period

Information from the Management Board of Elektrownia Ostroteka Sp. z 0.0. concerning
the notice to proceed (NTP) with the construction of Ostroteka Power Plant C

The Management Board of Energa SA (the “Issuer”) reports that it was informed on 29 December 2018
that the Extraordinary General Meeting of Elektrownia Ostroteka Sp. z 0.0. had passed a resolution
on 28 December 2018 approving the issuance of a notice to proceed (NTP) with the construction of the
1000 MW Ostroteka Power Plant C.

Further, the Issuer reports that it was informed by the Management Board of the Company of a notice
to proceed issued on 28 December 2018 by that Company for the construction of Ostroteka Power Plant
C to the general contractor, a Consortium of GE Power Sp. z 0.0. as the Consortium Leader and AL-
STOM Power Systems SAS (Current Report No. 56/2018).
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Signing of the Memorandum of Understanding for the construction of the Ostroteka
Power Plant C

The Management Board of Energa SA (the “Issuer”) reports that in connection with the positive outcome
of the capacity market auction for Elektrownia Ostroteka Sp. z 0.0. (the “Company”) and financial support
resulting from the conclusion of a 15-year conditional capacity agreement, and in view of its readiness
to enter the next stage of the Ostroteka Power Plant C project schedule, i.e. the Construction Phase,
on 28 December 2018 Energa SA, ENEA SA and Elektrownia Ostroteka sp. z 0.0. terminated the In-
vestment Agreement of 8 December 2016, as amended by Amendment No. 1/2018 of 26 March 2018,
between those entities, whose conclusion was communicated by the Issuer in its Current Reports
No. 49/2016 dated 8 December 2016 and No. 12/2018 dated 26 March 2018, and signed a Memoran-
dum of Understanding with the intention to enter into a new investment agreement setting forth the terms
of cooperation between the Issuer and ENEA SA and financing of Ostroteka Power Plant C (the “Pro-
ject”) during the construction phase.

The Issuer and Enea SA declare their financial commitment for the Construction Phase, amounting to:
Enea SA: PLN 1 billion, and Energa SA: no less than PLN 1 billion, and the other investors — the out-
standing balance, as required to cover the financial expenditure under the Project, according to the
financial model for the Project, which is to be finally agreed upon by the parties and which will also
include the parties’ contributions to the Project made before the date of the Memorandum of Under-
standing as well as the contributions of lenders and other investors.

The lending necessary to complete the Construction Phase will be provided to the Company by lenders
without breaching the covenants set forth in external financing agreements signed by the Issuer (Current
Report No. 5/2018).

Resolutions of the Supervisory Board of Energa SA concerning the approval of the is-
suance by Elektrownia Ostroteka Sp. z 0.0. of the notice to proceed to the general con-
tractor and determination of how to vote at the Extraordinary General Meeting of El-
ektrownia Ostroteka Sp. z 0.0.

The Management Board of Energa SA reports that on 19 December 2018, the Supervisory Board
passed a resolution approving the issuance of a notice to proceed (NTP) by Elektrownia Ostroteka Sp.
z 0.0. (the “Company”) in connection with the construction of Ostroteka Power Plant C to the general
contractor, a Consortium of GE Power Sp. z 0.0. as the Consortium Leader and ALSTOM Power Sys-
tems SAS, as well as a resolution determining how to vote at the Extraordinary General Meeting, to the
effect that Energa SA would vote in support of a resolution approving the issuance of the NTP to the
general contractor. Both resolutions were adopted under the condition that in the capacity auctions with
supply periods starting in 2023, the Ostroteka C project would obtain for the capacity specified in the
conditional certificate, i.e. 852.603 MW, a 15-year price not lower than the level prescribed in the auction
strategy.

Passing of the aforementioned resolution did not automatically imply that the NTP would be issued,
as the issuance of the NTP should be preceded by a consent of the General Meeting (Current Report
No. 52/2018).

Signing a Memorandum of Understanding concerning the potential capital investment
of Fundusz Inwestycyjny Zamkniety Aktywow Niepublicznych Energia in the Ostroteka
C Power Plant construction project

On 4 September 2018, the Management Board of Energa SA informed that a Memorandum of Under-
standing had been signed between Energa SA, ENEA SA, Elektrownia Ostroteka Sp. z 0.0. (the “Com-
pany”) and Fundusz Inwestycyjny Zamkniety Aktywow Niepublicznych Energia (the “Fund”) concerning
the Fund’s capital investment (by subscribing for shares in the Company’s share capital) in a project
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implemented by the Company involving the preparation, construction and operation of a coal-fired power
unit with a gross capacity of approx. 1,000 MW (the “MoU”, the “Project”).

The Fund’s involvement in the Company depends on the fulfiiment of a range of legal, corporate and fi-
nancial conditions, which include the market situation. The Memorandum of Understanding is solely
a commitment to negotiate in good faith for the conclusion of an investment agreement between
the Fund, Energa SA, ENEA SA and the Company, or for the accession of the Fund to the existing
investment agreement, the conclusion of which was reported by the Issuer in its Current Report
No. 49/2016 dated 8 December 2016. The Memorandum of Understanding was valid from the day of sig-
nature to 30 November 2018.

The Memorandum of Understanding defines the tentative financing structure for the Project, with a total
of PLN 2 bn in equity to be contributed by Energa SA and ENEA SA (PLN 1 bn each), which includes
any monies contributed by Energa SA and ENEA SA before the conclusion of a potential investment
agreement with the Fund, and no more than PLN 1 bn in equity contributed to the Company by the Fund.
The outstanding balance is to be covered by other forms of financing.

The Memorandum of Understanding was signed in connection with proceedings to obtain a conditional
certificate permitting the Company to participate in main capacity market auction, and it can be pre-
sented to PSE SA for this purpose (Current Report No. 42/2018).

Conclusion of a Public Contract with a General Contractor selected
through a competitive dialogue procedure for the award of a public utilities contract:
“Construction of Ostroleka Power Plant C with a capacity of approximately 1,000 MW”

On 12 July 2018, the Management Board of Energa SA was informed that Elektrownia Ostroteka Sp.
Z 0.0. had signed, on that day, a Public Contract with the General Contractor: a Consortium of GE Power
Sp. z o0.0. as the Consortium Leader and Alstom Power Systems SAS, selected
in a Contract award procedure conducted by the Company.

The subject of the Contract covers the design, construction and commissioning of a power unit together
with auxiliary installations, equipped with a pulverised coal-fired boiler with a live steam pressure of 271
MPa and a closed cooling system, with a gross electricity production capacity of 1,000 MWe (931 MWe
net) and a net efficiency of 46%, working on supercritical steam parameters, with a live steam temper-
ature of 600°C and a re-heated steam temperature of 620°C (the “Investment Project”).

Pursuant to the Contract, the remuneration of the General Contractor for the performance of the Contract
will be PLN 5,049,729,000.00 net of VAT or PLN 6,023,034,950.00 inclusive of VAT (Current Report
No. 33/2018).

Consent of the Extraordinary General Meeting of Elektrownia Ostroteka Sp. z o.0. to the
execution of a Public Contract with the General Contractor as aresult of the competitive
dialogue procedure for the award of a public contract “Construction of Ostroteka Power
Plant C with a capacity of approximately 1,000 Mw”

The Management Board of Energa SA was informed on 6 July 2018 that the Extraordinary General
Meeting of Elektrownia Ostroteka Sp. z 0.0. had given its consent to the execution of a Public Contract
with the General Contractor, i.e. a Consortium of GE Power Sp. z 0.0. as the Consortium Leader and AL-
STOM Power Systems SAS, selected in a competitive dialogue procedure for the award of a public
utilities contract conducted by the Company for the project “Construction of Ostroleka Power Plant C
with a capacity of approximately 1,000 MW” (the “Contract”). The Company’s Articles of Association
require that a consent to the execution of a public contract with a General Contractor must be given
by way of a resolution passed by the General Meeting of the Company (Current Report No. 32/2018).
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Determination by the Supervisory Board of Energa SA on how to vote at the Extraordi-
nary General Meeting of Elektrownia Ostroleka Sp. z o0.0. with respect to approving the
conclusion of the Contract with the General Contractor

On 5 July 2018, the Management Board of Energa SA was informed about a resolution passed

by the Issuer’s Supervisory Board, deciding how to vote at the Extraordinary General Meeting of El-

ektrownia Ostroteka Sp. z 0.0. to the effect that Energa SA would vote in favour support of adopting

a resolution approving the conclusion by the Company of a Public Contract with the General Contractor:

a Consortium of GE Power Sp. z 0.0. as the Consortium Leader and ALSTOM Power Systems SAS,

selected in a competitive dialogue procedure for the award of a public utilities contract:
“Construction of Ostroteka Power Plant C with a capacity of approximately 1,000 MW”.

Determination by the Issuer’s Supervisory Board on how to vote at the Company’s Extraordinary Gen-
eral Meeting as well as the possible passing of that resolution by the Company’s Extraordinary General
Meeting

do not imply that consent has been given to the issue of a notice to proceed, as the issue of an NTP
requires, inter alia, the prior consent of the Supervisory Board of the Issuer and the prior consent in prin-
ciple granted by the General Meeting of the Issuer to proceed with the Construction Phase (Current
Report No. 31/2018).

Information on the receipt from the Management Board of Elektrownia Ostroteka
sp. z o0.0. of arequest for consent to the conclusion of a Public Contract with the Gen-
eral Contractor selected through a competitive dialogue procedure for the award
of a public utilities contract “Construction of Ostroteka Power Plant C with a capacity
of approximately 1,000 MW”

The Management Board of Energa SA informed that on 2 July 2018 Energa SA, as a shareholder in El-
ektrownia Ostroteka Sp. z 0.0., it had received a request from the Management Board of the Company
for the approval of the conclusion of a Public Contract with the General Contractor, a Consortium of GE
Power Sp. z 0.0. as the Consortium Leader and ALSTOM Power Systems SAS, selected in a competi-
tive dialogue procedure for the award of a public utilities contract conducted by the Company: “Con-
struction of Ostroleka Power Plant C with a capacity of approximately 1,000 MW”. The Management
Board of the Company requested the Company’s General Meeting for consent to the execution of the
Contract with the General Contractor, the Consortium of GE Power Sp. z 0.0. as the Consortium Leader
and Alstom Power System SAS, which offered to perform the Contract, with the parameters specified
in the tender, for PLN 5,049,729,000.00 net of VAT (PLN 6,023,034,950.00 inclusive of VAT).

The Company’s Articles of Association require that a consent to the execution of a public contract
with a General Contractor must be given by way of a resolution passed by the General Meeting
of the Company.

The General Meeting’s consent to the execution of a Public Contract with a General Contractor is con-
ditional upon obtaining all other corporate approvals as required, including the consent the Supervisory
Board of the Issuer.

Neither the request made by the Management Board of the Company to the General Meeting
of the Company nor the passage (if any), by the General Meeting, of the requested resolution
do imply that consent has been given to issue a notice to proceed (NTP), as the issue of an NTP re-
quires, inter alia, the prior consent of the Supervisory Board of the Issuer and the prior consent in prin-
ciple granted by the General Meeting of the Issuer to proceed with the Construction Phase.

It is estimated that the capital expenditures in connection with the conclusion of the Contract between
the Contracting Entity and the General Contractor prior to the issue of the NTP will not exceed the equiv-
alent of 4% of the contract price (Current Report No. 28/2018).
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On 27 June 2018, the Ordinary General Meeting of Energa SA passed a resolution on the distribution
of the net profit of PLN 106,601,622.10 for the financial year covering the period from 1 January 2017
to 31 December 2017, allocating the full amount to the supplementary capital (Current Report
No. 25/2018).

Distribution of profit for 2017

Beforehand, on 16 May 2018, the Management Board of Energa SA reported that it had decided
not to recommend the General Meeting of Energa SA to pay a dividend for the financial year ended 31
December 2017. The entire net profit for 2017 amounting to PLN 106,601,622.10 would be transferred
to supplementary capital.

The decision was dictated by the implementation of the “Strategy of the Energa Group for 2016-2025”
(the “Strategy”) adopted on 15 November 2016 (Current Report No. 40/2016), whereby the dividend
payment policy is adjusted to reflect the financial needs of the investment process.

However, the Management Board does not rule out the possibility of restoring the dividend payments,
whose level would be determined by the implementation of the Strategy (Current Report No. 16/2018).

On 25 May 2018, the Supervisory Board expressed a positive opinion on the Management Board’s
recommendation for the distribution of the Company’s net profit for 2017 (Current Report No. 18/2018).

Selection of the successful tender in the public procurement procedure “Construction
of Ostroteka Power Plant C with a capacity of approximately 1,000 MW”

The Management Board of Energa SA (the “Issuer”) reported that on 4 April 2018, it had been informed
that Elektrownia Ostroteka Sp. z 0.0. (the “Contracting Entity”) had selected the successful tender
in the public procurement procedure: “Construction of Elektrownia Ostroteka C with a capacity of ap-
proximately 1,000 MW” (the “Procedure”, “Contract”), that of a Consortium composed of GE Power
Sp. z 0.0. and Alstom Power System SAS as the General Contractor, which offered to perform the Con-
tract

with the parameters specified in the tender for PLN 5,049,729,000.00 net of VAT,
or PLN 6,023,034,950.00 inclusive of VAT.

Award of the Contract is not equivalent to:

— giving consent to conclude the contract with the General Contractor, as such consent requires
the prior approval by the Supervisory Board of the Issuer;

— giving consent for the NTP, as issuing an NTP requires, inter alia, the prior consent of the Su-
pervisory Board of the Issuer and the prior consent in principle by the Issuer's General Meeting
to proceed with the Construction Phase.

It is estimated that the capital expenditures in connection with the conclusion of the contract between
the Contracting Entity and the General Contractor prior to the issue of the NTP will not exceed the equiv-
alent of 4% of the contract price (Current Report No. 14/2018).

Consent of the Management Board of Energa SA and the General Meeting of Elektrownia
Ostroteka Sp. z 0.0. to the selection of the successful tender in the public procurement
procedure “Construction of Ostroteka Power Plant C with a capacity of approximately
1,000 MW”

The Management Board of Energa SA (the “Issuer”) reports that on 27 March 2018, it decided to vote
at the General Meeting of Elektrownia Ostroteka Sp. z 0.0. (the “Contracting Entity”, the “Company”)
in support of the consent to the selection of the successful tender in the public procurement procedure
“Construction of Elektrownia Ostrotgka C with a capacity of approximately 1,000 MW" (the “Procedure”,. ==
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the “Contract”), that of a Consortium composed of GE Power Sp. z 0.0. and Alstom Power System SAS
as the General Contractor, which offered to perform the Contract, with the parameters specified in the
tender for PLN 5,049,729,000.00 net of VAT, or PLN 6,023,034,950.00 inclusive of VAT. The approval
is to be granted subject to the effective submission (without any grounds to exclude the economic oper-
ator or rejecting its tender) by the Consortium composed of GE Power Sp. z 0.0. and Alstom Power
System SAS of all the necessary documents and statements, pursuant to Article 26(1) of the Public
Procurement Law Act of 29 January 2004 (consolidated text: Journal of Laws of 2017, item 1579,
as amended).

The Issuer further reported that it had been informed of the adoption by the General Meeting of the
Company of a resolution on 27 March 2018 approving the selection of the successful tender in the
Procedure, in line with the Issuer’s decision referred to above.

This resolution adopted by the General Meeting of the Company does not imply that:

— the Management Board of the Company has made the decision to choose the General Con-
tractor,
which means that the Contracting Entity has not made its decision in the Procedure;

— the conclusion of a contract with the General Contractor has been approved — such approval
requires, inter alia, the prior approval of the Supervisory Board of the Issuer and the General
Meeting of the Contracting Entity;

— consent has been given to issue the NTP, as this requires the prior consent of the Supervisory
Board of the Issuer and the prior consent in principle by the Issuer's General Meeting to pro-
ceed with the Construction Phase.

It is estimated that the capital expenditures in connection with the conclusion of the Contract between
the Contracting Entity and the General Contractor prior to the issue of the NTP will not exceed the equiv-
alent of 4% of the contract price (Current Report No. 13/2018).

Signing an Amendment to the Investment Agreement concerning involvement in the
preparation for construction, construction and operation of a new power unit at the Os-
troteka Power Plant and the disposal of shares in Elektrownia Ostroteka sp. z o0.0.

The Management Board of Energa SA (the “Issuer”), referring to Current Report
No. 49/2016 of 8 December 2016 and Current Report No. 3/2017 of 17 January 2017, reports that on 26
March 2018 the Issuer executed Amendment No. 1 (the “Amendment”) to the Investment Agreement
with ENEA SA and Elektrownia Ostroteka Sp. z 0.0. (the “Company”, “Contracting Entity”), concerning
the implementation of the Ostroteka C project.

In the Amendment, the parties increased the estimated total capital expenditures resulting from their
obligations to be undertaken in the Development Phase of the Ostroteka C project, that is until a notice
to proceed (NTP) is issued to the General Contractor. The capital expenditures attributable to the Issuer
may amount to PLN 226.5 m.

The capital expenditures were increased in order to provide the necessary resources for, inter alia,
organisational work to be carried out under the contract with the General Contractor, related investments
and the operation of the Company.

Moreover, the Issuer informed that in the performance of the Investment Agreement, the Issuer had sold
on 23 March 2018 to ENEA SA a holding of 1,201,036 Company shares for approx. PLN 58 m. As a re-
sult of this transaction, the Issuer holds a total of 50% of the Company’s share capital.

The execution of the Amendment does not imply that:
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— the Management Board of the Company has made its decision to select the General Contrac-
tor, and therefore it does not mean that the Contracting Entity has concluded the public pro-
curement proceedings “Construction of Elektrownia Ostroteka C with a capacity of approxi-
mately 1,000 MW?”;

— consent has been given to the conclusion of a contract with the General Contractor, as such
consent requires certain prior corporate approvals, including the consent of the Supervisory
Board of the Issuer;

— consent has been given to issue a notice to proceed (NTP), as this requires the prior consent
of the Supervisory Board of the Issuer and prior consent in principle from the General Meeting
of the Issuer to proceed with the Construction Phase.

It is estimated that the capital expenditures in connection with the conclusion of the contract between
the Contracting Entity and the General Contractor prior to the issue of the NTP will not exceed the equiv-
alent of 4% of the contract price (Current Report No. 12/2018).

Information on the receipt from the Management Board of Elektrownia Ostroteka
sp. z 0.0. of arequest for consent to the decision in the public procurement award pro-
cedure called “Construction of Ostroleka Power Plant C with a capacity of approxi-
mately 1,000 MW”

The Management Board of Energa SA reported that on 23 March 2018, as a shareholder of Elektrownia
Ostroteka Sp. z o.0. (the “Contracting Entity”, the “Company”), it received a request addressed to the
General Meeting from the Management Board of the Company for consent to the selection of the suc-
cessful tender in the public procurement procedure “Construction of Elektrownia Ostroteka C with a ca-
pacity of approximately 1,000 MW” (“Procedure”, “Contract”). In the request, the Management Board of
he Company stated that it was a request to the General Meeting of the Company for its approval of the
selection of a Consortium composed of GE Power Sp. z 0.0. and Alstom Power System SAS as the
General Contractor, which offered to perform the Contract with the parameters specified in the tender
for PLN 5,049,729,000.00 net of VAT, or PLN 6,023,034,950.00 inclusive of VAT. In accordance
with the request, the consent of the Company’s general meeting referred to above is to be given subject
to the effective submission (without any grounds to exclude the economic operator or rejecting its tender)
by the Consortium composed of GE Power Sp. z 0.0. and Alstom Power System SAS of all the neces-
sary documents and statements, pursuant to Article 26(1) of the Public Procurement Law Act of 29
January 2004 (consolidated text: Journal of Laws of 2017, item 1579, as amended).

The Company’s Articles of Association require that a consent to the decision in a contract award proce-
dure to select a General Contractor must be given by way of a resolution passed by the General Meeting
of the Company.

Neither the request made by the Management Board of the Company to the General Meeting
of the Company nor the passage (if any), by the General Meeting, of the resolution in question
do imply that

— the Management Board of the Company has made the decision to choose the General Con-
tractor, which means that the Contracting Entity has not made its decision in the public pro-
curement award procedure;

— consent has been given to the conclusion of a contract with the General Contractor, as such
consent requires certain prior corporate approvals, including the consent the Supervisory
Board of the Issuer;

— consent has been given to issue the NTP, as this requires the prior consent of the Supervisory
Board of the Issuer and the prior consent in principle by the Issuer's General Meeting to pro-
ceed with the Construction Phase (Current Report No. 11/2018).
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Fitch Ratings affirms Energa’s rating

The Management Board of Energa SA (the “Company”, “Energa”) announced that on 21 March 2018,
Fitch Ratings (the “Agency”, “Fitch”) had affirmed the Company’s Long-Term foreign- and local-currency
Issuer Default Ratings (IDRs) at ‘BBB’ with a Stable Outlook, a ‘BBB’ rating for the bonds issued
by the Company’s subsidiary Energa Finance AB (publ), and a ‘BB+’ rating for Energa’s hybrid bonds.

The Agency justified its decision by the dominant share of the Distribution Business Line in total planned
capital expenditures and in the Group’s EBITDA, which reduces business risks
and ensures predictability of cash flows compared to conventional production. At the same time,
the Agency factored in the business risk associated with the Ostroteka Power Plant C project. Fitch
pointed out that this risk was mitigated by, inter alia, implementing the project in a strategic partnership,
participation of additional investors in its financing and emergence of the Capacity Market in Poland.

In its report, Fitch estimates that Energa SA’s debt is at a moderate level, with a FFO-adjusted net lev-
erage of 1.7 for 2017. The Agency expects this ratio to increase to 3.0 in 2018-2022, there still being
some margin left in relation to the maximum level of 3.5 allowed under the BBB rating (Current Report
No. 10/2018).

Composition and changes to the composition of the corporate bodies of Energa SA

For details of changes to the corporate bodies of the Company, please see Section 4.7. Corporate
bodies herein.

Other

Additional information is provided in the Separate financial statements Note 29 Other information signif-
icantly affecting the assessment of assets, financial position and the financial result of the Company.

1.4. The Energa Group Governance Model

The essential document of the Energa Group setting forth its general governance framework is the En-
erga Group Cooperation Agreement, signed on 20 December 2017 by 31 Energa Group companies (as
at the date of this report, as a result of corporate restructuring within the Energa Group, 20 companies
remain parties to the Agreement).
The Energa Group Cooperation Agreement is a civil-law instrument which:
e ensures cooperation between the Energa Group companies and guarantees the performance
of the Group,
o reflects the need to ensure, to the extent required by law, the independence of the distribution
system operator within the Energa Group,
o forms the basis for the development of long-term cooperation across all Energa Group compa-
nies,
o reflects the necessity to have a uniform and consistent operating policy for all Energa Group
companies in place.

The Energa Group Cooperation Agreement took into consideration the need to define the rights and
obligations of Energa SA as the Energa Group’s Parent Company with respect to setting of objectives,
business strategies, as well as control and oversight of Subsidiaries, which became the foundation
for the provisions of the Agreement. As at the date of signing, the Agreement had 32 appendices, which
were Regulations (procedures) setting forth the operating principles of the Group in every area.
As at the end of 2018, the Agreement included 34 Regulations.
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Figure 2: Organisation chart of Energa as at 31 December 2018

Management Board
of ENERGA SA

OHS Service

Finance
Department

Planning and
Analysis
Sub-Department

Strateglc
Management
Department

Strategy and
Regulatory Policy
Sub-Department

Treasury
Sub-Department

Financial

Reporting
Sub-Departmen

Control and Tax
Management
Sub-Department

Strategic Assets
Management
Sub-Department

Marketing and
Communication
Department

Image and Brand
Management
Sub-Department

Internal
Communication
Sub-Department

Sponsoring
Sub-Department

Client Relations
Sub-Department

Securlty
Department

Ethics and
Anti-Corruption

Procedures
Sub-Department

Management
Board Office

Office
Sub-Department
in Warsaw

Audit and
Internal Control
Office

Investor
Relations Office

Development
and Innovations
Office

Corporate
Management
Department

Corporate
Governance
Sub-Department

Business
Oversight
Sub-Department

Organizational
Governance
Sub-Department

CSR
Sub-Department

HR Policy
Department

Organisation

and Personal

Development
Sub-Department

Social Dialogue
Sub-Department

Personal Strategy
Sub-Department

IT Department

IT Project
and Service
Sub-Department

Corporate IT
Architecture
Sub-Department

IT Monitoring
Sub-Department




Management Board Report on the activity of ENERGA SA for the year

ended 31 December 2018

Key changes in the Group’s structure and organisation

As at 31 December 2018, the Energa Group consisted of 22 companies, including its parent company,

Energa SA.

Figure 3: Simplified corporate diagram of the Energa Group as at 31 December 2018
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Elektrownia Ostroteka Sp. z o.0.

On 11 January 2017, Energa SA and Enea SA signed an investment agreement concerning the execu-
tion of the new power unit construction project in Ostroteka. The General Meeting of Elektrownia Os-
troteka SA passed a resolution (Resolution 1) on 23 November 2017 to convert this company into a lim-
ited liability company. The conversion was registered in the National Court Register on 27 February
2018.

On 23 March 2018, Energa SA signed an agreement to sell a third stake in Elektrownia Ostroteka
Sp. z 0.0. to Enea SA. As a result of this transaction, each of Energa SA and Enea SA holds a 50%
stake in Elektrownia Ostroteka Sp. z 0.0. and the same percentage of voting rights at the General Meet-
ing. The Management Board and the Supervisory Board consist of the same number of representatives
of both investors. Decisions on significant actions require unanimous consent of both partners.
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An increase in share capital of Elektrownia Ostroteka Sp. z 0.0. by PLN 35 m by a resolution
of the Shareholders Meeting of 29 March 2018, pursuant to which Energa SA and ENEA SA each sub-
scribed for 50% of new shares (i.e. PLN 17.5 m, respectively) in exchange for cash contributions,
was registered with the National Court Register on 30 July 2018.

The subject matter of the Contract is the design, construction and commissioning of a 1,000 MWe power
unit with auxiliary facilities.

On 27 July 2018, a resolution was passed by the General Meeting of Elektrownia Ostroteka Sp. z 0.0.
to increase the company’s share capital by PLN 287 m to PLN 551,100,000. The new shares were
equally divided between Energa SA and Enea SA, which acquired PLN 143.5 m each. The increase
was registered by the National Court Register on 16 October 2018.

On 4 January 2019, a resolution was passed by the General Meeting of Elektrownia Ostroteka Sp. z o.0.
to increase the company’s share capital by PLN 361,382,100 to PLN 912,482,100. The new shares
were acquired by Energa SA i Enea SA in equal proportions, PLN 180,691,050 each. The increase was
registered by the National Court Register on 1 March 2019.

Mergers

On 26 February 2018, a Merger Plan was signed by four investment companies operating within the Dis-
tribution Business Line: Przedsiebiorstwo Budownictwa Elektroenergetycznego ENBUD Stupsk
Sp. z 0.0. (the acquiring company), Energetyka Kaliska — Ustugi Techniczne Sp. z 0.0., ZEP — Centrum
Wykonawstwa Specjalistycznego Sp. z 0.0. and Zakifad Budownictwa Energetycznego Sp. z o.0.
(the target companies).

The general meetings of these companies which passed resolutions concerning the merger were held
on 3 April 2018. The merger was recorded in the National Court Register on 30 April 2018. At the same
time, the acquiring company’s Articles of Association were amended by renaming the company to E-
nerga Operator Wykonawstwo Elektroenergetyczne Sp. z 0.0.

Following the Merger Plan, agreed and signed on 19 January 2018, to merge Energa Centrum Ustug
Wspdlnych Sp. z o.0. (the acquiring company) and RGK Sp. z o.0. (the target company), the general
meetings of these companies passed their resolutions concerning the merger on 16 April 2018. The mer-
ger was recorded in the National Court Register on 7 June 2018.

Two Group companies: Energa Operator SA and Energa Operator Techniczna Obstuga Odbiorcéw
Sp. z 0.0. signed a Merger Plan on 26 April 2018, with Energa Operator SA as the acquiring company.
On 1 June 2018, the General Meeting of Energa Operator Techniczna Obstuga Odbiorcéw Sp. z o.0.
passed a resolution concerning the merger. The merger did not involve an increase in the acquiring
company’s share capital (pursuant to Articles 514(1) and 515(1) of the Commercial Companies Code),
since the simplified procedure provided for in Articles 516(1), 516(5) and 516(6) of that Code was fol-
lowed. The merger was recorded in the National Court Register on 2 July 2018.

Another merger within the Energa Group was carried out in Q3 2018. Six grid work companies merged
with the Lead Entity of the Distribution Business Line, Energa Operator SA.

On 16 July 2018, the Management Board of Energa Operator SA (the acquiring company) and the Man-
agement Boards of its subsidiaries, i.e. Energa Operator Eksploatacja Elblag Sp. z 0.0., Energa Oper-
ator Eksploatacja Gdansk Sp. z 0.0., Energa Operator Eksploatacja Kalisz Sp. z 0.0., Energa Operator
Eksploatacja Ptock Sp. z 0.0., Energa Operator Eksploatacja Stupsk Sp. z 0.0., Energa Operator Ek-
sploatacja Torun Sp. z o.0. (the target companies) signed the Merger Plan. Resolutions of General
Meetings of the companies being acquired were adopted on 31 August 2018. The merger was recorded
in the National Court Register on 1 October 2018. P
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On 4 January 2018, the General Meeting of ElectroMobility Poland SA passed a resolution concerning
an increase in the share capital of the company to PLN 70 m, by increasing the nominal value of shares.
Pursuant to the resolution, Energa SA contributed PLN 10 m in cash to the company. The increase
in the share capital of ElektroMobility was recorded in the National Court Register on 7 January 2019.

Other

1.5. The Energa Group Strategy for 2016-2025

On 15 November 2016, the Company’s Supervisory Board passed a resolution approving the docu-
ments: the Energa Group Strategy for 2016-2025 (the “Strategy”) and the Multi-Annual Plan of Strategic
Investments of the Energa Group for 2016-2025.

Reasons for the revision of the Group’s Strategy

Eroding profitability in the electricity sector in the recent years has pushed leading European and Polish
energy companies to revise their strategies. In the medium term, operating under the existing business
model could have resulted in lower performance and a decrease in the value of energy companies.
Continuation of operations based only on the existing assets and without changing the existing business
model could have led to a gradual decline of the Energa Group’s profits in the medium and long term.
In order to maintain or improve financial performance, companies and business models need to be ad-
justed to new trends in the electricity sector, such as the focus on the development of distributed gen-
eration and renewable energy sources (RES), improvement of energy efficiency and active participation
in the new technology market. In view of the above, it was necessary to adjust the Energa Group busi-
ness model to new challenges, including a revision of the Group’s strategy, which resulted in the adop-
tion of the Energa Group Strategy for 2016-2025 in November 2016. In the longer term, it would be
advisable to include the following considerations in the future revisions of the Strategy: known results
of capacity market auctions, in particular for long-term contracts, and the objectives of the Winter Pack-
age, and thus the EU Climate and Energy Policy for 2021-2030.

Objectives and strategic programmes

In order to reinforce the position of the Energa Group as an innovative, customer-centric energy group,
while providing for a stable business foundation based on predictable regulations, two business devel-
opment and value creation areas were defined in the Strategy: the Infrastructure and the Customer,
within which the Energa Group’s objectives and strategic programmes were defined, that are now being
implemented:

Objective 1. To develop a modern electricity infrastructure, in a manner permitting to have a stable
revenue base, relying mostly on the quality of service and not on typical market factors. The infrastruc-
ture will anticipate the future requirements of the Polish electricity system, balancing the interests
of all Energa Group stakeholders.

Programme 1 — Development of a smart and reliable electricity distribution grid, offering the capacity
for storage and local energy management.

Programme 2 — Development of the broadband infrastructure.
Programme 3 — Using revenue decoupling regulations for the Capacity Market and heat tariffs.

Programme 4 — Maintaining a strong position in RES through the implementation of (I) a project
for the construction of hydro power plant at the second barrage on the Vistula River and (II) other RES
projects.

Objective 2. A Customer-centric business model, supporting effective customer value management
based on a consistent product and service offering.

AIeUY
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Programme 5 — Implementation of a new, customer-centric business model and development of new
business areas — as a result of the programme, approx. 100 new products will be developed, dedicated
to three customer segments: individual customers, business customers, as well as local authorities
and public administration.

The strategy is visualised in the diagram below.

Figure 4: Diagram of objectives and programmes of the revised Energa Group Strategy
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1.6. Implementation of the investment programme in 2018

In 2018, capital expenditures of the Energa Group totalled PLN 1,668 m, of which the most capital
intensive investments were made in the Distribution Business Line, totalling PLN 1,368 m.

The investments of the Distribution Business Line included grid expansion aimed at connecting new cus-
tomers and producers as well as upgrades to improve the reliability of electricity supply. Additionally,
expenditure was incurred on innovative technologies and grid solutions, such as the smart grid conver-
sion project.

In the Generation Business Line, efforts made to align with sustainability requirements and upgrading
investments at Ostroteka Power Plant B had a significant share in the spending.

Table 1: Status of the investment programme as at 31 December 2018

Capital expendi-

Location tures (PLN m)

Execution stage

Description of the project

Distribution Business Line

Modernisation of the distribution net-
work to improve the reliability of supply

Implemented on

662.2 ; .
an ongoing basis

Distribution areas

s 4
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Implemented on

Distribution areas 505.8 - .
of new customers an ongoing basis
Smart meter_lng and oth_er eler_nents of Distribution areas 40.0 Implemgnted on
the smart grid concept, including AMI an ongoing basis
Grid development related to flows in Implemented on
the high-voltage grid and connection of Distribution areas 31.8 an l?)n oing basis
EE sources going
Other capital expenditures, collisions D'tsrmg;'ggnlgirjs:;nggs- 128.4 Implemented on
and adjustments - ' an ongoing basis

companies
Generation Business Line
Overhauls of the Ostroteka B Power Ostroteka 54.8 In progress
Plant
Installation of an NOx control system Ostroteka 26.6 In progress
Modernisation of electrostatic precipita-
tors at the Ostroteka B Power Plant Ostroteka 24.3 In progress
Construction of 10S |l at the
Ostroteka Power Plant Ostroteka 38.1 In progress
Optimisation of the steam boiler in the
BB20p biomass unit Elblag 28.9 In progress
Upgrading a small hydro power plant L
and hydro power plant in Wioctawek Division 13.2 In progress
The power division and
Other capital expenditures Generation Business Line 51.2 -
companies
Sales Business Line
. . _ Business area of Energa
Capital expenditures for lighting assets Oswietlenie 33.2 In progress
Business area of the Sales
Sales Support System Business Line 2.3 In progress
Other capital expenditures Sales area and Sales_ Busi- 9.6 -
ness Line companies
Other companies, projects and adjust- ) 16.8 )
ments '
Total 1668,1

1.7. Research and development

In 2018, the Energa Group continued its research, develo