~olska Grupa
/PC-'FE\ Energetyczﬁa

PGE Polska Grupa Energetyczna S.A. Capital Group

Consolidated financial statements prepared in accordance with International
Financial Reporting Standards for the year ended 31 December 2009.



PGE Polska Grupa Energetyczna S.A. /F’;E

Consolidated financial statements for the year ended 31 December 2009 prepared in accordance
with IFRS (all amounts in PLN thousand)

(ATransl ation of the document originally issued in

TABLE OF CONTENTS
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME ......cooiiiiiiiee e
CONSOLIDATED STATEMENT OF FINANCIAL POSITION ...t e
STATEMENT OF CHANGES IN CONSOLIDATED EQUITY .......cceeee.
CONSOLIDATED STATEMENT OF CASH FLOWS

1. General information..................

2 Entities included in the Group

3 The composition of the Management Board of the Parent Company

4. Approval of the consolidated financial statements

5. GOING CONCEIM ...eeiiiiiee ettt snre e e e e

6 Presentation CUITENCY ........ocuvreiiiiiieiiieee sttt e e

7 Statement of compliance with International Financial Reporting Standards

8. The basis for the preparation of the consolidated financial statements.............cccccveeeeeiiiiiiiiieeceeees
9. Significant values based on estimates and professional judgment

10. (O E=T oo Tl o) =TS (43T L= PR
11. New standards and interpretations published, not yet effective..........ccocoviiiiiiie e,
12. Accounting principles applied

13. Operating segments.................

14. REVENUES aNd EXPENSES ......viiieiiiiee ettt

15. Depreciation costs and impairment losses in the profit and loss account...

16. Employee benefits expenses

17. INCOME taX......ccovvvieerriiiieennee,

18. Discontinued operations.........ccc.ccueeerrveeennnne

19. Assets and liabilities of the Social Fund

20. EArNINGS PEI SNAIE ...ttt e ettt s
21. Dividends paid and dividends deCIAred ............ocueiiiiiiiiiiiiie e
22. Property, plant and equipment

23. Non-current assets classified as held fOor SAlE ...
24. == Y] o o PSP
25. Investment property

26. INEANGIDIE ASSELS ...

27. Investment in associates accounted for using the equity method

28. BUSINESS COMDINALIONS ...t

29. Investments in jointly controlled entities

30. Carbon dioxide €MISSION FIGNTS .......eiiiiiie e e e e nneees
31. EMPIOYMENT DENETIES ...t
32. Inventories

33. Other short-term and IONG-TEIM @SSELS........uiiiiiiiiiiiie et e e e e eee e e e e e e
34. Cash and Cash @QUIVAIBNLS ............oiiii et e e e e e e e e e e e e e e anes
35. Share capital and other capitals ...

36. PrOVISIONS ...ttt ettt e oo oottt e e oo e o e kb bttt e e e e e e e b bbbttt e e e e e e bbb et e e e e e e e nrnee s
37. Other non-financial liabilities

38. Deferred income and government grants............cccecvveennnee.

39. Legal claims and contingent liabilities and receivables

40. Investment liabilities ..o

41. Tax settlements............occuveeeee.

42. Information on related entities ..

43. FINANCIAl INSTIUMENES ..ottt e e e ettt e e e e s e et b et e e e e e e e enbb e e e e e e e e e nnnnees
44. Objectives and principles of financial risk management ...
45, Employment structure

46. Significant events during the reporting period and subsequent eVents ...........ccccovveeeeriieeeinieeennne



PGE Polska Grupa Energetyczna S.A.

(ATransl ation of the

document

/>CE

Consolidated financial statements for the year ended 31 December 2009 prepared in accordance
with IFRS (all amounts in PLN thousand)

originally

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Period ended

Period ended
31 December

31 December 2008
Note 2009 data transformed
CONSOLIDATED COMPREHENSIVE INCOME
Continuing operations
Total sales revenues 14.1 21.623.350 19.408.706
Costs of goods sold 14.6 (13.727.469) (14.191.982)
Gross profit on sales 7.895.881 5.216.724
Other operating revenues 14.2 422.568 752.568
Distribution and selling expenses 14.6 (1.368.079) (1.139.621)
General and administrative expenses 14.6 (914.109) (935.750)
Other operating expenses 14.3 (691.532) (631.626)
Financial revenues 14.4 372.265 505.120
Financial expenses 14.5 (580.617) (836.441)
Share of profit of associate 27 242.157 238.561
Profit before tax 5.378.534 3.169.535
Corporate income tax expense 17 (1.041.311) (499.288)
Net profit from continuing operations 4.337.223 2.670.247
Discontinued operations - -
Profit for the period on discontinued operations 18 - -
Net profit for the operating period 4.337.223 2.670.247
OTHER COMPREHENSIVE INCOME:
Valuation of available-for-sale financial assets (41.287) 30.138
Revaluation of assets of associates 41 -
Foreign exchange differences from translation of
- - 531 49
foreign entities
Other comprehensive income for the period, net (40.715) 30.187
TOTAL COMPREHENSIVE INCOME 4.296.508 2.700.434
Net profit attributable to:
- equity holders of the parent company 3.370.712 1.920.171
- minority interest 966.511 750.076
Total comprehensive income attributable to:
- equity holders of the parent company 3.340.169 1.937.740
- minority interest 956.339 762.694
Profit per share (in PLN)
i basic earnings for the operating period 20 2,23 1,31
i basic earnings from the continuing operations 20 2,23 1,31

i ssued

For details on 2008 data transformation please refer to Note 12.38 of explanatory notes to the foregoing consolidated financial

statements.

Applied accounting principles (policies) and explanatory notes are an integral part of the

consolidated financial statements

n
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at As at
Note 31 December 2009 31 December 2008
ASSETS
Non-current assets
Property, plant and equipment 22 38.945.664 37.811.569
Investment property 25 25.431 26.612
Intangible assets 26 153.335 142.025
Loans and receivables 43.1 389.566 370.630
Available-for-sale financial assets 43.1 198.211 206.979
Sha_res in associates accounted for under the 27 1.354.799 1.479.066
equity method
Other long-term assets 33 485.087 216.683
Deferred tax assets 17 412.353 447.647
Total non-current assets 41.964.446 40.701.211
Current assets
Inventories 32 1.271.165 1.127.965
Income tax receivables 49.827 95.855
Held-to-maturity short-term investments 43.1 - 134.180
Trade receivables 43.1 2.059.119 1.792.607
Other loans and financial assets 43.1 987.575 785.334
Available-for-sale short-term financial assets 43.1 5.984 97.770
Other current assets 33 391.147 313.044
Cash and cash equivalents 34,431 7.712.823 2.140.837
Total current assets 12.477.640 6.487.592
Non-current assets classified as held for sale 23 5.712 3.458
TOTAL ASSETS 54.447.798 47.192.261
4

Applied accounting principles (policies) and explanatory notes are an integral part of the

consolidated financial statements

n
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at As at
31
December 31 December

LIABILITIES AND EQUITY Note 2009 2008
Equity (attributable to equity holders of the
parent)

Share capital 35.1 17.300.900 14.705.765

Revaluation reserve (1.161) 30.154

Forglgn exp_hange differences from translation of (812) (1.343)

oreign entities

Reserve capital 35.4 5.449.549 2.100.156

Other capital reserves - 414.017

Retained earnings 355 8.419.848 5.560.908
Minority interest 35.6 7.681.428 7.365.921
Total equity 38.849.752 30.175.578
Long-term liabilities

Interest-bearing loans and borrowings 43.1 4.056.270 4.470.791

Other long-term liabilities 43.1 15.941 15.474

Provisions 36 3.238.759 2.924.503

Deferred tax liabilities 17 1.358.546 1.089.148

Deferred income and government grants 38 1.092.806 1.019.972

Total long-term liabilities 9.762.332 9.519.888
Short-term liabilities

Trade liabilities 43.1 1.082.582 1.012.111

ll:olgsnmal liabilities at fair value through profit or 431 37.701 62.639

Interest-bearing loans and borrowings 43.1 969.929 3.038.077

Other short-term financial liabilities 43.1 555.758 628.452

Other short-term non-financial liabilities 37 1.167.079 1.026.261

Income tax liabilities 372.888 163.666

Deferred income 38 40.903 32.768

Accruals 627.558 624.892

Short-term provisions 36 981.326 907.929

Total short-term liabilities 5.835.724 7.496.795

Total liabilities 15.598.046 17.016.683
TOTAL LIABILITIES AND EQUITY 54.447.798 47.192.261

Applied accounting principles (policies) and explanatory notes are an integral part of the

consolidated financial statements

i ssued
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PGE Polska Grupa Energetyczna S.A.

(ATransl ation of the document originally issued in Polishbo)
STATEMENT OF CHANGES IN CONSOLIDATED EQUITY
For the period ended 31 December 2009
Foreign
exchange
differences
Revaluation from Reserve Other capital Retained Minority
Note Share capital reserve translation capital reserves earnings Total interest Total equity
As at
1 January 2009 14.705.765 30.154 (1.343) 2.100.156 414.017 5.560.908 22.809.657 7.365.921  30.175.578
Revaluation of financial assets - (31.115) - - - - (31.115) (10.172) (41.287)
Share in assets revaluation - - - - - 41 41 - 41
Foreign exchange differences from
translation of foreign entities B B 531 B B ) 531 ) 531
Total revenues and expenses for the
period reflected in equity - (31.115) 531 - - 41 (30.543) (10.172) (40.715)
Profit - - - - - 3.370.712 3.370.712 966.511 4.337.223
jotal comprehensive income for ; (31.115) 531 ; - 3370753  3.340.169 956.339  4.296.508
e period
Issue of shares 2.595.135 - - 3.373.676 - - 5.968.811 - 5.968.811
| ssue ofxpanbear es 0 - - - (68.560) - - (68.560) - (68.560)
Retained earnings distribution - - - 44.277 - (44.277) - - -
Purchase of minority shares 28 - - - - - 521.473 521.473 (521.473) -
Settlement of purchased stocks and
shares in subsidiaries 28 - - - - - (264.838) (264.838) - (264.838)
Dividend (including distribution from
profit for the State Treasury) 21 - - - - (414.017) (725.971) (1.139.988) (119.359) (1.259.347)
Other - (200) - - - 1.800 1.600 - 1.600
As at
31 December 2009 17.300.900 (1.161) (812) 5.449.549 - 8.419.848 31.168.324 7.681.428  38.849.752
Applied accounting principles (policies) and explanatory notes are an integral part of the consolidated financial statements 6
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(ATransl ation of the document originally issued in Polishbo)
STATEMENT OF CHANGES IN CONSOLIDATED EQUITY
For the period ended 31 December 2008
Foreign
exchange
differences
Revaluation from Reserve Other capital Retained Minority
Note Share capital reserve translation capital reserves earnings Total interest Total equity

As at 1 January 2008 14.705.765 6.214 (1.392) 1.945.841 202.311 4.393.675 21.252.414 8.168.035  29.420.449
Revaluation of financial assets - 17.520 - - - - 17.520 12.618 30.138
Foreign exchange differences
from translation of foreign entities - - 49 - - - 49 - 49
Total revenues and expenses for
the period reflected in equity - 17.520 49 - - - 17.569 12.618 30.187
Profit - - - - - 1.920.171 1.920.171 750.076 2.670.247
Total comprehensive income
for the period - 17.520 49 - - 1.920.171 1.937.740 762.694 2.700.434
Retained earnings distribution _ _ _ 154.315 460.006 (614.321) _ _ _
Purchase of minority shares 28 - 6.420 - - - 1.515.474 1.521.894 (1.521.894) -
Settlement of purchased stocks 28
and shares in subsidiaries - - - - - (1.254.521) (1.254.521) - (1.254.521)
Dividend in kind 21 - - - - (248.300) - (248.300) - (248.300)
Dividend (including distribution 21
from profit for the State Treasury) - - - - - (399.570) (399.570) (42.914) (442.484)
As at
31 December 2008 14.705.765 30.154 (1.343) 2.100.156 414.017 5.560.908 22.809.657 7.365.921  30.175.578

Applied accounting principles (policies) and explanatory notes are an integral part of the consolidated financial statements
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CONSOLIDATED STATEMENT OF CASH FLOWS

i ssued

Period ended

Period ended
31 December

31 December 2009 2008
Cash flows i operating activities
Gross profit related to discontinued operations - -
Gross profit related to continuing operations 5.378.534 3.169.535
Adjustments for:
Sc:ljirts cr::e%c;f(i; from associates accounted for under the (242.157) (238.561)
Depreciation and amortization 2.638.676 2.584.613
Interest and dividend, net 248.924 221.457
D_ifference. bet.ween fair value and carrying amount of i (13.969)
dividends in kind paid
Profit / (loss) on investment activities (71.623) (30.258)
Change in receivables (495.567) (63.995)
Change in inventories (141.809) (328.934)
Change in liabilities (excluding loans and bank credits) 137.915 (511.651)
Change in prepayments and accruals 45.814 450.252
Change in provisions 337.507 651.872
Income tax paid (491.352) (573.669)
Other (45.974) 69.888
Net cash from operating activities 7.298.888 5.386.580
Cash flows i investment activities
gsissztt)ssal of property, plant and equipment and intangible 32114 82137
aZl;rec;Zase of property, plant and equipment and intangible (4.022.231) (4.124.149)
Purchase/disposal of investment property 173 (144)
Disposal of financial assets 545.528 727.006
Purchase of financial assets (295.399) (1.135.209)
Purchase of stocks and shares in subsidiaries (264.837) (1.254.521)
Dividends 385.187 171.239
Interest received 12.964 44.882
Loans repaid 14.024 7.127
Loans granted (61.176) (1.000)
Other 25.063 38.147
Net cash from investment activities (3.628.590) (5.444.485)

Applied accounting principles (policies) and explanatory notes are an integral part of the
consolidated financial statements

n
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Period ended Period ended
31 December 2009 31 December 2008

Cash flows 1 financial activities

Proceeds from the issue of shares 5.917.532 -
Repayment of finance lease obligations (5.427) (21.264)
Proceeds resulting from bank credits and loans 8.907.041 8.255.709
Repayment of bank credits and loans (11.356.317) (7.967.513)
Dividends paid (including deductions from profit for the (1.227.352) (424.428)
State Treasury)
Interest paid (350.878) (392.627)
Other 13.720 21.838
Net cash from financial activities 1.898.319 (528.285)
Net change of cash and cash equivalents 5.568.617 (586.190)
Effect of foreign exchange rate changes - 7.438
Cash and cash equivalents, beginning of the period 2.137.317 2.723.507
Cash and cash equivalents, end of the period, including 7.705.934 2.137.317
including restricted cash and cash equivalents 115.435 69.683
9

Applied accounting principles (policies) and explanatory notes are an integral part of the
consolidated financial statements
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APPLIED ACCOUNTING PRINCIPLES (POLICIES)
AND EXPLANATORY NOTES

1. General information

PGE Polska Grupa Energetyczna, SifapiCtaplit Srowpdup i R (
comprises the parent company PGE Polska Grupa Energetyczna S.A. and subsidiaries (please refer
to Note 2).

Pol ska Grupa EnergetycznteGSGomrparYipaAdgPGEas nfpdarnyde d fion
basis of the Notary Deed of 2 August 1990 and registered in the District Court in Warsaw, XVI

Commercial Department on 28 September 1990. The Company was registered in the National Court

Register of the District Court for the capital city of Warsaw, XII Commercial Department, under no.

KRS 0000059307.

During the financial period until 30 July 2009 the Company was seated in Lublin, 21 A Garbarska
Street. As of the date of preparation of the consolidated financial statements, the parent company is
seated in Warsaw, 2 Mysia Street.

As of the day of preparation of the foregoing consolidated financial statements, the Company is
registered in the National Court Register of the District Court for the capital city of Warsaw, XiII
Commercial Department of the National Court Register, under no. KRS 0000059307

Core operations of the Group companies are as follows:

e production of electricity,

e distribution of electricity,

¢ wholesale and retail sale of electricity,

e production and distribution of heat,

e rendering of other services related to the above mentioned activities.

Business activities are conducted under appropriate concessions granted to particular Group entities.
The State Treasury is the major shareholder of the parent company.

The consolidated financial statements of the Group comprise financial data for the period from
1 January 2009 to 31 December 2009.

10
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2. Entities included in the Group

In 2009 Polska Grupa Energetyczna S.A. Capital Group consisted of the enumerated below companies, consolidated directly and indirectly:

Share of Share of
Capital Parent company as at Capital Parent company as at
Entity Head office Scope of activity _G_roup 31 December 2009 _G_roup 31 December 2008
entities as at entities as at
31.12.2009 31.12.2008
. . holding activities i management o PGE Polska Grupa o PGE Polska Grupa
L PGE Energia S.A. Lublin over Capital Group 85,00% Energetyczna S.A. 85,00% Energetyczna S.A.
2 PGE Zesp-3 EI ¢ Nowe production of electric energy and 85.00% PGE Energia S.A. 85.00% PGE Energia S.A.
Odra S.A. Czarnowo heat
3. PGE Zamojska Korporacja ZamoSi sale of electric energy 85,00% PGE Energia S.A. 85,00% PGE Energia S.A.
Energetyczna S.A.
PGE Dystrybucja &t e . o PGE Zamojska Korporacja o Zamojska Korporacja
4. ZamoSl Sp. ZamoS| distribution of electric energy 100,00% Energetyczna S.A. 100,00% Energetyczna S.A.

PGE Obr -t S

5. (previously under busme_ss Rzesz- sale of electric energy 85,00% PGE Energia S.A. 85,00% PGE Energia S.A.
name PGE Rzeszowski

Zakgad ymeSA)e
PGE Dystrybucja

6. Rzesz- distribution of electric energy 100,00% PGEOb r S.A. 100,00% Rzeszowski |
Rzesz-w Sp. Energetyczny S.A.
PGE EI ek wmiao c | Production of electric energy and o o Rzeszowski ]
7. Rzesz-w S. Rzesz heat 100,00% PGEODb r S.A. 100,00% Energetyczny S.A.
PGE Lubel ski ¢ . . o . 0 .
8. Energetyczne S.A. Lublin sale of electric energy 85,00% PGE Energia S.A. 85,00% PGE Energia S.A.
PGE Dystrybucja . T . 0 PGE Lubel ski o Lubel skie Z
9. LUBZEL Sp. z 0.0. Lublin distribution of electric energy 100,00% Energetyczne S.A. 100,00% Energetyczne S.A.
PGE El ektroci € ) production of electric energy and o PGE Lubel ski o Lubel skie Z
10. -Wrotk-w Sp. Lublin heat 100,00% Energetyczne S.A. 100,00% Energetyczne S.A.
PGE Zakgady E Skar O
11. Okrngu Rador Kamienna y sale of electric energy 85,00% PGE Energia S.A. 85,00% PGE Energia S.A.
Kieleckiego S.A.
) PGE Zakgady E Zakgady Ener
12. D stt)(ts)Ec'zaEgRE 0.0 ?(leimeileLnLa{-y distribution of electric energy 100,00% Okrngu Radonr 100,00% Okrngu Rado
ystrybucja sp. z 0.0. Kieleckiego S.A. Kieleckiego S.A. '|

11
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Consolidated financial statements for the year ended 31 December 2009 prepared in accordance with IFRS (all amounts in PLN thousand)
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Share of Share of
Capital Parent company as at Capital Parent company as at
Entity Head office Scope of activity _G_roup 31 December 2009 _G_roup 31 December 2008
entities as at entities as at
31.12.2009 31.12.2008
PGE El ektroc PGE Zak § aeygzne Zakgady Ener
13. Kielce S.A Kielce production of heat 100,00% Okrngu Radonr 100,00% Okrngu Radoj
T Kieleckiego S.A. Kieleckiego S.A.
PGE G-dzki 1 = . . .
14. Energetyczny S.A G-d¥ sale of electric energy 85,00% PGE Energia S.A. 85,00% PGE Energia S.A.
PGE Dystrybucja = S . 0 PGE G-dzki 1 0 G-dzki Zakgad
15. G-dF Sp. z Gd¥ distribution of electric energy 100,00% Energetyczny S.A. 100,00% SA.
16. PG EB iza?g)?satd o IE n Bi agys sale of electric energy 85,00% PGE Energia S.A. 85,00% PGE Energia S.A.
PGE Dystrybucja . < T . 0 PGE Zakgad En o Zakgad Energ
17. Biagystok Si Bi agys distribution of electric energy 100,00% Bi agyst ok 100,00% Biagystok
18. PGG_E E@J{;ﬁbgci\a G-d¥ distribution of electric energy 85,00% PGE Energia S.A. 85,00% PGE Energia S.A.
ol PcE ZEGT oObr - Warszawa production and sale of electric 100,00% PGE Polska Grupa 100,00% Zakgad Energe
energy Energetyczna S.A. Teren S.A.
20/ P \?V;SZ §W2_$e?eﬁ g A Enl warszawa production aerr‘]‘irsgi/'e of electric 85,00% PGE Energia S.A. 85,00% PGE Energia S.A.
PGE Dystrybucja e . PGE Zakgad En Zakgad Energ
21 Warszawa-Teren Sp. z 0.0. Warszawa distribution of electric energy 100,00% Warszawa - Teren S.A. 100,00% Warszawa Teren S.A.
PGE G-rnict = holding activities i management PGE Polska Grupa PGE Polska Grupa
22. i Energetyka S.A. G-d¥ over Capital Group 85,00% Energetyczna S.A. 85,00% Energetyczna S.A.
PGE G-rnict PGE G- rnict
69,00% - 69,00% .
23 PGE KWB Begch Rogowiec lignite mining | Energetyka S.A. | Energetyka S.A.
16.00% PGE Polska Grupa 16.00% PGE Polska Grupa
' Energetyczna S.A. ’ Energetyczna S.A.
PGE G-rnict PGE G-rnict
0, 0,
24 PGE Elektrownia Rogowiec production of electric energy and 69,00% i Energetyka S.A. 69,00% i Energetyka S.A.
' Begchat -w § 9 heat PGE Polska Grupa PGE Polska Grupa
19,10% 19,10%
Energetyczna S.A. Energetyczna S.A.
69.00% PGE G-rnict
o5 PGE Elektrownia Brzezie production of electric energy and ' i Energetyka S.A. 69 00% PGE G-rnict
' Opole S.A. heat 16.00% PGE Polska Grupa ’ i Energetyka S.A.
il Energetyczna S.A.
PGE G-rnict PGE G-rnict
0, 0,
26 PGE Elektrownia Bogatynia production of electric energy and 69,00% i Energetyka S.A. 69,00% i Energetyka S.A.
' Tur -w S. A. gaty heat 16.00% PGE Polska Grupa 16.00% PGE Polska Grupa
il Energetyczna S.A. s Energetyczna S.A.

12
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Share of Share of
Capital Parent company as at Capital Parent company as at
Entity Head office Scope of activity _G_roup 31 December 2009 _G_roup 31 December 2008
entities as at entities as at
31.12.2009 31.12.2008
PGE G-rnict
69,00% - .
. - - ' i Energetyka S.A. o PGE G-rnict
27. PGE KWB Tur Bogatynia lignite mining 16,0090 PGE Polska Grupa 69,00% i Energetyka S.A.
il Energetyczna S.A.
. holding activities i management
28. PGE _Energla Warszawa over Capital Group, production of 100,00% PGE Polska Grupa 100,00% PGE Polska Grupa
Odnawialna S.A. electric energy Energetyczna S.A. Energetyczna S.A.
] ) production and distribution of o PGE Energia o PGE Energia
29. PGE ZEW Dych Dych electric energy 100,00% Odnawialna S.A. 100,00% Odnawialna S.A.
98.50% PGE Polska Grupa
distribution of heat energy, ' Energetyczna S.A. o PGE Energia
80| PGE ZEC Bydgoszcz S.A. Bydgoszcz production of electric energy 0.53% PGE Energia Odnawialna 85,00% Odnawialna S.A.
' S.A.
wholesale and retail sale of electric
31. PGE Electra S.A. Warszawa energy, advisory and financial 100,00% PGE Polska Grupa 100,00% PGE Polska Grupa
agency services Energetyczna S.A. Energetyczna S.A.
PGE Elektroc ) production and distribution of o PGE Polska Grupa o PGE Polska Grupa
s2. Gorz-w S. A Gor z - w electric energy and heat 90,09% Energetyczna S.A. 89,58% Energetyczna S.A.
telecommunication services,
construction, modernization and o PGE Polska Grupa o PGE Polska Grupa
33. EXATEL S.A. Warszawa utilization of telecommunication 94,94% Energetyczna S.A. 94,94% Energetyczna S.A.
subsystems
) . PGE Elektrownia PGE Elektrownia
0, 0,
34. ELBIS Sp. z 0.0. Rogowiec sale of electric energy 100,00% Begchat - w g 100,00% Begchat - w §
35 ELBEST Sb. 7 0.0 Rogowiec hotel and gastronomical services, 100.00% PGE Elektrownia 100.00% PGE Elektrownia
' p-z0.0. 9 cleaning services ’ Begchat - w g ' Begchat - w §
. ] distribution of electric energy,
36. Energosesrvwzso Eleszcz Wl Kl eszc| construction works, wholesale of 51,00% ELBIS Sp. z 0.0 51,00% ELBIS Sp.zo0.0
P z0.0. construction materials
Ni epubliczny . .
37. Zdrowotnej Begcha medical services 100,00% PGE |§Iektrowma q 100,00% PGE I?Iektrowma d
MegaMed Sp. z 0.0. Begchat -w § Begchat - w
38. ELMEN Sp. z 0.0. Rogowiec CO”S”UCt'ggrsir(‘fésreno"a“c’” 100,00% ELBIS Sp. z 0.0 100,00% ELBIS Sp. z 0.0
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Entity Head office Scope of activity _G_roup 31 December 2009 _G_roup 31 December 2008
entities as at entities as at
31.12.2009 31.12.2008
39.| Energetyka Boruta Sp. z 0.0. Zgierz production of T}'gg”c energy and 96,91% ELBIS Sp. z 0.0. 96,91% ELBIS Sp. z 0.0.
Elektrownia Wodna : . o PGE Energia o PGE Energia
40. tarnowi ec 9 Czymanowo production of electric energy 100,00 % Odnawialna S.A. 99,86% Odnawialna S.A.
. . PGE Energia PGE Energia
0, 0,
4l Eil(elgtrr?]vivmea \!EV;atliowaS D Kami e ( production of electric energy 50,00% Odnawialna S.A. 50,00% Odnawialna S.A.
' 50,00% ELBIS Sp. z0.0. 50,00% ELBIS Sp. z 0.0.
12 EnBud Sp. z 0.0. Czymanowo construction and renovation 100,00% Elektrownia Wo_dna 100,00% Elektrown_la Wodna
services for power industry tarnowi ec 9 t ar riec BIA.
Zesp-§ Elektr{Mindzyhb . . o PGE Energia o PGE Energia
43. Por Nbka S. Al eBialskie production of electric energy 100,00 % Odnawialna S.A. 97,09% Odnawialna S.A.
. ) PGE Energia PGE Energia
0, 0
44, construction of hydroelectric power 50,14% Odnawialna S.A. 50,14% Odnawialna S.A.
EGO-Odra S.A. Warszawa stations, hydroelectric power
stations management services 49,96% ZEW Po rtRebrk aS . 49,96% ZEW Po rtRebrk aS .
PGE Energia PGE Energia
65,72% Odnawialna S.A. 65,72% Odnawialna S.A.
. . . management over exploitation of 3 .
45| Bio-Energia ESP Sp.z o.0. Gdynia energy system projects 12,16% ZEW P o rtRebrk aS . 12,16% ZEW Por Nbka
21,77% EW tarnowi ed 21,77% EW tarnowie
Zesp- g Elektr . - . 0 PGE Energia o PGE Energia
46. Solina-Myczkowce S.A. Solina exploitation services 100,00% Odnawialna S.A. 100,00% Odnawialna S.A..
exploitation services of
Dychowskie Prz hydroelectric power stations,
a7 Eksploatacji Elektrowni Dych - maintenance of devices 6 o p e | 100,00% PGE Zesp-g E 100,00% PGE Zesp-§ E
and overhauls, current and post- Wodnych Dych Wodnych Dych
ELDEKS Sp. z 0.0. d )
amage repairs
< . PGE Energia PGE Energia
48. ESP Usgugi S| Warszawa property management 100,00% Odnawialna S.A. 100,00% Odnawialna S.A.
Budownictwo . o o
) ) ) manufacture of steel constructions o PGE Zesp-g§g E o PGE Zesp-§ E
49. Hydroenergetyka-Dy ¢ h Dych excluding rendering of services 100,00% Wodnych Dych 100,00% Wodnych Dych

Sp.zo.0
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entities as at entities as at
31.12.2009 31.12.2008
Przedsinbiorst repair of boilers equipment and
50. Produkcyjne ELTUR- Bogatynia p S equip 100,00% PGE El ektrowni 100,00% PGE El ektrowni
auxiliaries
SERWIS Sp. z 0.0.
manufacture of lime sorbents
needed for desulfurization of fumes
Przedsi Abiors and fluidal process of lignite
51 Sorbent - -w i R Bogatynia combustion in EI 100,00% PGE El ektrowni 100,00% PGE El ektrowni
ELTURT WAPORE Sp. z 0.0. economic usage of combustion
products; manufacture of buildings
components
PrzedsifAbio
52. Transportowe ELTUR- Bogatynia transportation services 100,00% PGE El ektrowni 100,00% PGE El ektrowni
TRANS Sp. z 0.0.
Przedsifbiorst _ 84,46% PGEEIl ekt rowni a 84,46% PGE El ektrowni
53 Usgugowe GIURB| Bogatynia hotel management
Sp. z0.0. 15,54% PGE KWB Tur - 15,54% PGE KWB Tur -
54, 36,06% PGE El ektrowni 36,06% PGE El ektrowni
Centrum Medyc . medical services
s Bogatynia
p.zo.0. 63,94% PGE KWB Tur - 63,94% PGE KWB Tur -
PGE Elektrownia PGE Elektrownia
0, 0,
30,62% Begchat - w g 30,62% Begchat - w §
Energo Invest Broker S.A. Tor u insurance brokerage
55. 25,00% PGE El ektrowni 25,00% PGE El ektrowni
Przedsi nbior st manufacture of equipment used for Przedsinbior st Przedsifnbior st
56.| Produkcyjne TOP SERWIS Bogatynia . ) 89,00% Produkcyjne ELTUR- 89,00% Produkcyjne ELTUR-
Sp. zo.0. production of mechanical energy SERWIS Sp. z o0.0. SERWIS Sp. z o0.0.
production and distribution of 84,85% o GE Dystrybucja_ 84,85% o GE Dystrybucja_
57. ENESTA Sp. z 0.0. Stalowa Wola | electric energy, production of gas, PGE El ekir F:)'c PGE El eKkir F:)'C
distribution of fuel gas 2,48% 2,48
Rzesz-w S. Rzesz-w S.
58. NOM Sp. z 0.0 Warszawa telecommunication services 100,00% EXATEL S.A. 100,00% EXATEL S.A.
design and construction of technical
59. Energo-Tel S.A. Warszawa infrastructure of buildings and 51,10% EXATEL S.A. 51,10% EXATEL S.A.
communication centres
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31.12.2009 31.12.2008
60. E-Telbank S.A. Warszawa data transmission and data 100,00% EXATEL SA. 100,00% EXATEL S.A.
communications
] Gor z - \ sale, transmission, distribution and o PGE Elektroc o PGE Elektroc
61. PEC Gorz.-w S Wielkopolski production of heat 100,00% Gorz-w S. A 100,00% Gorz-w S. A
Towarzystwo Gospodarcze manufacture and sale of mineral o o o o
62. BEWA Sp. 2 0.0. Kl eszc water and carbonated soft drinks 100,00% PGE KWB Begch 100,00% PGE KWB Begch
< technical construction works not o < o <
63. RAMB Sp. z o.0. Begcha classified elsewhere 100,00% PGE KWB Bevg Sh 100,00% PGE KWB Begch
" hotels, camping sites and o - o .
64. BESTUR Sp. z 0.0. Begcha restaurantsdmanagement 100,00% PGE KWB Begch 100,00% PGE KWB Begch
Przedsinbio
65| Transportowo Rogowiec road transport, forwarding trade 100,00% PGE KWB Begch 100,00% PGE KWB Begch
BETRANS Sp. z o0.0.
G- rnicz K1 ut operating of stadiums and other
66. < Y Be g c ha| sportfacilities, management of a 100,00% PGEKWB Begdgchat 100,00% PGE KWB Begch
Begchat - w
football sports club of 1st league
67. ELECTRGAn?SJtSChIand Niemcy sale of electric energy 100,00% PGE Electra S.A. 100,00% PGE Electra S.A.
68.| ELECTRA Bohemia s.r.o. Czechy sale of electric energy 100,00% PGE Electra S.A. 100,00% PGE Electra S.A.
renovation, installation, engine,
69. MEGAZEC Sp. z 0.0. Bydgoszcz boiler and turbine repair services, 100,00% PGE ZEC Bydgoszcz S.A. 100,00% PGE ZEC Bydgoszcz S.A.
transportation services
Zakgad Energ
70. Biagystok Prz Bi agy s transportation services 100,00% PGE Dystrybuc 100,00% PGE Dystrybuc

Transportowo-Us § u g o

ETRA Sp. z 0.0.

Sp. zo.o.

Sp. zo.o.
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Zakgad Energ
Bi agystok Prz . o manufacture of machines and o PGE Dystrybucja o PGE Dystrybucja
L Produkcyjno-Handlowe EKTO Biagys electric equipment 100,00% Bi agystok Sj 100,00% Bi agystok S
Sp. zo.0.
services connected with
measurement devices for electric
72, Energetyczne Systemy Biagys dlm_en5|0ns (_|nc|_ud|ng repair, 100,00% P_GE I?ystrybucla 100,00% P_GE I?ystrybucla
Pomiarowe Sp. z 0.0. design, legalization,  verifying, Bi agystok Sj Bi agystok S
rating, production, distribution and
technical advisory services)
Zakgad Energ . .
: ~ preparing of technical . .
73. Biagysto ko Pr Bi agys documentation of network 100,00% PGE I?ystrybucla 100,00% PGE I?ystrybucla
Projektowa installation and energy equipment Biagystok Sj Biagystok S
ENSPRO Sp. z o.0.
Przedsi fnbior st ) R . o PGE Zesp-§ E o PGE Zesp-§ E
74. Cieplnej Sp. z 0.0. Gryfino distribution and transmission of heat 80,00% Dolna Odra S.A. 80,00% Dolna Odra S.A.
Zakgad Usgug Nowe . . 0 PGE Zesp-§ E o PGE Zesp-§ E
75. Dolna Odra Sp. z o.0. Czarnowo medical services 100,00% Dolna Odra S.A. 100,00% Dolna Odra S.A.
76. EPO Sp. z 0.0. Opole wholesale of waste and metal scrap 50,00% PGE Elektrownia Opole S.A. 50,00% PGE Elektrownia Opole S.A.
Przedsifnbio . . . . .
77 WielobranOUd zamogi services and manufa_cture of 70.62% PGE Zamojska Korporacja 70.62% PGE Zamojska Korporacja
equipment for power industry Energetyczna S.A. Energetyczna S.A.
Agtel Sp. z 0.0.
Centrum Szkolenia L . . . .
78. i Rekreacji Krasno organization of confere_nces, 99.50% PGE Zamojska Korporacja 99,50% PGE Zamojska Korporacja
= . trainings and recreation Energetyczna S.A. Energetyczna S.A.
AEnergetyko
< J exploitation and repair services on . .
Zakgad Obs{ . . . o PGE Dystrybucja o PGE Dystrybucja
79. Energetyki Sp. z 0.0. Zgierz security ?rgisnli}gggélon, data 100,00% G . dTeren S.A. 100,00% & . dTEren S.A.
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(ATransl ation of the document originally issued in
Share of Share of
Capital Parent company as at Capital Parent company as at
Entity Head office Scope of activity _G_roup 31 December 2009 _G_roup 31 December 2008
entities as at entities as at
31.12.2009 31.12.2008
management and sale of properties
80. PGE Serwis Sp. z 0.0. Warszawa on own account, construction 100,00% PGE Polska Grupa 100,00% PGE Polska Grupa
. Energetyczna S.A. Energetyczna S.A.
services
81. PGE Systemy S.A. Warszawa IT services 100,00% PGE Polska Grupa 100,00% PGE Polska Grupa
Energetyczna S.A. Energetyczna S.A.
. . . . PGE Polska Grupa
0, - -
82. PGE Inwest S.A. Warszawa financial holding activities 100,00% Energetyczna S.A.
tapes services, manufacture of
83. BESTngI\Z/I(I;OOLSKA Warszawa rubber mixtures and processing of 100,00% PGE KWB Bedgch - -
e lining
. S . PGE Polska Grupa
0, - -
84. PGE Dystrybucja S.A. Warszawa distribution of electric energy 100,00% Energetyczna S.A.
. . . PGE Polska Grupa
0, - -
85 PGE Energia J Warszawa production of electric energy 100,00% Energetyczna S.A.
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During the period ended on 31 December 2009 there were significant changes in the Structure of the
Capital Group under full consolidation

e On 22 May 2009, the company PGE Inwest was established, in which PGE S.A. acquired 1,000
shares of a nominal value of PLN 50.00 each.

e Until 30 June 2009, PGE Energia Odnawialna S.A . purchased Shares of Zes
Wodnych PFoarNb%k.aA. from its employees and as a resu
company increased up to 100%.

e On 1 August 2009, PGE Kopalnia Wigla Brunatnego Begchat - - w
POLSKA Sp. z 0. 0. The share capital of the company amounts to PLN 16,784 thousand.

e During the reporting period, PGE Energia Odnawialna S.A. was acquiring employee shares of
PGE ZEC Bydgoszcz S.A. On 30 September 2009, 98,33% shares of PGE ZEC Bydgoszcz S.A.
were transferred to the parent company as aresultofan agreement fdatio in solu
of acquired shares of ZEC Bydgoszcz S.A. was estimated at PLN 284,549 thousand. Until 31
December 2009, the Company acquired additional 155 employee shares in total, which accounts
for 0,17% of the share capital. As at the balance sheet date PGE Energia Odnawialna S.A. still
held 0,53% of shares PGE ZEC Bydgoszcz S.A.

e As a result of the agreement signed on 18 December 2008, the Management Board of PGE S.A.
decided on 10 November 2009 to buy from the State Treasury 160,000 shares of PGE
Elektrownia Opole S.A. for a total value of PLN 197 790 thousand and 5 280 000 shares if PGE
Kopalnia Wihgla Brunatnego Tur-w S. A. for a total
purchased account for 16% of the share capital of those companies. The payment was made on
12 November 2009.

¢ On 23 November 2009, PGE Dystrybucja S.A. was established, in which PGE S.A. acquired all
shares, i.e. 500 000 shares of a nominal value of PLN 10,00 each. PGE Dystrybucja was
registered in the National Court Register on 27 November 2009. PGE Dystrybucja S.A. was
established as a result of AThe Consolidation Progr
Note 46 of the explanatory notes to the foregoing consolidated financial statements.

e On 24 November 2009, the Company established PGE Inwest Sp. z 0.0. Il S.K.A., acquiring 100%
shares in the share capital, i.e. 100 000 registered A series shares of a nominal value of PLN 1
each. PGE Inwest Sp. z 0.0. is a general partner in the entity. PGE Inwest Sp. z 0.0. brought into
the reserve capital the amount of PLN 10,000.00. As at the balance sheet day the company was
not registered in the National Court Register, as a result the payment for shares was presented in
the balance shet¢terams fii®@bher al oags dfinancial non-cugdntat ed pa
assets. The Company was registered in the National Court Register on 28 January 2010.

e On 7 December 20009, the company PGE Energia JNdrow
S.A. acquired all shares, i.e. 2 500 000 shares of a nominal value of PLN 10.00 each. PGE
Energia JNdrowa S.A. was registered in the National
companybés purpose is to hold manageri al and coordir
area relating to realization of tasks concerning nuclear power engineering.

Additionally on 29 December2009, a new company EJ1 Sp. z 0.0. was established. The share capital

of the Company accounts for PLN 38 million. PGE S.A. acquired 49% shares of this entity and 51% of

shares was acquiredby PGE Ener gi a JNdrowa S. A. On 11 January 20
of PLN 18,620 thousand to cover the purchase of shares. The company was registered in the National

Court Register on 27 January 2010. The eintheifitsty s pur
nuclear power station. Shares acquired by PGE S.A. will be offered to a company, which will be

chosen as a partner to build and exploit the first nuclear power station.
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3. The composition of the Management Board of the Parent Company

As at 1 January 2009, the composition of the Management Board was as follows:
e Mr. Tomasz Zadroga i the President of the Management Board,

¢ Mr. Adam Cichocki i the Vice-President of the Management Board,

e Mr. Henryk Majchrzak i the Vice-President of the Management Board,

e Mr. Piotr Szymanek i the Vice-President of the Management Board,

e Mr. Wojciech Topolnickii the Vice-President of the Management Board,

e Mr.Mar ek T riaheVicEsPkesident of the Management Board.

From 1 January 2009 to 31 December 2009 the following changes in the Management Board took
place:

e On 27 February 2009, Mr. Adam Cichocki was dismissed from the Management Board,
e On 27 February 2009, Mr. Henryk Majchrzak was dismissed from the Management Board.

e On 3 August 2009, Mr. Marek Szostek was appointed to the position of Vice-President of the
Management Board.

As at 31 December 2009 and as at the day of preparation of the foregoing financial statements, the
composition of the Management Board was as follows:

e Mr. Tomasz Zadroga 1 the President of the Management Board,

e Mr. Marek Szostek i the Vice-President of the Management Board,

e Mr. Piotr Szymanek 1 the Vice-President of the Management Board,

e Mr. Wojciech Topolnicki 1 the Vice-President of the Management Board,
e Mr.Mar ek T riahe\VicEsPkesident of the Management Board.
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4. Approval of the consolidated financial statements

The foregoing consolidated financial statements were prepared and signed by the Management Board
of the parent company on 15 March 2010.

5. Going concern

The consolidated financial statements were prepared under the assumption that the Group companies
will continue to operate as a going concern for the foreseeable future. As at the day of the approval of
the consolidated financial statements, there is no evidence indicating that the Group companies will
not be able to continue its business activities as a going concern.

Please refer to the Note 46 of the explanatory notes to the consolidated financial statements for details
on legal conversions within the PGE Group under the A C o nidatoh Programme. 0

6. Presentation currency

The presentation currency of the consolidated financial statements is the Polish zloty ( APL N0 ) . Al | t
amounts are stated in PLN thousand, unless stated otherwise.

7. Statement of compliance with International Financial Reporting
Standards

The foregoing consolidated financial statements were prepared in accordance with the International
Financial Reporting Standa r d s ( faid FFRS @pproved by the European Union ( i E.LAS at the
day of the approval of the foregoing consolidated financial statements for publication, with regards to
the ongoing implementation of IFRS in EU and the business activities of the Group, there are no
differences between Applied Accounting Principles (Policy) of the Group and IFRS which are effective
and those adopted by EU.

IFRS comprise standards and interpretations approved by International Accounting Standards Board
(IASB) and International Financial Reporting Interpretation Committee (IFRIC).

8. The basis for the preparation of the consolidated financial statements

The bookkeeping in the PGE Capital Group entities is maintained in accordance with the accounting
policies (rules) specified in the AcAcocuonutnitnign gAcAc tdat
related bylaws, and other app| i cabl e regul ations ( A PoéxcepthfromAccount |
subsidiaries of PGE Electra S.A. seated in Germany and Czech Republic which run their books in

compliance with German and Czech reporting regulations. The consolidated financial statements

comprise adjustments which were not included in the books of Group entities. The purpose of these

adjustments was to make the financial statements of these entities compliant with IFRS approved by

the EU.

With regards to financial reporting obligations resulting from the planned public offering of the parent
company PGE Polska Grupa Energetyczna S.A., the Management Board decided to implement the
International Financial Reporting Standards (IFRS) as adopted by the European Union (EU). The first
consolidated financial statement of the PGE Capital Group comprising a statement of unconditional
compliance with IFRS were the consolidated financial statements prepared for the year ended 31
December 2007.

21



o
PGE Polska Grupa Energetyczna S.A. PGE

Consolidated financial statements for the year ended 31 December 2009 prepared in accordance
with IFRS (all amounts in PLN thousand)

(ATransl ation of the document originally

9. Significant values based on estimates and professional judgment

In the process of applying accounting rules with regards to the below issues, the most significant,
apart from estimates, was the professional judgment of the management, which influenced the values
presented in the consolidated financial statements and in the supplementary information and
explanations. The estimates were based on the best knowledge of the Management Boards relating to
current and future operations and events in particular accounting areas. Detailed information on the
applied estimates was presented below or in relevant explanatory notes to the consolidated financial
statements.

Depreciation period of non-current assets

Depreciation rates and impairment loss are calculated on the basis of the estimated economic useful
life of an item of property, plant and equipment and intangible assets as well as estimates of its
residual value. Capitalized costs of major inspections and overhauls are depreciated throughout the
period until the beginning of the next planned overhaul/ inspection. Estimated economic useful life of
assets is subject to verification at least once a year.

Recoverable amount of property, plant and equipment

The electric energy market, which is the basic field of business activities of PGE Group entities, is in
the process of significant transformations. These changes can have a significant influence on the
recoverable amount of production property, plant and equipment of particular PGE Group entities. If
exist indications specified in IAS 36 Impairment of Assets, the Group estimates the recoverable
amount of an item of property, plant and equipment owned.

The Groupods i mpair ment anal ysi s of cash gene
assumptions, some of which are outside the control of the Group. Any significant change in these
assumptions will impact the result of future impairment tests and as a consequence may lead to
significant changes to the financial position and results of the PGE Group.

Valuation of provisions for social benefits

Provisions for social benefits (provision for retirement and pension awards, energy tariff, additional

all owances on the Social Fund (AZFS$S0) for t he

benefits and coal allowances) were estimated on the basis of actuarial methods.

Post-mining land recultivation provisions

On the basis of Geological and Mining Law, lignite mines, which are the part of the Group, are obliged
to perform land recultivation after the land exploitation is finished. The proper provision is created as a
proportion of lignite excavated to the planned total lignite excavation from the layer in the expected
excavation period. Estimates of expected recultivation costs are updated every 5 years at least. The
value of the provision is verified each year according to the actual assumptions regarding inflation
rate, discount rate and excavation volume. The discount rate applied to calculate the current value of
recultivation costs is at the same level as for social benefits provisions.

Provision for a shortage of carbon dioxide emission rights

Provisions related to liabilities resulting from shortage of CO2 emission rights is created in the period
in which the Group entities notice, that emission rights granted within the National Plan of Emission
Rights are not sufficient to cover statutory obligations related to their redemption. The entities settle
emission rights throughout the whole settlement period and create the provision at the end of the
given reporting period.

Other provisions and contingent liabilities

Regarding regulations of IAS 37 on recognition and measurement of provisions and contingent
liabilities, the Group estimates the probability of occurrence of potential liabilities. If the occurrence of
unfavorable future event is probable, the Group recognizes a provision in the appropriate amount. If
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the occurrence of unfavorable future event is estimated by the Group as not probable but possible, the
contingent liability is recognized.

Deferred tax assets

The deferred tax assets are valued on the basis of tax rates that are expected to be applied at the
moment of realization of the asset, based on tax regulations in force as at the balance sheet date. The
deferred tax asset is recognized to the extent that it is probable that taxable profit will be available
against which the asset can be realized. Deterioration of taxable results in the future would make the

above assumption unjustified.

Recognition of financial instruments

Regarding regulations of IAS 39 on classification of non-derivative financial instruments with settled
payment dates or expected maturity they are classified as held-to-maturity assets. Under such
judgment, the intention and possibility of holding these assets to maturity are evaluated.

Revenues from sale of electric energy estimates

Reading numbers from meters regarding the volume of electric energy sold in retail as well as its
invoicing is performed mainly in periods different than reporting periods. Taking into account the
above, regional energy companies within the Group perform certain revenues estimates at each
balance sheet date for the period not covered with a reading.

Compensations resulting from termination of long-term agreements for the sales of electric
power and energy (LTC)

Producers of electric energy, who joined the program of early termination of long-term agreements for
the sales of electric power and energy, are entitled to receive compensations to cover stranded costs.
The compensations are paid in the form of annual advances as four quarterly installments which are
adjusted on yearly basis. At the end of the adjustment period, the final amount of stranded costs will
be determined. Due to the above, the producers of electric energy of PGE Group estimate and
recognize the revenue from LTC compensations in the amount in which it will be finally approved for
the given period, i.e. after final and annual adjustments expected as at the date of the preparation of
the consolidated financial statements. For more details on estimation of the above mentioned
revenues please refer to note 46.1 of the foregoing consolidated financial statements.

The Gr oup6s ofecentpensaboh ielateddo early termination of long-term agreements for the
sales of electric power and energy and recognition of related revenues and receivables prepared by

the Group were based onthe Gr oupdés i nterpretation of regul ations
rules of covering producer d&s c o-etmsagreemdnts forehd satemof e ar | y

electric power and energy (Official Journal, No. 130, item 905, year 2007) (" the LTC Act") and on a
number of significant assumptions, some of which are outside the control of the Group.

An unfavorable outcome for the PGE Capital Group of the dispute, described in the Note 46.1, with the
President of the Energy Regulation Office with respect to the interpretation of the LTC Act and
changes in assumptions used, including those resulting from planned legal mergers within the PGE
Group, may impact the estimates and as a consequence may lead to significant changes to the
financial position and results of the PGE Capital Group. The final outcome of the dispute with the
President of the Energy Regulation Office cannot be determined as at the date of preparation of the
foregoing financial statements.

Revaluation write offs on receivables

As at the balance sheet date the PGE Group entities assess whether there is an objective proof for
impairment of receivables or a group of receivables. If the recoverable amount of assets is lower than
its carrying amount, the entity creates a write off to the amount of the present value of planned cash
flows.
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10. Change of estimates

In the period covered by the consolidated financial statements, the following significant changes to
estimates influencing the numbers presented in the consolidated financial statements took place:

¢ Change of adopted actuarial assumptions. The influence of change in estimates on the value of
provisions and statement of comprehensive income is presented in detail in Note 31 and Note 36
of the foregoing consolidated financial statements.

e During the reporting period, the Group changed the method of calculation of provisions to cover
shortages of greenhouse gases6emission rights. The change related to taking into account in
estimation of expenses essential to fulfill the obligation as at balance sheet date, the possibility to
cover part of the shortage with CER (Certified Emission Reductions). The change of estimations
did not have a significant influence on the amounts presented in the foregoing consolidated
financial statements.

e Provisions are liabilities of uncertain timing or amount. During the reporting period, the Group
changed estimations regarding the basis and amounts of some provisions. Changes of
estimations are presented in Note 36 of the foregoing consolidated statements.

e During the reporting period the Group updated the estimates related to revenues of means to
cover stranded costs. The update concerned mainly the recognition of actual performance for the
period ended 31 December 2008. The information on compensations related to termination of
long-term agreements on sale of electric power and energy is presented in detail in Note 46 of the
foregoing consolidated financial statements.

e During the reporting period, the Group updated estimations on the recoverable amount of some
items of property, plant and equipment. The influence of the change of estimations is presented in
Note 22 of the foregoing consolidated financial statements.

e During the reporting period, the Company changed estimations relating to a buy-out period of
Autostrada Wielkopolska S.A. bonds. According to the Company, in relation to the assumed

bondbés interests conditions after 30 November 2018,
will be bought out by the issuer in the earliest possible period. As a result, the Company changed
the calculation of an effective interest rat e, whi c

(lower) effective interest rate resulted in a decrease of the carrying value of the securities held. If
the Company had adopted current assumptions to measure bonds held in prior periods, the value
of bonds as at 31 December 2008 would have been lower by ca. PLN 50 million.
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11. New standards and interpretations published, not yet effective

The following standards, changes in already effective standards and interpretations are approved by
the European Union but are not effective as at 1 January 2009:

e IFRIC 12 Service Concession Arrangements i effective for the periods starting 1 April 2009;

e Changes to IFRS 5 Non-current Assets Held for Sale i effective for the periods starting 1 July
2009;

e Revised IFRS 3 Business combinations i effective for the periods starting 1 July 2009;

e Revised IAS 27 Consolidated and Separate Financial Statements i effective for the periods
starting 1 July 2009;

e Changes to IAS 39 Financial instruments: Recognition and Measurement i effective for the
periods starting 1 July 2009,

e |FRIC 16 Hedges on Net Investment in a Foreign Operation 1 effective for the periods starting
1 July 20009;

e |FRIC 17 Distribution of Non-cash Assets to Owners i effective for the periods starting
1 November 2009;

e |IFRIC 18 Transfers of Assets from Customers i effective for the periods starting
1 November 2009;

e |FRIC 15 Agreements for the Construction of Real Estate i effective for the periods starting
1 January 2010;

e Changes to IFRS 1 First-time Adoption of International Financial Reporting Standards
- effective for the periods starting after 1 January 2010;

e Changes to IAS 32 Financial Instruments: Presentation i effective for the periods starting 1
February 2010.

The following standards, changes in already effective standards and interpretations were not approved
by the European Union and are not effective as at 1 January 2009:

e Changes to International Financial Reporting Standards 2009 (15 changes to 12 standards) -
effective for the periods starting 1 July 2009 or 1 January 2010;

e Changes to IFRS 1 Additional Exemptions for First-Time Adopters - effective for the periods
starting 1 January 2010;

e Changes to IFRS 2 Share-based payments i Group Cash-settled Share-based Payment
Transactions i effective for the periods starting 1 January 2010;

e Changes to IFRS 1 Limited Exemption from Comparative IFRS 7 Disclosures for First-time
Adopters i effective for the periods starting 1 July 2010;

e |FRIC 19 Extinguishing Financial Liabilities with Equity i effective for the periods starting 1 July
2010;

¢ Revised IAS 24 Related Party Disclosures i effective for the periods starting 1 January 2011;

e Changes to IFRIC 14 The Limit on Defined Benefit Asset, Minimum Funding Requirements and
their Interaction 1 effective for the periods starting 1 January 2011;

¢ IFRS 9 Financial instrumentsi effective for the periods starting 1 January 2013.
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The influence of new regulations on future consolidated financial statements of the Capital
Group

The purpose of the implementing IFRIC 18 Transfers of Assets from Customers was to unify the
applied accounting practice in the situation of receiving from customers non-current assets or cash
and cash equivalents for construction of non-current assets. The new interpretation would have a
significant meaning for distribution companies of the PGE Group in relation to the recognition of so-
called connection payments or network terminals. According to accounting principles (policies) applied
by the Group, the above matter is recognized analogically to the recognition of government donations
in compliance with IAS 20, i.e. the value of the assets received is reflected as deferred income and
then recognized in profit and loss statement over time in line with the estimated economic useful life of
an item of a property, plant and equipment. Based on current analysis performed, the Group assumes
that as of and after 1 January 2010, the connection payments will be recognized directly in revenues.
The Group estimates that if IFRIC 18 had been applied in 2009, the Gr o u p006%revenues would
have been higher by the amount of ca. PLN 90 million.

The parent company is a subsidiary of the State Treasury, and according to IAS 24 Related Party
Disclosures, it present the value of transactions with other subsidiaries of the State Treasury in the
consolidated financial statements. Revised IAS 24 allows in particular (under the conditions specified)
a significant limitation of recognizing other subsidiaries of the State Treasury as related parties. If the
Group fulfills the conditions specified in revised IAS 24, the informationon di scl osed
transactions will be significantly reduced.

The new IFRS 9 introduces fundamental changes to classifying, presenting and measuring of financial
instruments. These changes will possibly have material influence on future consolidated financial
statements of the Group. At the date of preparation of the foregoing consolidated financial statements,
some parts of IFRS 9 are not yet approved and as a result and their impact on the future consolidated
financial statements of the PGE Group is not yet determined.

Revised IAS 17 Leasing (not yet approved by EU) changes, among others, provisions related to the
lease of land. At the date of preparation of the foregoing consolidated financial statements, it is not
possible to reliably determine the impact of the revised IAS 27 on the future consolidated financial
statements of the PGE Group.

According to the assessment of the Management Board, the implementation of new standards and
interpretations, except from matters mentioned above, would not have a significant influence on the
accounting principles (policies) applied by the Group.
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12. Accounting principles applied
The most significant accounting principles applied are presented below.

12.1. Principles of consolidation

The consolidated financial statements comprise the financial statements of PGE Polska Grupa
Energetyczna S.A. and financial data of its subsidiaries. Financial statements of subsidiaries are
prepared for the same reporting period as the
principles, based on unified accounting principles related to classes of transactions and events of
similar characteristics

All  significant Intra-Group balances and transactions, including unrealized gains from
Intra-Group transactions, were fully eliminated. Unrealized losses are eliminated, unless they
prove the impairment of assets.

The consolidation of subsidiaries begins on the day of taking over the control and is finished when the
control ceases. Control is normally evidenced when the Group holds directly or indirectly more than
50% of the voting rights in a company or it is possible to prove that a certain number of voting rights
constitutes control. Control is also evidenced when the Group is able to govern the financial and
operating policies of a company so as to benefit from the results of its activity.

All entities, which entered the PGE Capital Group as a result of reorganization in 2007, as described in
detail in note 28, were under common control of the State Treasure both before and after the
reorganization. IFRS 3 Business Combinations does not apply to entities or businesses under
common control both before and after business combinations. A business combination involving
entities or businesses under common control is a business combination in which all of the combining
entities or businesses are ultimately controlled by the same party or parties both before and after the
business combination, and that control is not transitory. In such cases, the Group should apply IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors, paragraph 10-12, and choose a
relevant accounting policy. In making the above judgment, the management may also consider the
most recent pronouncements of other standard-setting bodies that use a similar conceptual framework
as IASB

With regards to the fact that both standards and IASB conceptual framework do not contain either
requirements or insights on business combinations under common control, PGE Polska Grupa
Energetyczna chooses an accounting principle according to which such transactions are settled under
the pooling of interest method. The pooling of interest method is a method of accounting in which
financial information of associates, including the aggregated amounts of assets, liabilities, revenues
and expenses are summarized after initial implementation of a unified method of measurement and
relevant eliminations. Share capitals of entities are eliminated if their shares were contributed to PGE
Polska Grupa Energetyczna S.A. Specified positions in equity are adjusted with a difference between
the aggregated amounts of assets and liabilities. All Intra-Group balances and transactions, including
unrealized gains from Intra-Group transactions, are fully eliminated. Unrealized losses are eliminated,
unless they prove to be impaired. The consolidated financial statements of the Group, which include
entities under common control, prepared for the reporting year in which the business combination took
place, comprise comparative financial data for the previous reporting year measured as if the business
combination took place at the beginning of the previous financial year
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12.2. Investments in associates

Investments in associates are recognized using the equity method. An associate is an entity over
which the Parent Company directly, or through dependent entities, has a significant influence and that
associate is neither a subsidiary nor an interest in a joint venture. Financial statements of associates
are the basis for measurement of parent-owned shares using the equity method. The associates and
the parent company have the same financial year.

Upon initial recognition, investments in associates are designated at cost, and the carrying amount is

increased or decreased to recognize the invest
date of acquisition less impairment lossesifappl i cabl e. The investoros
investee is recognized in the investords profi

associates, are recognized in the share owned by the parent company and disclosed in statement of
changes in equity if such disclosure is justified.

12.3. Investment in jointly controlled entities

Investments in jointly controlled entities where the Group exercises joint control are accounted for
using the equity method. Before measuring the share in net assets, adjustments are made by such
entities in order to comply with IFRS applied in the Group.

Assessment of the value of investments in jointly controlled entities is performed when there are
indications that the asset has been impaired or the impairment losses recognized in prior years are no
longer required.

12.4. Methods applied to translation of data denominated in foreign currencies

Transactions denominated in currencies other than Polish zloty were translated into Polish zlotys at
the rate on the transaction date. As at the balance sheet date:

e Monetary items were translated at the closing rate on the balance sheet date (the closing rate is
the average exchange rate established by the National Bank of Poland for this day),

e Non-monetary items were valued at historical cost in foreign currency at an exchange rate on the
day of the first transaction (exchange rate of the bank of the company), and

¢ Non-monetary items measured at fair value in foreign currency are translated at an exchange rate
on the day of fair value measurement.

Foreign exchange differences resulting from translation are recognized in the profit or loss or, in cases
specified in the accounting principles (policies) applied, recorded in the value of assets.

Foreign exchange differences resulting from translation of non-financial positions, such as equity
instruments measured at fair value through the profit or loss, are recognized as a change in fair value.

Foreign exchange differences resulting from translation of non-monetary positions, such as equity
instruments classified as financial assets available for sale, are recognized in revaluation reserve.

Foreign exchange differences resulting from translation of assets and liabilities of foreign entities are
recognized in equity.

The following exchange rates were used for the valuation of monetary items denominated in foreign
currencies at the respective period end:

31 December 2009 31 December 2008
USD 2,8503 2,9618
EURO 4,1082 41724
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12.5. Property, plant and equipment
Property, plant and equipment are assets:

e held for use in the production or supply of goods or services, for rental to others,
or for administrative purposes;

e expected to be used for more than one year;
o for which it is probable that future economic benefits associated with them will flow to the entity;
e the cost of which can be measured reliably.

Significant items of property, plant and equipment used before the date of transition to IFRS, i.e. 1
January 2006, were measured at fair value as at this day (deemed cost). Differences between fair
value and carrying amount were recognized in retained earnings. Property, plant and equipment as
well as fixed assets under construction after the date of transition to IFRS are measured at cost of
acquisition or cost of manufacturing.

After recognition as an asset, an item of property, plant and equipment shall be measured at its net
value, i.e. initial value (or at deemed cost for items of property, plant and equipment used before the
transition to IFRS) less any accumulated depreciation and any impairment losses. Initial value
comprises of purchase price including all costs directly attributable to the purchase and making
capable of operating. The cost of an item of property, plant and equipment comprises an estimate of
the costs of dismantling and removing the item and restoring the site on which it is located, the
obligation for which an entity incurs either when the item is acquired or as a consequence of having
used the item during a particular period for purposes other than to produce inventories during that
period. Capitalization of costs ends when the item is brought to the location and conditions necessary
for it to be capable of operating in the manner intended by the management.

As at the day of acquiring of the item of property, plant and equipment or as at the day of transition to
IFRS, in case of existing items of property, plant and equipment, all significant elements being part of
an item of property, plant and equipment with various economic useful lives (components) are
identified and separated. Components of property, plants and equipment also include costs of major
inspection and overhaul if they are significant and costs of recurring replacement of major
components.

Major special spare parts and stand-by equipment of significant value qualify as property, plant and
equipment when an entity expects to use them during more than one year. Other spare parts and
servicing equipment are usually carried as inventories and recognized in the profit or loss as
consumed, except for costs of replacement of parts during an overhaul of an item of property, plant

and equipment. The assessment of significant value is subject to verification at least once a year.

The depreciable amount is the cost of an asset less its residual value. Depreciation commences when
the asset is capable of operating. Depreciation is performed on the basis of a depreciation plan
reflecting the future useful life of the asset. The depreciation method used shall reflect the pattern in
whi ch t he as s enichhenefits are expeeteddod® aorisumed by the entity.

Major inspection and overhauls recognized as a component of property, plant and equipment are
depreciated starting the next day after finishing the inspection/overhaul until the beginning of the next
overhaul/inspection.

Major spare parts and stand-by equipment of significant value qualified as property, plant
and equipment are depreciated during the remaining economic useful life of the related item (i.e. from
the purchase date of the component till the end of the usage of the property, plant and equipment).
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The following useful lives are adopted for property, plant and equipment:

Average depreciation Applied depreciation
Group period in years periods in years
Buildings and construction 17 207 40
Machinery and equipment 11 51 15
Vehicles 6 517
Other 4 37 10

Depreciation method, depreciation rate and residual value of property, plant and equipment are
verified at least each financial year-end. Changes identified during verification shall be accounted for
as a change in an accounting estimate and possible adjustments to depreciation amounts shall be
recognized in the year in which the verification took place and in the following periods.

If there have been events or changes which indicate that the carrying amount of property, plant and
equipment may not be recoverable, the assets are analyzed for potential impairment. If there are
indications of impairment, and the carrying amount exceeds the estimated recoverable amount, the
value of those assets or cash-generating units is decreased to the recoverable amount by an
appropriate impairment loss.

The carrying amount of an item of property, plant and equipment can be derecognized on disposal or
when no future economic benefits are expected from its use or disposal. The gain or loss arising from
the derecognizing of an item of property, plant and equipment (determined as the difference between
the net disposal revenues, if any, and the carrying amount of the item) shall be included in the profit or
loss when the item is derecognized.

Investments relating to fixed assets under construction or assembly are recognized at cost of
acquisition or cost of manufacturing less impairment losses. Property, plant and equipment under
construction is not depreciated until the construction is finished and the items are available for use.

The cost of making lignite layers available for exploitation

As at the date of transition to | FRS,wt3heA.t ewerrnfiacrame c
revaluation of initial excavation dig into the lignite layerinBe g c hat - w, previously perfo
reviewers as at 1 January 1995, by adjusting it with a construction and assembly production prices

i ndex. I n case 03A, HEDb aHiféEnt geologicalksituation and very shallow layers

of lignite, the costs of making the layers available for excavation were insignificant and therefore were

not subject to valuation.

The cost of making lignite layers available for exploitation is depreciated with the use of the depletion
method calculated as the ratio of lignite excavated in the year to the total volume of lignite to be
excavated from the layer in the time of mine exploitation. The costs of making the layers available for

excavation are recognized as the costs of the current period.
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12.6. Investment property

The Capital Group recognizes property as investment property when it is held to earn rentals, for
capital appreciation, or both, instead of being for:

e use in the production or supply of goods or services or for administrative purposes; or
e sale in the ordinary course of business.

Some properties comprise a portion that is held to earn rentals or for capital appreciation and another
portion that is held for use in the production or supply of goods or services or for administrative
purposes. If these portions can be sold separately (or leased out separately under a finance lease), an
entity accounted for the portions separately. If the portions could not be sold separately, the property
is investment property only if an insignificant portion is held for use in the production or supply of
goods or services or for administrative purposes.

An investment property is measured initially at its cost (cost of acquisition or cost of manufacturing).
The cost of a purchased investment property comprises its purchase price and any directly attributable
expenditure. The directly attributable expenditure includes, for example, professional fees for legal
services, property transfer taxes and other transaction costs. The cost of a self-constructed investment
property is its cost at the date when the construction or development is complete, until then it is
recognized as construction in progress.

An investment property is recognized at acquisition price or cost of manufacturing including
transaction costs. After recognition as an asset, an item of investment property shall be carried at its
cost less any accumulated depreciation and any accumulated impairment losses.

An investment property shall be derecognized (eliminated from the statement of financial position) on
disposal or when the investment property is permanently withdrawn from use and no future economic
benefits are expected from its disposal. Gains or losses arising from the retirement or disposal of
investment property shall be determined as the difference between the net disposal revenues and the
carrying amount of the asset and shall be recognized in the profit or loss in the period of the retirement
or disposal.

Transfers to investment property shall be made when, and only when, there is a change in use,
evidenced by end-of-owner-occupation, commencement of an operating lease or end of construction
or development of an investment property.

Transfers between investment property, owner-occupied property and inventories do not change the
carrying amount of the property transferred and they do not change the cost of that property for
measurement or disclosure purposes.

12.7. Intangible assets

An intangible asset is an identifiable non-monetary asset without physical substance, such as:

A assets acquired by the entity and recognized in non-current assets, with an economic useful life
exceeding one year intended to be used by the company, in particular:

- copyrights, concessions, licenses (including computer software),
- patents, trademarks, utility and decorative designs, computer software,

- know-how, i.e. equivalent value of information related to knowledge on industry, trade,
science or organization,

A development costs,
A goodwill excluding internally generated goodwill.

An intangible asset is measured initially at cost (cost of acquisition or cost of manufacturing). The cost
of a separately acquired intangible asset comprises:

A purchase price and attributable costs, such as import duties and non-refundable purchase taxes,
after deducting trade discounts and rebates, and,
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A any directly attributable cost of preparing the asset for its intended use: costs of employee
benefits, professional fees and costs of testing whether the asset is functioning properly.

After initial recognition, an intangible asset shall be carried at its cost less any accumulated
amortization and any accumulated impairment losses.

The cost of an internally generated intangible asset, except for development costs, are not capitalized
and are recorded in the profit or loss for the period when the related cost was incurred.

The Group assesses whether the useful life of intangible assets is definite or indefinite. If the useful life
is definite, the Group estimates the length of useful period, the volume of production or other
measures as the basis to define the useful life. An intangible asset shall be regarded by the entity as
having an indefinite useful life when, based on an analysis of all of the relevant factors, there is no
foreseeable limit to the period over which the asset is expected to generate net cash inflows for the
entity.

The amortizable amount of an intangible asset with a definite useful life is determined after deducting
its residual value. The Group adopted a rule according to which the residual value of an intangible
asset with a definite useful life shall be assumed to be zero unless:

A there is a commitment by a third party to purchase the asset at the end of its useful
life T the residual value is based on the amount recoverable from disposal; or

A there is an active market for the asset and residual value can be determined by reference to that
market and it is probable that such a marketwillexi st at the end of the

The amortizable amount of an intangible asset with a definite useful life shall be allocated on a
systematic basis over its useful life. Amortization shall begin when the asset is available for use.

Intangible assets with a definite useful life shall be amortized over their useful life and analyzed for
potential impairment, if there are indications of impairment. The amortization period and method are
reviewed at least each financial year-end. If the expected useful life of the asset is different from
previous estimates, the amortization period shall be changed accordingly. If there has been a change
in the expected pattern of consumption of the future economic benefits embodied in the asset, the
amortization method shall be changed to reflect the changed pattern.

Intangible assets with an indefinite useful life and those not being used are subject to impairment
testing each year.

The following useful lives are adopted for intangible assets:

i ssued in

assetod

Average depreciation period Applied depreciation periods

Group in years in years
Acquired patents and licenses 3 3-5
Costs of finished developed works 1 3-5
Other 2 3-5
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12.8. Research and development costs

All intangible assets internally generated by the Group are not recognized as assets, but rather as
expenses, and in the period when the related costs are incurred, except for development costs. An
intangible asset arising from development shall be recognized if, and only if, an entity can demonstrate
all of the following:

the technical feasibility of completing the intangible asset so that it will be available for use or sale,
its intention to complete the intangible asset and use or sell it,

its ability to use or sell the intangible asset,

how the intangible asset will generate probable future economic benefits,

the availability of adequate technical, financial and other resources to complete the development
and to use or sell the intangible asset, and

its ability to reliably measure the expenditure attributable to the intangible asset during its
development.

Development works include:

the design, construction and testing of pre-production or pre-use prototypes and models,
the design of tools, jigs, moulds and dies involving new technology,

the design, construction and operation of a pilot plant that is not of a scale economically feasible
for commercial production, and

the design, construction and testing of a chosen alternative for new or improved materials,
devices, products, processes, systems or services.

The cost of development works is the sum of expenditures incurred from the date when the intangible
asset first meets the above mentioned recognition criteria. The cost of an internally generated
intangible asset comprises all directly attributable costs necessary to create, produce, and prepare the
asset to be capable of operating in the manner intended by management. Examples of directly
attributable costs are:

costs of materials and services used or consumed in generating the intangible asset,
costs of employee benefits arising from the generation of the intangible asset,
fees to register a legal right, and

amortization of patents and licenses that are used to generate the intangible asset.
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12.9. Borrowings costs

Borrowing costs, including relevant foreign exchange differences, that are directly attributable to the
acquisition, construction or production of a qualifying asset shall be eligible for capitalization relevant
to items of property, plant and equipment and intangible assets, in accordance with IAS 23. In case of
exchange differences arising from foreign currency borrowings, they are capitalized to the extent that
they are regarded as an adjustment to interest costs.

12.10. Financial assets

Financial assets are classified in the following categories:

e Held-to-maturity investments (HTM),

e Financial assets at fair value through the profit or loss (FVP),

e Loans and receivables,

e Available-for-sale financial assets (AFS).

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments
and fixed maturity that the Group has the positive intention and ability to hold to maturity. Held-to-
maturity investments shall be measured at amortized cost using the effective interest method. If the
maturity exceeds 12 months, the financial assets held to maturity are classified as long-term assets.

Financial assets at fair value through profit or loss

A financial asset at fair value through profit or loss is a financial asset that meets either of the following
conditions:

e ltis classified as held for trading. A financial asset is classified as held for trading if it is:
- acquired or incurred principally for the purpose of selling in the near term;

- part of a portfolio of identified financial instruments that are managed together and for which
there is evidence of a recent actual pattern of short-term profit-taking; or

- aderivative, except for a derivative that is a designated and effective hedging instrument.

e Upon initial recognition it is designated by the entity as at fair value through profit or loss (in
accordance with 1AS 39). Any financial asset within the scope of this standard may be designated
when initially recognized as a financial asset at fair value through profit or loss except for
investments in equity instruments that do not have a quoted market price in an active market, and
whose fair value cannot be reliably measured.

These assets are measured at fair value considering the market value as at the balance sheet date.
The change in fair value of those assets is recognized in financial income or expense in the statement
of comprehensive income.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. They are classified as current assets, if their maturity does not
exceed 12 months from the balance sheet date. Loans and receivables with maturity exceeding 12
months are classified as non-current assets. If the time value of money changes significantly over the
period, the assets are measured at a discounted value. Loans and receivables are recognized at
amortized cost.

Available-for-sale financial assets

All other assets account for available-for-sale financial assets. Financial assets available for sale are
recognized at fair value as at each balance sheet date. Fair value of an instrument which does not
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have a quoted market price is estimated with regards to another instrument of similar characteristics or
based on future cash flows relevant to an investment asset (measurement at discounted cash flow
method).

Positive and negative differences between fair value of available-for-sale financial assets (if their price
is determinable on a regulated active market or if the fair value may be estimated by some other
reliable method) and acquisition price, net of deferred tax, of financial assets available for sale are
reflected in other comprehensive income, except for:

e impairment losses,
o foreign exchange differences gains and losses relevant to financial assets,
e interest calculated based on the effective interest rate method.

Dividends from equity instrument in AFS portfolio shall be recognized in profit or loss on the date that
the Groupds right to receive payment is established.

When a decline in the fair value of an available-for-sale financial asset has been recognized in other
comprehensive income and there is objective evidence that the asset is impaired, the cumulative loss
that had been recognized in other comprehensive income shall be transferred to profit or loss even
though the financial asset has not been derecognized. The amount of the cumulative loss that is
removed from revaluation reserve and recognized in profit or loss shall be the difference between the
acquisition cost (net of any principal repayment and amortization) and current fair value, less any
impairment loss on that financial asset previously recognized in profit or loss. Impairment losses
recognized in profit or loss for an investment in an equity instrument classified as available for sale
shall not be reversed through profit or loss. If, in a subsequent period, the fair value of a debt
instrument classified as available for sale increases and the increase can be objectively related to an
event occurring after the impairment loss was recognized in profit or loss, the impairment loss shall be
reversed, with the amount of the reversal recognized in profit or loss.

12.11. Impairment of non-financial non-current assets

The Group assesses at each balance sheet date whether there is any indication that an asset may be
impaired. If any such indication exists, or if there is a need to perform an annual impairment testing,
the Group estimates the recoverable amount of the asset or cash-generating unit.

Recoverabl e amount is defined agenehathhgheni bds ahaiar
costs to sell and its value in use. Recoverable amount is determined for an individual asset, unless the

asset does not generate cash inflows that are largely independent of those from other assets or

groups of assets. If the carrying value is higher than the recoverable value, an impairment loss is

made. When estimating the value in use of an asset, future cash flows are discounted to the current

value using a discount rate before tax, which represents current market estimation of time and risk

relevant to an asset. Impairment loss relevant to assets used in continuing operations are reflected in

costs relating to functions of an impaired asset.

The Group assesses at the end of each reporting period whether there is any indication that

an impairment loss recognized in prior periods for an asset may no longer exist or may have

decreased. If any such indication exists, the Group estimates the recoverable amount of that asset. An

impairment loss recognized in prior periods for an asset other than goodwill shall be reversed if, and

only if, there has been a change in the estimates wus
since the last impairment loss was recognized. If this is the case, the carrying amount of the asset

shall be increased to its recoverable amount. That increase is a reversal of an impairment loss. The

increased carrying amount of an asset other than goodwill attributable to a reversal of an impairment

loss shall not exceed the carrying amount that would have been determined (net of amortization or

depreciation) had no impairment loss been recognized for the asset in prior years. A reversal of an

impairment loss for an asset other than goodwill shall be recognized immediately in the profit or loss.

After a reversal of an impairment loss is recognized, the depreciation (amortization) charge for the

asset shall be adjusted in future periods to alloca
residual value (if any), on a systematic basis over its remaining useful life.
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12.12. Embedded derivatives

An embedded derivative is a component of a hybrid (combined) instrument that also includes a non-
derivative host contract - with the effect that some of the cash flows of the combined instrument vary in
a way similar to a stand-alone derivative.

The Group verifies concluded and binding agreements in order to identify embedded derivatives.

An embedded derivative shall be separated from the host contract and accounted for as a derivative if,
and only if;

e the economic characteristics and risks of the embedded derivative are not closely related to the
economic characteristics and risks of the host contract;

e a separate instrument with the same terms as the embedded derivative would meet the definition
of a derivative; and

e the hybrid (combined) instrument is not measured at fair value with changes in fair value
recognized in profit or loss.

Embedded derivatives are recognized in a similar way as stand-alone derivatives which are not
classified as hedging instruments.

According to IAS 39, the rule that economic characteristics and risk of an embedded derivative
denominated in foreign currency are closely related to economic characteristics and risk of a host
contract also includes the situation when the currency of the host contract is a custom currency for the
trading contracts of non-financial positions on this derivative market.

A fisbhaopded embedded derivative is reflected i
and changes in fair value are recognized in profit or loss.

The Group assesses at initial recognition whether the embedded derivative is to be a stand-alone
instrument.
12.13. Derivatives and hedging instruments

The Group uses derivatives in order to hedge against the risk relevant to changes in interest rates and
foreign exchange differences. The most frequently used derivatives are forward contracts and interest
rate swaps. Such derivatives are designated at fair value. Depending on whether the value of a
derivative or a hedge instrument is positive or negative, it can be recognized as a financial asset or
financial liability respectively.

The gain or loss from change of values of the hedging instrument at fair value (for a derivative hedging
instrument not qualifying for hedge accounting) shall be recognized directly in profit or loss.

The fair value of currency forward contracts is estimated with reference to current forward rates for
contracts of similar maturity. Fair value of interest rate swaps is estimated with reference to the market
value of similar financial instruments.

Hedge accounting recognizes three types of hedging relationships:
A fair value hedge: a hedge of the exposure to changes in fair value of a recognized asset or liability,

A cash flow hedge: a hedge of the exposure to variability in cash flows that is attributable to a
particular risk associated with a recognized asset, liability or forecast transaction, or

A hedge of a net investment in a foreign operation.
A hedge of a foreign currency risk of a firm commitment is accounted for as a cash flow hedge.

At the inception of the hedge the Group is formally designating and documenting the hedging
relationship and the entityds risk management
documentation includes identification of the hedging instrument, the hedged item or transaction, the
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nature of the risk being hedged and how the Group wi

in offsetting the exposure to changes i n t hethe
hedged risk. The hedge is expected to be highly effective in achieving offsetting changes in fair value
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or cash flows attributable to the hedged risk, consistently with the originally documented risk
management strategy for that particular hedging relationship. The hedge is assessed on an ongoing
basis throughout the financial reporting periods for which the hedge was designated to determine if it
is effective.

12.14. Fair value hedges

A fair value hedge is a hedge of the exposure to changes in fair value of a recognized asset, liability or
an unrecognized firm commitment; or an identified portion of such an asset, liability or firm
commitment, that is attributable to a particular risk and could affect profit or loss. The gain or loss on
the hedged item attributable to the hedged risk shall adjust the carrying amount of the hedged item
and be recognized in profit or loss, and the gain or loss from change of values of both the hedging
instrument and the hedged item shall be recognized in profit or loss.

The adjustment of carrying value of fair value hedges measured at amortized cost is amortized in
profit or loss through the remaining period before the maturity.

When an unrecognized firm commitment is designated as a hedged item, the subsequent cumulative
change in the fair value of the firm commitment attributable to the hedged risk is recognized as an
asset or liability with a corresponding gain or loss recognized in profit or loss. The changes in the fair
value of hedging instruments are also recognized in profit or loss.

The Group shall discontinue prospectively the hedge accounting if the hedging instrument expires, is
sold, terminated, exercised, the hedge no longer meets the criteria for hedge accounting or the Group
revokes the designation. Any adjustment to the carrying amount of a hedged financial instrument for
which the effective interest method is used shall be amortized to profit or loss. Amortization may begin
as soon as an adjustment exists and shall begin no later than when the hedged item ceases to be
adjusted for changes in its fair value attributable to the risk being hedged.

12.15. Cash flow hedges

Cash flow hedge is a hedge of the exposure to variability in cash flows that is attributable to
a particular risk associated with a recognized asset or liability or a highly probable forecast transaction
and could affect profit or loss. The portion of the gain or loss on the hedging instrument that is
determined to be an effective hedge shall be recognized directly in equity through the statement of
changes in equity and the ineffective portion of the gain or loss on the hedging instrument shall be
recognized in profit or loss.

If a hedge of a forecast transaction subsequently results in the recognition of a financial asset or a
financial liability, the associated gains or losses that were recognized directly in equity shall be
reclassified into profit or loss in the same period or periods during which the asset acquired or liability
assumed affects profit or loss.

If a hedge of a forecast transaction subsequently results in the recognition of a non-financial asset or a
non-financial liability, or a forecast transaction for a non-financial asset or non-financial liability
becomes a firm commitment for which fair value hedge accounting is applied, the associated gains
and losses that were recognized directly in equity shall be reclassified into profit or loss in the same
period or periods during which the asset acquired or liability assumed affects profit or loss.

For cash flow hedges no longer qualifying for hedge accounting, amounts that had been recognized
directly in equity shall be recognized in profit or loss in the same period or periods during which the
hedged forecast transaction affects profit or loss.

The Group shall discontinue hedge accounting if the hedging instrument expires, is sold, terminated,
exercised or the hedge no longer meets the criteria for hedge accounting. In this case, the cumulative
gain or loss on the hedging instrument that remains recognized directly in equity from the period when
the hedge was effective shall remain separately recognized in equity until the forecast transaction
occurs. If the transaction is no longer expected to occur, the cumulative gain or loss that had been
recognized directly in equity shall be recognized in profit or loss.
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12.16. Hedges of shares in net assets of foreign entities.

Hedges of a net investment in a foreign operation, including a hedge of a monetary item that is
accounted for as part of the net investment, are accounted for similarly to cash flow hedges. The
portion of the gain or loss on the hedging instrument that is determined to be an effective hedge shall
be recognized directly in equity through the statement of changes in equity and the ineffective portion
shall be recognized in profit or loss. The gain or loss on the hedging instrument relating to the effective
portion of the hedge that has been recognized directly in equity is recognized in profit or loss on

disposal of the foreign operation.

12.17. Inventories

Inventories are assets:

A held for sale in the ordinary course of business;
A in the process of production for such sale; or

A in the form of materials or supplies to be consumed in the production process or in the rendering
of services.

Inventories are measured at the lower of cost and net realizable value.

The cost of inventories comprises all costs of purchase, costs of conversion and other costs incurred
in bringing the inventories to their present location and condition.

At initial recognition, inventories are measured as follows:
A Materials and merchandise i at purchase price,

A Finished goods, semi-finished products and production in progress i at the cost of manufacturing,
comprising costs of direct materials and labor and a justified portion of indirect production costs.

Cost of usage of inventories is determined as follows:

A Materials and merchandise i at weighed average cost formula, however in case of representation
and advertising materials and office supplies the expense can be recognized in profit or loss in the
period when incurred.

As at the balance sheet date, the cost of inventories cannot be higher than net realizable value. Net
realizable value is the estimated selling price in the ordinary course of business less the estimated
costs of completion and the estimated costs necessary to make the sale.

The inventories of the Group include purchased, intended for a further resale, greenhouse gases
emission rights and equivalents of these. These assets are measured at purchase cost less possible
impairment as at the balance sheet date. The cost of greenhouse gases emission rights shall be
assigned by using specific identification.

12.18. Trade receivables

The recoverable amount of receivables is measured at least at each balance sheet date, i.e. in the
nominal value increased by applicable penalty interest, in accordance with the principle of prudence,
i.e. less applicable impairment losses.

The Group assesses at each balance sheet date whether there is any objective evidence that a
receivable or a group of receivables is impaired. If a recoverable amount of the receivable is lower
than the carrying amount, the amount of the impairment loss is measured as the difference between
the carrying amount of the receivable and the present value of estimated future cash flows.

A write offs on a receivable is recognized in other operating expenses or financial expenses,
depending on the relevant receivable.

Long-term receivables are measured at present (discounted) value.
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12.19. Cash and cash equivalents

Cash comprises cash on hand and demand deposits. Cash equivalents are short-term, highly liquid

investments that are readily convertible to known amounts of cash and which are subject to an

insignificant risk of changes in value.

12.20. Other assets and short-term prepayments

The Group recognizes an asset as a short-term prepayment under the following conditions:

A an expense was incurred in the past in relation to
A it can be reliably measured,

A it refers to future reporting periods.

Prepayments are recognized in reliably measured amounts, which refer to future periods and will
generate future economic benefits for the Group.

A prepayment is settled over time or in proportion to the value of goods and services provided. The
period and method of the settlement is based on the characteristics of the relevant expenses, in
accordance with the principle of prudence.

The entities review at each reporting year-end whether it is probable enough that future economic
benefits relevant to a prepayment will flow to the Group, so that the prepayment can be recognized as
an asset.

Purchased perpetual usufruct of land is recognized as an operating lease in accordance with 1AS 17.
The value of perpetual usufruct of land is recognized as other assets and is amortized over the lease
term.

Perpetual usufruct of land acquired free of charge due to administrative decision is not recognized in
the statement of financial position.

Other assets also comprise receivables from the state.

12.21. Equity

Equity is stated at nominal value, divided by kind, in accordance with law regulations and the
Companyds Articles of Association.

Share capital in the statement of financial position is stated at the value specified in the parent
companyds Articles of Association and as registered
brought in, share capital contributions are recognized as outstanding share capital contributions with

a negative value.

12.22. Provisions

The Group creates a provision when the Group entities have a present obligation (legal
or constructive) as aresult of a past event, it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation, and if a reliable estimate can be made of the
amount of the obligation.

Provisions are reflected in profit or loss as operating expenses, other operating expenses or financial
expenses, depending on relevant future obligations.

When the effect of the time value of money is material, the amount of a provision shall be the present
value of the expenditures expected to be required to settle the obligation.

The discount rate (or rates) shall be a pre-tax rate (or rates) that reflect(s) current market assessments
of the time value of money and the risks specific to the liability. The discount rate(s) shall not reflect
risks for which future cash flow estimates have been adjusted.

The following provisions are expected to be created in particular:
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Provision for coal equivalent, medical benefits, Social Fund allowance and other retirement
and pension benefits

The value of liabilities towards former employees is estimated on the basis of conditions of Corporate
Collective Labor Agreements (Zakgadowe Ukgady Zbioro
l'iabilities result from employeesd rights acquired di

isrecognized in operating expenses in the amount corre

Provision for cash equivalent related to energy tariff for employees of power industry

Based on the Inter-Cor porate Coll ective Labor BAdgde&mémnmtr owpPoPa .
changed in 2005, the Group entities are obliged to p:
employees of the electric power engineering industry. Due to the above, since December 2005 the

PGE Group entities create appropriate provisions

The cost of the provision for entitled retirees, as at the day when the additional protocol to Inter-
corporate Collective Labor Agreement became effective, was fully recognized in the statement of
comprehensive income for the year ended 31 December 2005. The cost of past employment, relating
to present employees but future retirees, is recognized on a straight-line basis over the average period
until the benefits become vested. The value of the provision is estimated by an actuary. The cost of
creating the provision is recognized in operating expenses.

Retirement and pension benefits and jubilee benefits

According to the institutional defined remuneration plan the employees of Group entities are entitled to
receive jubilee, retirement and pension benefits. Jubilee benefits are paid after an employee has
worked for a specified period of time. Retirement and pension benefits are paid once when the
employee retires or becomes a pensioner. The amount of benefits paid depends on the period of
working and the average remuneration of the employee. The Group recognizes a provision for future
obligations relevant to retirement and pension benefits and jubilee benefits for the purpose of
assigning costs to the periods in which they are incurred. According to IAS 19 jubilee benefits are
classified as other long-term employee benefits, whereas the retirement and pension benefits are
classified as post-employment benefits. The present value of these obligations is measured by an
independent actuary at each balance sheet date. The ultimate cost of a defined benefit plan comprises
discounted future payments, taking into account employee turnover, as at the balance sheet date.
Demographic assumptions and employee turnover information are based on historical data. Actuarial
gains and losses are recognized in profit or loss.

Provision for recultivation of post-exploitation grounds, including recultivation
and development of final excavations and recultivation of ash storages

The mining companies which belong to the Group create provisions for recultivation costs of post-
exploitation grounds. The value of the provision is based on the estimated cost of recultivation and
development works related to final excavations. In case of mining excavations, the provision is created
based on the proportion of the coal excavated to the total planned volume of excavation over the
period of exploitation. The estimates of planned recultivation costs are updated at least once every 5
years; however at each year-end the amount of the recultivation provision is verified with regards to
inflation rate, discount rate and the volume of excavation. The portion of the provision used in the
given period is recognized in operating expenses, the difference resulting from discount of provision
from previous years is reflected as financial income or expenses.

The cost of creating a provision for recultivation of ash storages (electricity post-production waste) is
recognized in operating costs proportionally as the storage is filled, and the discount is recognized in
financial expenses
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12.23. Share-based payments

Share-based payments are a transfer of equity instruments of the Group or equivalents made by the
Group or its shareholders to third parties (including employees), which provided the Group with goods
or services, unless the transfer is made for a purpose different than the payment for goods and
services supplied.

The Group recognizes the goods or services received or acquired in a share-based payment
transaction as well as the corresponding increase in equity when it obtains the goods or as the
services are received. When the goods or services received or acquired in a share-based payment
transaction do not qualify for recognition as assets, they shall be recognized as expenses.

The Group measures the goods or services received, together with the corresponding increase in
equity, directly, at the fair value of the goods or services received, unless that fair value cannot be
estimated reliably. If the entity cannot estimate reliably the fair value of the goods or services received,
the entity shall measure their value, and the corresponding increase in equity, indirectly, by reference
to the fair value of the equity instruments granted.

The cost of the equity instruments granted to the employees shall be recognized in the period from the
grant date to the vesting date. The cost is measured at the fair value of equity instruments granted at
the grant date. For transactions with employees and others providing similar services, the entity is
required to measure the fair value of the equity instruments granted, because it is typically not
possible to estimate reliably the fair value of employee services received. If applicable, the Group
entities will take into account the terms and conditions upon which those equity instruments were
granted when measuring the fair value. For goods or services measured by reference to the fair value
of the equity instruments granted, vesting conditions, other than market conditions, shall not be taken
into account when estimating the fair value of the shares or share options at the measurement date.
Instead, vesting conditions are taken into account by adjusting the number of equity instruments
included in the measurement of the transaction amount so that, ultimately, the amount recognized for
goods or services received as consideration for the equity instruments granted is based on the
number of equity instruments that eventually vest. The entity shall revise that estimate, if necessary, if
subsequent information indicates that the number of equity instruments expected to vest differs from
previous estimates.

For cash-settled share-based payment transactions, the entity shall measure the goods or services
acquired and the liability incurred at the fair value of the liability. Until the liability is settled, the entity
shall remeasure the fair value of the liability at each balance sheet date and at the date of settlement,
with any changes in fair value recognized in profit or loss for the period.

12.24. Profit-based payments for employees benefits and special funds

According to Polish industry practice, s émployeeh ol der s
(ZF$§$S

benefits, such as: an increase of the Soci al Fund
payments are reflected in statutory financial statements, similarly to dividend payments, as changes in
equity. According to IFRS, profit distribution to the Social Fund or employee awards from profit are
classified as operating expenses in the period for which the profit distribution took place.
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12.25. Liabilities

Liabilities are present Group obligations, arising from past events, settlement of which will cause an
outflow of resources embodying economic benefits from the Group.

Trade and other liabilities are stated at the amount due. When the effect of the time value of money is
material, long-term liabilities are presented at the current (discounted) value.

A liability shall be classified as current when it satisfies any of the following criteria:

A itis expected to be settledinthe Gr oup 6s nor mal operating cycle;

A itis held primarily for the purpose of being traded;
A itis due to be settled within twelve months after the balance sheet date; or
A

the entity does not have an unconditional right to defer settlement of the liability for at least twelve
months after the balance sheet date.

All other liabilities shall be classified as non-current.

If the Group expects, and has the discretion, to refinance or roll over an obligation for at least twelve
months after the balance sheet date under an existing loan facility, it classifies the obligation as non-
current, even if it would otherwise be due within a shorter period. However, when refinancing or rolling
over the obligation is not at the discretion of the entity (for example, there is no agreement to
refinance), the potential to refinance is not considered and the obligation is classified as current.

Some current liabilities, such as trade payables and some accruals for employee and other operating
expenses, are part of the working capitalused i n the entityds nor mal
items are classified as current liabilities even if they are due to be settled more than twelve months
after the balance sheet date.

12.26. The Social Fund

The Group is compensating liabilities and assets of the Social Fund and the Efficiency Improvement
Fund. Such an arrangement reflects the relationship between the entity and the Funds, in which the
entity is a trustee. This means, that the enti

Fund and its members are the beneficiaries.
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12.27. Accruals and deferred income

Accruals are liabilities to pay for goods or services that have been received or supplied but have not
been paid, invoiced or formally agreed with the supplier, including amounts due to employees.
Although it is sometimes necessary to estimate the amount or timing of accruals, the uncertainty is
generally much lower than it is for provisions. The Group recognizes accruals as costs:

A

A
A
A

covering the value of energy origin units of ownership, related to sales executed in the reporting or
previous periods in the portion that has not been redeemed,

incurring of which is certain or highly probable,
resulting from past events and causing the outflow of present or future assets of the entity,

that can be reliably estimated.

Deferred income is recognized under the principle of prudence and the principle of simultaneous
recognition of revenues and expenses. Deferred income comprises:

A

A

equivalents of economical benefits received or due from business partners to be realized in
subsequent reporting periods;

cash obtained to finance acquisition or production of fixed assets, fixed assets under construction
and development works, settled through other operating revenue in the amount of depreciation
charges of non-current assets financed from this source. This also applies to partially redeemed
loans and credits and donations the purpose of which is to acquire an item of property, plant and
equipment and to finance the development works;

property, plant and equipment and intangible assets acquired free of charge. Deferred income
allowances are recognized in other operating revenues settled in line with depreciation charges of
these assets;

income relevant to sale and leaseback of property, plant and equipment and intangible assets.
Deferred income allowances are reflected in other operating revenues throughout the period of the
lease. If there is a high probability of the buy-out of the leased asset after the lease period and the
lease period is significantly different from the economic useful life of the asset, then allowances on
deferred income are recognized simultaneously with depreciation of the asset.

43

i ssued

n



o
PGE Polska Grupa Energetyczna S.A. PGE

Consolidated financial statements for the year ended 31 December 2009 prepared in accordance
with IFRS (all amounts in PLN thousand)

(ATransl ation of the document originally

12.28. Emission rights

A provision for liabilities for gas emissions under the system of emission rights is created only when
the actual emission and production plans indicate shortage of emission rights in the reporting period.
The provision is created in the value of the most probable estimation of expenses essential to fulfill the
obligation as at balance sheet date, in particular related to the emission rights acquired by the entity to
cover the obligation and the possibility to cover part of the shortage with CER (Certified Emission
Reductions).

The Group settles the shortage of emission rights on the basis of allocation of rights in the whole
reporting period, in accordance with planned production and emissions.

When created, the provision is recognized in operating expenses.

12.29. Leases

A finance lease is a lease that transfers substantially all the risks and rewards incidental to ownership
of an asset. Title may or may not eventually be transferred. At the commencement of the lease term,
the lessees shall recognize finance leases as assets and liabilities in their statement of financial
positions at amounts equal to the fair value of the leased property or, if lower, the present value of the
minimum lease payments, each determined at the inception of the lease. Any initial direct costs of the
lessee are added to the amount recognized as an asset. Classification of the lease is made at the
initial recognition, based on the economic contents of the lease agreement. Minimum lease payments
shall be apportioned between the finance charge and reduction of the outstanding liability. The finance
charge shall be allocated to each period during the lease term so as to produce a constant periodic
rate of interest on the remaining balance of the liability. Financial costs shall be recognized in financial
expenses in profit or loss throughout the lease term in the periods in which they are incurred.

An operating lease is a lease under which the lessor holds significant part of risks and rewards
incidental to ownership of the asset.

Lease payments under an operating lease shall be recognized as an expense on a straight-line basis
over the lease term unless another systematic basis is more representative of the time pattern of the
userb6s benefit.

12.30. Taxes

Corporate income tax in the statement of comprehensive income comprises actual fiscal charges for
the reporting period calculated by the Group entities in accordance with regulations of the Corporate
Income Tax Act and a change in deferred tax assets and deferred tax liabilities not charged or credited
directly to equity.

Deferred tax asset or deferred tax liability is calculated on the basis of temporary differences between
the carrying amount of a given asset or liability and its tax base and tax loss possible for recovering in
the future.

A deferred tax liability shall be recognized for all taxable temporary differences, except to the extent
that the deferred tax liability arises from:

A the initial recognition of goodwill or the initial recognition of an asset or liability in a transaction
which is not a business combination and at the time of the transaction, affects neither accounting
profit nor taxable profit (tax loss)

A taxable temporary differences associated with investments in subsidiaries, branches and
associates, and interests in joint ventures in case of which the parent, investor or venturer is able
to control the timing of the reversal of the temporary difference and it is probable that the
temporary difference will not reverse in the foreseeable future.

A deferred tax asset shall be recognized for all deductible temporary differences to the extent that it is
probable that taxable profit will be available against which the deductible temporary difference can be
utilized, unless the deferred tax asset arises from:
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A the initial recognition of an asset or liability in a transaction that is not a business combination and
at the time of the transaction, affects neither accounting profit nor taxable profit (tax loss),

A deductible temporary differences associated with investments in subsidiaries, branches and
associates, and interests in joint ventures in case of which a deferred tax asset shall be
recognized to the extent that, and only to the extent that, it is probable that the temporary
difference will reverse in the foreseeable future and taxable profit will be available against which
the temporary difference can be utilized.

The carrying amount of a deferred tax asset shall be reviewed at each balance sheet date. An entity
shall reduce the carrying amount of a deferred tax asset to the extent that it is no longer probable that
sufficient taxable profit will be available to allow the benefit of part or all of deferred tax asset to be
utilized. Any such reduction shall be reversed to the extent that it becomes probable that sufficient
taxable profit will be available.

Deferred tax assets are recognized only to the extent expected for the related amount attributable to
negative temporary differences to be used to reduce taxable profits in the future and tax losses to be
settled, recognizing the prudence principle. Deferred tax assets are recognized if, and only if, their
utilization is probable.

The Group entities shall record deferred tax liabilities in the amount of income tax to be paid in the
future due to positive temporary differences, i.e. differences which will result in increase of tax base in
the future.

Deferred tax assets and liabilities shall be measured at the tax rates that are expected to apply to the
period when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at the balance sheet date

12.31. Revenues

Revenue from sales is recognized when it is probable that the economic benefits associated with the
sale transaction will flow to the Group and the amount of the revenue can be measured reliably. The
revenue is recognized after deducting value added tax (VAT), excise tax and other sales-based taxes
as well as discounts. When recognizing the revenue, the criteria specified below are also taken into
account.

Revenues from sale of goods and merchandise

Revenues from the sale of goods and merchandise are recognized when the finished
goods/merchandise are issued and related risks and rewards have been transferred and when the
amount of revenue can be reliably measured and costs incurred can be reliably estimated.

Revenues from sale of goods and merchandise include:

A amounts receivable from wholesale and retail sale of: electricity, heat energy, lignite, certificates of
origin of energy from renewable energy sources, certificates of production of energy in high
efficiency cogeneration plants, emission rights and rendered services relevant to core business
operations based on the net price, less applicable discounts, rebates and excise tax,

A amounts receivable from sales of materials and merchandise based on the net price, less
applicable discounts and rebates.
Revenues from services rendered

When the outcome of a transaction involving the rendering of long-term services can be estimated
reliably, revenue associated with the transaction shall be recognized by reference to the stage of
completion of the transaction at the balance sheet date less the revenues which influenced the
previous reporting periods. Depending on the class of transaction, the stage of completion of the
transaction can be recognized on the basis of:

A surveys of work performed;

A services performed to date as a percentage of total services to be performed; or
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A the proportion of costs incurred to a given date to the estimated total costs of the transaction. Only
costs that reflect services performed to date are included in costs incurred to date. Only costs that
reflect services performed or to be performed are included in the estimated total costs of the
transaction.

When the outcome of the transaction involving the rendering of services cannot be estimated reliably,
revenue shall be recognized only to the extent of the expenses recognized that are recoverable.

Revenues from LTC compensations

I n accordance with the Act on rules of coveri-ng prod
term agreements for the sales of electric power and energy (LTC) dated 29 June 2007, the entities of

the PGE Capital Group receive compensations in the form of quarter advances to cover stranded

costs. The annual adjustment is made after the end of each year and the final adjustment is made

after the termination of LTC.

The Group entities as revenue of the period recognize, received as advances, cash, corrected by
annual adjustment and adequately part of planned final adjustment. The allocation of final adjustment
to the particular period is conducted in fixed prices, based on the planned revenues from sales of
electric power and energy and sales of system services in the period of adjustment and taking into
consideration the final adjustment. The discount is calculated on the basis of intermediate risk-free
rate.

Revenues from sales of electricity on Electricity Trading Platform

The Capital Group entity, Elbis Sp. z 0.0., runs business activity related to electricity trading on
I nternet Electricity Trading Pl atf or rudé domtradsHa ) . The
purchase or sale of electric energy, energy origin units of ownership and CO2 emission rights.

Due to the fact, that trading on POEE is made mostly automatically and the Group is exposed to a
limited transactional and credit risk related to these business activities, revenues and expenses
related to products purchased and sold on POEE are not reflected in the consolidated statement of
comprehensive income. The consolidated revenues and expenses include only the fee related to
concluding transactions on POEE.

12.32. Expenses

Cost of goods sold
Cost of goods sold includes:

A production costs incurred in the reporting period with adjustments related to changes
in inventories (finished goods, semi-finished products and production in progress) and costs
relevant to production of goods for the Groupds own

A value of electricity sold and materials at purchase prices,
A impairment losses on property, plant and equipment, intangible assets and receivables,

A distribution and selling expenses as well as general and administrative expenses incurred in the
reporting period (reflected separately in the statement of comprehensive income).

Production costs that can be directly assigned to revenues recognized by the entities influence the
profit or loss for the reporting period in which they were incurred.

Production costs that can only be indirectly assigned to revenues or other economic benefits
recognized by the entities, influence the profit or loss in the portion they are relevant to the given
reporting period, under the principle of matching of expenses and revenue or other economic benefits
and the rules of measurement of property, plant and equipment and inventories.
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12.33. Other operating revenues and expenses
Other operating expenses and revenues include in particular:
A profit or loss on disposal of property, plant and equipment and intangible assets,

A reversal or creation of write offs, except from write offs related to financial operations or reflected
in cost of goods sold,

A acquiring or disposal of assets and cash free of charge, including donations,

A due and obtained compensations, penalties and other expenses not relating to core operations.

12.34. Financial revenues and expenses
Financial revenues and expenses include in particular gains or losses relating to:
A disposal of financial assets, investment property and investment in entities not consolidated,

A revaluation of financial instruments, except from financial assets available for sale, the result of
which is reflected in revaluation reserve,

A share of profits of other entities,

)

interest,

A changes in provisions related to the approaching incurrence of the expense (unwinding of the
discount effect),

A foreign exchange differences resulting from operations performed during the reporting period and
measurement of the carrying amount of assets and liabilities at the balance sheet date, except for
the foreign exchange differences recognized in the initial value of a non-current asset, to the
extent they are recognized as an adjustment to interest costs and foreign exchange differences
relevant to valuation of financial instruments classified to AFS portfolio,

A other operations relevant to financial operations.

Revenues and expenses from interest shall be recognized over the relevant period using the effective
interest method relating to the carrying amount of a given financial instrument under the principle of
materiality. Dividends are recognized when the
12.35. Earnings per share

Net earnings per share for each period are calculated by dividing the net profit for a given period
allocated to shareholders of the parent company by the weighted average number of shares during
that period.

12.36. Cash flow statement

Cash flows shall be prepared using the indirect method.

12.37. Adoption of updated IAS 1

On 1 January 2009, the updated IAS 1 Presentation of Financial Statements became effective.
Accordingly with the implemented regulations, the Group changed the nomenclature of main positions
presented in the consolidated financial statements and presents the positions of revenues and
expenses recognized in a given period in a single statement of comprehensive income.

12.38. Change of applied accounting principles and data presentation

In the foregoing consolidated financial statements, as a result of changes in reporting principles, the
Group restated appropriate items of the comparative consolidated financial statements for the year
ended 31 December 2008.
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Presentation of revenues and expenses

In accordance with consolidation procedures, the Group did not eliminate transactions with some of
the related parties, which have been recognized as not significant in relation to true and fair view of
the consolidated financial statements treated as a whole. Due to the fact, that the turnover between
these entities increased, the parent company updated the consolidation principles and made relevant
eliminations when preparing the foregoing consolidated financial statements. Additionally during the
reporting period, the Group changed the presentation of some captions of operating revenues and
expenses. Due to the above, the Group transformed the data presented in a comparative consolidated
income statement as presented below:

/oCE

i ssued

Change of
Period ended revenues and Period ended
31 December 2008 expenses 31 December 2008
(data approved) presentation (data transformed)
principles

Operating activity
g;(lziesseotgimshed goods and merchandise with 19.738.891 (1.463.436) 18.275.455
Excise tax (1.093.457) 1.995 (1.091.462)
Eggﬁ;fjé?m sale of finished goods and 18.645.434 (1.461.441) 17.183.993
Revenues from sale of services 608.897 274.464 883.361
Revenues from lease 21.108 (2.074) 19.034
Revenues from LTC compensations 1.322.318 - 1.322.318
Total sales revenues 20.597.757 (1.189.051) 19.408.706
Cost of goods sold (15.552.433) 1.360.451 (14.191.982)
Gross profit on sales 5.045.324 171.400 5.216.724
Other operating revenues 747.124 5.444 752.568
Distribution and selling expenses (909.844) (229.777) (1.139.621)
General and administrative expenses (987.537) 51.787 (935.750)
Other operating expenses (632.772) 1.146 (631.626)
Financial revenues 505.120 - 505.120
Financial expenses (836.441) - (836.441)
Share of profit of associate 238.561 - 238.561
Profit before tax 3.169.535 - 3.169.535

For the purpose of comparability, the Group has also restated data presented in Notes 13, 14 and 16
of the foregoing consolidated financial statements.
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13. Operating segments

The Group presents the business segment in accordance with IFRS 8 Operating segments for the
current and comparative reporting period. The Group reporting is based on business segments:

Mining and Generation includes exploration and mining of lignite and production of energy in the
Group power plants and heat and power plants;

Wholesale includes trade in electricity on the wholesale market, trading of emissions certificates
and property rights related to energy origin units of ownership and fuel trading;

Retail sale includes sale of electricity and rendering services to end users;

Distribution includes management over local distribution networks and delivery of electricity with
the use of these networks;

Renewable Energy includes generation of energy in pumped storage power plants and from
renewable sources.

Organization and management over the Group is based on the division into segments, taking into
account the nature of the products and services. Each segment represents a strategic business unit,
offering different products and serving different markets.

Transactions between segments are settled within the Group as if they were concluded with third
parties i under market conditions.

Additionally, the Group presents geographical areas of its activities, however these do not constitute
for operating segments
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Information on business segments

Continuing operations

. Segment: Segment: Segment: Segment: Segment:
Period ended Mining of fuels and Production of Distribution of  Wholesale of energy  Retail sale of energy Other Inter-segment
31 December 2009 production of energy energy from electric energy and other products of and other products of activities eliminations Total
from traditional renewable and heat energy market energy market
sources sources
Revenues
Revenues from sales to external customers 3090 844 423 332 365 284 5 488 306 11 421 824 833 760 21 623 350
Revenues from sales between segments 10 298 008 123 824 4 303 441 7 234 681 920 885 1005775 (23886 614)
Total revenues from segments 13 388 852 547 156 4 668 725 12 722 987 12 342 709 1839535 (23 886 614) 21623 350
Financial result
Profit (loss) of a segment 4026 302 77 603 263 244 439 397 397 681 135478 5024 5344729
Profitl (Iossl) on continuing operations before tax 5344 729
and financial revenues (expenses)
Net financial revenues (expenses) (208 352)
Share of profit of associates 242 157
Profit (loss) before tax 5378534
Income tax (1041 311)
Net profit (loss) for the reporting year 4 337 223
Assets and liabilities
Assets of the segment 24938 010 1636 100 13 396 376 823 247 1497 681 1039535 43 330 949
Shares in associates 9 564 1345 235 1354 799
Unallocated assets 9 762 050
Total assets 54 447 798
Liabilities of the segment 4 597 364 100 371 2220270 702 048 953 443 265 107 8 838 603
Unallocated liabilities 6 759 443
Total liabilities 15 598 046
Other information on business segments
Capital expenditures 2484 302 91 557 993119 13123 6901 136 603 3725605
pimortization, depreciation and revaluation write- 1510 696 125 807 831943 22 749 28 651 123175 2643021
Other non-monetary expenses 452 733 1968 34 216 55722 21 047 (24 521) 541 165
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Continuing operations
Period ended Segment: Segment: Segment: Segment: Segment:
31 December 2008 Mining of fuels and Production of  Distribution of Wholesale of energy  Retail sale of energy Other Inter-segment
(data transformed) production of energy energy from electric energy and other products of and other products of activities eliminations Total
from traditional renewable and heat energy market energy market
sources sources

Revenues
Revenues from sales to external customers 2363 228 447 092 310 057 5492 746 9851115 944 468 19 408 706
Revenues from sales between segments 7983 221 110 732 4 446 214 5264 273 841 306 872971 (19 518 718) 0
Total revenues from segments 10 346 449 557 824 4756 271 10 757 020 10 692 421 1817 439 -19518 718 19 408 706

Financial result

Profit (loss) of a segment 2 650 083 135713 229 872 74 546 76 733 96 158 (810) 3262 295
Profit. (Ioss.) on continuing operations before tax 3262 295
and financial revenues (expenses)

Net financial revenues (expenses) (331 321)
Share of profit of associates 238 561
Profit (loss) before tax 3169 535
Income tax (499 288)
Net profit (loss) for the reporting year 2 670 247
Assets and liabilities

Assets of the segment 23 440 036 1743627 13 266 051 804 141 1188 456 988 195 - 41 430 505
Shares in associates 9745 1469 321 - 1479 066
Unallocated assets 4 282 690
Total assets 47 192 261
Liabilities of the segment 4484 129 120 779 2116 635 448 902 839 520 245 036 8 255 001
Unallocated liabilities 8 761 682
Total liabilities 17 016 683
Other information on business segments

Capital expenditures 3114131 138 697 970 327 12 338 5896 151 293 4 392 682
’;rf’:’”iza“(’”' depreciation and revaluation write- 1497 708 96 446 819 862 51284 6421 120 041 2591 762
Other non-monetary expenses 217 686 2970 225422 294 634 251 390 (8 929) 983173
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Information on geographical areas
Period ended 31 December 2009.

Revenues Domestic market EU countries Other countries Total
Revenues from continued 21.444.170 159.890 19.290 21.623.350
operations
Revenues from
discontinued operations
Total revenues 21.444.170 159.890 19.290 21.623.350
Sales between areas 23.886.614 23.886.614
Revenue from the area 45.330.784 159.890 19.290 45.509.964
;)rt:aer information on the Domestic market EU countries Other countries Total
Assets of the area 43.330.949 - - 43.330.949
Unallocated assets 9.762.050 - - 9.762.050
Investments in associates 1.354.799 - - 1.354.799
Total assets 54.447.798 - - 54.447.798
Period ended 31 December 2008.

Revenues Domestic market EU countries Other countries Total
Revenues from continued 19.157.272 188.973 62.461 19.408.706
operations
Revenues from i i ) i
discontinued operations
Total revenues 19.157.272 188.973 62.461 19.408.706
Sales between areas 19.518.718 - - 19.518.718
Revenue from the area 38.675.990 188.973 62.461 38.927.424
grt:aer information on the Domestic market EU countries Other countries Total
Assets of the area 41.430.505 - - 41.430.505
Unallocated assets 4.282.690 - - 4,282.690
Investments in associates 1.479.066 - - 1.479.066
Total assets 47.192.261 - - 47.192.261
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14. Revenues and expenses

Period ended Period ended
31December 2009 31 December 2008
(data transformed)

14.1. Revenues from operating activities

Sales of finished goods and merchandise with excise tax 19.760.013 18.275.455
Excise tax (568.496) (1.091.462)
Revenues from sale of finished goods and merchandise 19.191.517 17.183.993
Revenues from sale of services 879.533 883.361
Revenues from lease 19.953 19.034
Revenues from LTC compensations 1.532.347 1.322.318
Total sales revenues 21.623.350 19.408.706

A significant decrease of the excise tax is a result of the change of the excise tax act. Until March 2009 the
excise tax was paid by the producers of electric energy and according to the changed Act the excise tax is to
be paid by the entities delivering the electric energy to final customers.

Period ended Period ended
31 December 2009 31 December 2008
(data transformed)

14.2. Other operating revenues

Profit on disposal of property, plant and equipment 20.140 13.112
Reversal of revaluation write offs on receivables 32.281 20.084
Reversal of revaluation write offs on other assets 52.364 4.507
Provisions reversed 71.311 24.847
Compensations, penalties and fines received 47.583 89.438
Donations received 9.506 6.588
Taxes refunded 5.700 3.758
Court fees refund 2.442 1.807
Redemption of liabilities 1.279 61
Assets acquired free of charge 2.122 1.562
Re-invoiced revenues 236 14
Change of valuation of recultivation provision 131.392 565.330
Other 46.212 21.460
Total other operating revenues 422.568 752.568

14.3. Other operating expenses

Creation of revaluation write offs on receivables 84.971 24.590
Creation of revaluation write offs on other assets 7.044 5.256
Loss on disposal of property, plant and equipment and

intangible assets 9.415 33.726
Provisions created 438.872 365.421
Donations granted 5.272 7.795
Compensations 5.213 8.639
Court fees paid 6.531 4.145
Liguidation of damages/ removal of failures 33.098 63.152
Liguidation of non-current assets 53.330 31.212
Redemption of receivables 9.419 3.493
Costs of social activities 7.114 8.005
Fee related to an agreement on debt takeover - 10.515
Difference between carrying value and fair value of a

dividend in kind ] 21.861
Other 31.253 43.816
Total other operating expenses 691.532 631.626
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Period ended Period ended
31 December 2009 31 December 2008
14.4. Financial revenues
Financial revenues from financial instruments 344.384 459.695
Dividends 12.497 3.213
Interest revenue 163.046 216.563
Revaluation/ reversal of revaluation write offs 33.088 65.419
Profit on disposal of investments 65.299 23.157
Foreign exchange gains 70.454 151.343
Other financial revenues 27.881 45.425
Discount rate adjustment 4.742 -
Interest on state receivables 12.699 2.632
Provisions reversed 884 363

Difference between carrying amount and fair value

of the dividend in kind - 35.830
Other 9.556 6.600
Total financial revenues 372.265 505.120
14.5. Financial expenses
Financial expenses from financial instruments 391.749 638.371
Interest expenses 285.136 318.871
Revaluation 32.090 50.530
Impairment losses 15.301 15.701
Loss on disposal of investments 350 462
Foreign exchange losses 58.872 252.807
Other financial expenses 188.868 198.070
Interest expenses (effect of discount curling) 155.106 155.681
Interest paid relating to state liabilities 5.759 2.686
Costs of SWAP transactions - 5.887
Other 28.003 33.816
Total financial expenses 580.617 836.441
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Period ended Period ended
31 December 2009 31 December2008

14.6. Costs by kind (data converted)
Depreciation/ amortization 2.638.676 2.584.223
Materials and energy 3.689.128 3.157.849
External services 2.692.425 3.713.297
Taxes and charges 1.688.109 1.425.187
Personnel expenses 3.865.505 3.795.696
Other cost by kind 385.419 204.764
Total costs by kind 14.959.262 14.881.016
Change in inventories (85.664) 908.033
Cost of products and services (938.935) (1.172.167)
Cost of finished goods sold 13.934.663 14.616.882
Distribution and selling expenses (1.368.079) (1.139.621)
General and administrative expenses (914.109) (935.750)
Cost of merchandise and materials sold 3.074.994 1.650.471
Cost of goods sold 13.727.469 14.191.982
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15. Depreciation costs and impairment losses in the profit and loss account

Period ended
31 December 2009

Period ended
31 December 2008

Included in cost of goods sold: 2.554.949
Property, plant and equipment depreciation 2.503.424
Revaluation write offs on property, plant and equipment 7.244
Intangible assets amortization 43.257
Other 1.024
Included in distribution and selling expenses: 17.589
Property, plant and equipment depreciation 14.631
Intangible assets amortization 2.958
Included in general and administrative expenses: 60.163
Property, plant and equipment depreciation 52.039
Intangible assets amortization 7.826
Revaluation write off on property, plant and equipment 32
Other 266
Included in change in inventories, goods, prepayments and 3.345
accruals '

Lsr;cluded in costs of products a 2630

2507 609
2 469 680
(2 883)
37 620
3192

10 114
8678
1436

62 148
54 420
7497
231

2787

1565

16. Employee benefits expenses

Period ended
31 December 2009

Period ended
31 December 2008
(data transformed)

Payroll 2.848.806 2.702.581
Social security expenses 500.117 519.985
Retirement and pensions costs 14.634 46.164
Jubilee benefits and allowances 60.620 124.449
Other post-employment benefits 39.408 121.074
Other payroll-related expenses 401.920 281.443
Total employee benefits expenses: 3.865.505 3.795.696
Included in costs of goods sold 3.008.658 2.821.795
Included in distribution and selling expenses 236.158 370.865
Included in general and administrative expenses 567.505 569.957
Includedincost s of products and servi 120.331 92.831
Change in inventories (67.147) (59.752)
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17. Income tax

Main elements of income tax expense for the period ended 31 December 2009 and for the period
ended 31 December 2008 are as follows:

Period ended Period ended
31 December 2009 31 December 2008

Consolidated statement of comprehensive income

Current income tax 726.934 523.214
Current income tax expense 716.916 537.612
Previouspercods & current i ncome 10.018 (14.398)

Deferred income tax 314.377 (23.926)
Related to temporary differences created and reversed 314.377 (23.926)

Income tax expense as in the consolidated statement of

comprehensive income 1.041.311 499.288
Total other comprehensive income

Deferred income tax (9.685) 7.106

Z\z/iz)a(i gr;)llér}geregzleed profit / (loss) from financial assets (9.685) 7106

Tax income/(expense)recognized in other comprehensive (9.685) 2106

income (in equity)
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A reconciliation of the calculation of income tax on profit before tax at the statutory tax rate and
income tax calculated according to the effective tax rate for the Capital Group for the years ended 31

December 2009 and 31 December 2008 is as follows:

Period ended Period ended
31 December 2009 31 December 2008
Gross profit/(loss) before tax 5.378.534 3.169.535
Income tax according to Polish statutory tax rate of 19% 1.021.921 602.212
Previous periods current income tax adjustments 10.018 (14.398)
Costs not classified as tax-deductible costs 94.526 147.463
Non-taxable revenues (87.788) (223.954)
Other 2.634 (12.035)
Tax at effective tax rate amounting to 19,4% [2008: 15,8%] 1.041.311 499.288
Income tax (expense) as presented in consolidated statement 1.041.311 499 288

of comprehensive income

Income tax related to discontinued operations - -

A significantly lower effective tax rate in the comparative period results mainly from a reversal in 2008
of a higher value of provisions and revaluation write offs which were non tax-deductible costs, a
change of the recultivation reserve in particular (presented in note 14.2 to the foregoing consolidated
financial statements).
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Components of deferred tax liability Consolidated statement
As at As at
31 December 2009 31 December 2008

1996-2000 investment relief 922 923

Difference between tax_value and carrying amount of 1.556.111 1.345.075

property, plant and equipment

Accrued _interest on deposits, loans granted, bonds 27371 31.646

and receivables

Differe.nce petween tax value and carrying amount of 0.334 16.534

other financial assets

E_)lffere_ncg b_e_tv_veen tax value and carrying amount of 36.055 35.896

financial liabilities

Current period revenues unrealized for tax purposes 46.762 41.716

Differencg petwgen tax value gnd carrying amount of 21.660 23.475

energy origin units of ownership

Revenues from accrued LTC compensations 351.219 212.465

Other 62.884 68.289
Gross deferred tax liability 2.112.318 1.776.019
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Components of deferred tax asset Consolidated statement
As at As at

31 December 2009 31 December 2008

Difference between tax_value and carrying amount of 117.928 104.189
property, plant and equipment

Current period costs not realized for tax purposes 15.347 11.073
Provisions for employee benefits 370.903 350.037
Provigion_s for recultivation of final excavations and 159.966 177.017
recultivation of ash storages

Accruals for employee bonuses 19.369 23.893
lefergnce between tax value and carrying amount of 40.728 36.238
financial assets

Difference b(_e_t\{veen tax value and carrying amount of 14.630 23091
financial liabilities

Different_:e between tax value and carrying amount of 23.261 19.036
inventories

Payroll and other employee benefits 29.861 74.344
Tax losses 15.349 34.851
Energy [nfrastructure acqujred free of charge and 180.099 173.934
connection payments received

Provision for purchase of CO; emission rights 82.835 74.345
Other provisions 96.728 55.365
Other 129.769 118.818
Gross deferred tax asset 1.296.773 1.276.231
Revaluation write off on tax asset 130.648 141.713
Net deferred tax asset 1.166.125 1.134.518
After compensation of balances at the Group level, the

deferred tax of the Group is presented as:

Deferred tax asset 412.353 447.647
Deferred tax liability (1.358.546) (1.089.148)

The above presented revaluation write offs on deferred tax asset mainly relate to provisions for
recultivation in lignite mines.
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18. Discontinued operations

During the year ended 31 December 2009, the parent company and the subsidiaries did not
discontinue any significant business activities.

For detail sscomed hRr digtoanmme and r el a t-enalgy ttliatedpasssta | of s
please refer to Note 46 of the foregoing consolidated financial statements.

19. Assets and liabilities of the Social Fund

The Social Fund Act of 4 March 1994 states that a social fund is created by employers employing over
20 full time employees. The Group entities create such a fund and perform periodical write offs. The
fund does not possess any property, plant and equipment. The goal of the fund is to subsidize the
social activity for employees of the Group, loans granted to its employees and other social expenses.

The Group entities compemws athed iathe | Funedds amassbdtes Fur
constitute the assets of the Capital Group.

Assets assigned to the social fund in the Capital Group amounted to PLN 191,105 thousand at 31
December 2009 and 185,590 thousand as at 31 December 2008.
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20. Earnings per share

Basic earnings per share shall be calculated by dividing profit or loss attributable to ordinary equity
holders of the parent entity by the weighted average number of ordinary shares outstanding during the
period.

An entity shall calculate diluted earnings per share by dividing profit or loss attributable to ordinary
equity holders of the parent entity (after deduction of interest on redeemable convertible preference
shares) by the weighed average number of shares outstanding during the period (adjusted with the

number of dilutive options or dilutive redeemable convertible preference shares).

Presented below are data on profit and shares used to calculate basic earnings per share.

/oCE

i ssued

Period ended

31 December 2009

Period ended
31 December2008

Net profit on continuing operations
Net profit on discontinued operations

Net profit, attributed to
- shareholders of the parent company
- minority interest

Net profit attributable to ordinary equity holders of the
Company used to calculate diluted earnings per share

Number of ordinary shares at the beginning of reporting period
Number of ordinary shares at the end of reporting period

4.337.223

4.337.223
3.370.712
966.511

3.370.712

1.470.576.500
1.730.090.000

2 670 247

2 670 247
1920171

750 076

1920171

14.705.765
1.470.576.500

Average weighted number of ordinary shares issued used to

1.513.947.249

1.470.576.500

calculate basic earnings per share

On 12 September 2008, the Extraordinary Meeting of Shareholders changed the hitherto existing
number of shares by dividing their nominal value in the proportion of 1:100, i.e. the nominal value of
shares which amounted to PLN 1,000 per share was decreased and settled at the level of PLN 10 per
share. The change of the nominal value of shares did not constitute for a change in the value or
structure of the share capital but only resulted in the change of nhumber of shares. The Company
presented the earnings per share ratio for the period ended 31 December 2008 using the number of
shares after division of their nominal value.

As described in Note 35.1, on 3 September 2009, the Extraordinary Meeting of Shareholders adopted
a resolution regarding the increase of the share capital of the Company in the manner of an issue of
new shares excluding the subscription right of the hitherto existing shareholder. According to IAS
33.21, the ordinary shares issued in exchange for cash should be included into calculation of earnings
per share ratio since the moment in which cash is due. Due to the above, when calculating the
weighed average number of shares issued, the new shares were taken into account by the Company
since November 2009.
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21. Dividends paid and dividends declared

i ssued in

Period ended Period ended
31 December 2009 31 December 2008

Cash dividends from ordinary shares

Dividend paid from retained earnings 527.829 300.000
Dividend paid from other capital reserves 414.017 -
Obligatory distribution from profit paid to the State Treasury 99.570
by the parent company 198.142
Total cash dividends from ordinary shares 1.139.988 399.570
Dividends in kind
Dividend paid from retained earnings - 248.300
Total dividends in kind - 248.300
Total dividends 1.139.988 647.870
Cash dividends per share (in PLN)* 0,78* 0,27**

* As described in Note 35.1, in September 2009, the Extraordinary Meeting of Shareholders of PGE Polska Grupa
Energetyczna S.A. adopted a resolution on increasing the value of the share capital. The increase of the share capital was
registered in the National Court Register on 30 November 2009. Due to the above, the cash dividend per share was calculated
based on the number of shares in the period in which the resolution was adopted, i.e. before the increase of the share capital.

** |n September 2008, the Extraordinary Meeting of Shareholders of PGE Polska Grupa Energetyczna S.A. adopted a resolution
on dividing the hitherto existing nominal value of shares without changing the value of the share capital. Due to the above, the
dividend per share ratio for the whole reporting period ended 31 December 2008 was calculated based on the number of shares
after division of their nominal value.

Until the debut on Warsaw Stock Exchange, PGE Polska Grupa Energetyczna S.A. was subject to
provisions related to an obligatory distribution of profit paid by sole-shareholders companies of the
State Treasury, which amounts to 15% reflected ih ¢he
statutory financial statements less current corporate income tax. According to IFRS, such payments
are recognized as payments of a dividend to a shareholder and reflected as a change in equity. Since
December 2009, the Company is no longer obliged to pay distribution from profit.

Dividend in 2008

On 21 May 2008, the Extraordinary Meeting of Shareholders adopted a resolution based on which
PLN 100,900 thousand of reserve capital was to pay the dividend. Simultaneously, a resolution was
adopted to pay the dividend as the dividend in kind in the form of transferring shares of exploitation
entities to the State Treasury, i.e. PSE-Centrum S.A,, PSEEWs ch - d S.-Aac¢ h -PEBSES -
P. g rSAAcand PSE-Po g u d ni e difereiice befween the carrying amount and fair value of the
net assets transferred is recognized in financial revenues.

On 30 October 2008, the Extraordinary Meeting of Shareholders adopted a resolution based on which
PLN 147,400 thousand of reserve capital was allocated to pay the dividend. The dividend was paid as
dividend in kind in the form of transferring ownership rights related to power lines, the carrying amount

of which amounted to PLN 169,261 thousand.
Dividend in 2009

On 30 June 2009, the Ordinary Meeting of Shareholders decided to allocate PLN 509,185 thousand of
2008 profit to pay the dividend. Furthermore, the retained earnings in the amount of PLN 18,644
thousand and reserve capital in the amount of PLN 414,017 thousand were also allocated to pay the
dividend. The divided defined by the Ordinary Meeting of Shareholders resolutions of 30 June 2009
was paid on 31 August 2009.

The restrictions related to payment of dividend were described in detail in Note 35.5 of explanatory
notes to the foregoing consolidated financial statements.
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22. Property, plant and equipment
Other property,
Buildings and Machinery and Means of plant and Construction in
31 December 2009 Land construction equipment transport equipment progress Total

Gross book value

Opening balance 180.927 20.391.399 22.654.337 292.774 429.653 4.030.688 47.979.778
Direct purchase 194 22.301 33.673 499 51.178 3.553.821 3.661.666
;rrggf‘é‘;;from construction in 11.743 894.942 1.472.250 37.211 26.491 (2.442.637) ;
Sales/ disposals (1.119) (11.473) (30.658) (5.110) (35.252) (261) (83.873)
Transfers between groups (3.583) 909 1.443 4 1.227 - -
Donations and transfers free of (113) 12.010 394 ) (11) ) 12.280
charge

Liquidations (146) (73.794) (149.409) (886) (3.510) (3.733) (231.478)
Other 4,016 (3.661) 15.834 (383) 25.843 62.527 104.176
Closing balance 191.919 21.232.633 23.997.864 324.109 495.619 5.200.405 51.442.549
Depreciation and revaluation

write-offs

Opening balance 10.768 3.592.017 6.190.632 109.217 247.154 18.421 10.168.209
Increase of impairment losses - 1.762 6.209 32 - 3.004 11.097
Decrease of impairment losses - (32.997) (18.003) - - (940) (51.940)
Sales/ disposals (122) (7.099) (20.323) (3.155) (7.127) - (37826)
Transfers between groups (879) 233 193 294 159 - -
Donations and transfers free of

charge @) - (102) - 9) - (114)
Liquidation - (44.884) (123.750) (687) (2.591) - (171.912)
Other 3.020 4.678 (23.107) (357) 25.261 (6.230) 3.265
Accumulated depreciation 15.998 4.474.661 7.546.991 136.577 308.313 14.345 12.496.885

175.921 16.757.972 16.450.873 187.532 187.306 5.186.060 38.945.664

Closing balance net book value
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Other property,
Buildings and Machinery and Means of plant and Construction in
31 December 2008 Land construction equipment transport equipment progress Total

Gross book value
Opening balance 175.605 19.683.349 21.082.555 258.380 436.041 2.725.414 44.361.344
Direct purchase 26 36.491 58.027 2.416 71.336 4.161.334 4.329.630
Transfer from construction in progress 14.689 1.027.363 1.854.283 38.653 21.181 (2956169) -
Transfers between groups - 34.606 (34.878) (68) 340 - -
(I:Dr(]):rztéons and transfers free of (812) 10.504 179 (75) @) ) 9792
Liquidations 5) (64.878) (269.279) (1.517) (4.204) (2.546) (342.429)
Other (7.413) (31.984) 1.526 142 (15.433) 102.809 49.647
Closing balance 180.927 20.391.399 22.654.337 292.774 429.653 4.030.688 47.979.778
Depreciation and revaluation write
offs
Opening balance 11.590 2.673.911 5.072.952 80.892 233.041 6.352 8.078.738
Increase of impairment losses - 420 156 - (77) 1.822 2.321
Decrease of impairment losses (226) (2.361) (1.950) - (102) (2.490) (7.129)
Transfers between groups - 34.746 (34.852) (63) 169 - -
Donations and transfers free of
charge (220) ® (46) (24) ® - (301)
Liquidation - (27.750) (240.014) (1.134) (3.103) - (272.001)
Other (3.044) 3.617 (23.699) 12) (9.698) 12.737 (20.099)
Accumulated depreciation 10.768 3.592.017 6.190.632 109.217 247.154 18.421 10.168.209

170.159 16.799.382 16.463.705 183.557 182.499 4.012.267 37.811.569

Closing balance net book value
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