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AUDITOR’S OPINION

To the Shareholder and Supervisory Board of PGE Polska Grupa Energetyczna S.A.

We have audited the attached financial statements of PGE Polska Grupa Energetyczna S.A.
with registered office in Lublin, ul. Garbarska 214, including:

— introduction to the financial statements;

—  balance sheet prepared as of 31 December 2007, with total assets and liabilities plus equity
of PLN 20,360,120,229.29;

- profit and loss account for the period from 1 January 2007 to 31 December 2007, disclosing
a net profit of PLN 826,336,231.23;

~  statement of changes in equity for the period from 1 January 2007 to 31 December 2007,
disclosing an increase in equity of PLN 12,316,161,580.47,

~ cash flow statement for the period from 1 January 2007 to 31 December 2007, disclosing
a cash outflow of PLN 561,654,661.13;

— additional information and explanations.

Preparation of these financial statements is the responsibility of the Management Board
of the Company. Our responsibility was to audit and express an opinion on the fairness, correctness
and clarity of these financial statements and the correctness of the underlying accounting records.

Our audit was planned and performed in accordance with:

— section 7 of the Accounting Act of 29 September 1994 (Dz.U. of 2002 No. 76, item 694
with subsequent amendments);

- auditing standards issued by the National Council of Statutory Auditors in Poland;

in such a way as to obtain reasonable and sufficient basis for expressing an opinion as to whether
the financial statements were free of material misstatements. Our audit included in particular
examining — largely on a test basis — the accounting evidence and records supporting the amounts
and disclosures in the financial statements, assessing the accounting principles (policy) applied, the
estimates made by the Company’s Management Board, as well as evaluating the overall
presentation of the financial statements. We believe that our audit provides a reasonable basis
for our opinion.

. . . Member of
Audyt.Podatki. Konsulting . Doradztwo Finansowe. Deloitte Touche Tohmatsu
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In our opinion, the audited financial statements of PGE Polska Grupa Energetyczna S.A.
for the 2007 financial year were prepared in all material respects:

in form and content complying with the requirements of the Accounting Act of 29 September
1994 and the Company’s By-laws;

in accordance with the accounting principles defined by the Accounting Act and the
Company’s accounting policy;

based on properly kept accounting records;

and give a true and fair view of all the information essential for evaluating the economic
and financial position of the audited Company as of 31 December 2007 and its financial result
for the period from 1 January to 31 December 2007.

Without qualifying the correctness and faimess of the audited financial statements, we would like
to point out that:

As described in detail in Note VI.34 of the additional information and explanations

to the financial statements — “Information on revenues, expenses and result on activity

discontinued in the financial year or planned to be discontinued in the following year” — PGE

Polska Grupa Energetyczna S.A. was divided in the current reporting period.

As part of the split:

— tangible and intangible assets required for conducting business activities of the
Transmission System Operator were separated from the assets of the Divided Company
and constitute a separate enterprise (the TSO), within the meaning of Article 551 of the
Civil Code (“CC™);

— liabilities of the spun off TSO were separated,;

— assets and liabilities were transferred to the Acquiring Company.

The aforementioned transfer was conducted on 31 December 2007, i.e. at the date
of registering the increase in the share capital of the Acquiring Company. The separation
did not entail decreasing the share capital of the Divided Company but other equity.

As described in detail in Note VI.38 of the additional information and explanations to the
financial statements — “Long-Term Contracts” — by 31 December 2007 the Company had
concluded Termination Agreements with all energy producers being parties to the long-term
contracts (LTCs). Therefore, energy producers were entitled to receive funds for covering
stranded costs. The LTCs shall expire on 1 April 2008. In parallel to the conclusion of
Termination Agreements, the so called Final Annexes to the LTCs were signed, regulating the
principles of settlements as well as settlement amounts for the period from | January 2008 to
31 March 2008. The aforementioned Annexes exhaust totally and cancel all mutual
obligations of the parties to the LTCs.

The presented financial statements referred to in this opinion are stand alone financial
statements and should be used primarily for statutory purposes. These financial statements
may not constitute the sole basis for evaluating the financial and economic position
of the Company which is the Parent Entity in the Capital Group. In addition to the stand alone
financial statements, the Company also prepares consolidated financial statements
of the Capital Group in which it acts as the Parent Entity.
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The report on activities of the Company for the 2007 financial year is complete within the meaning
of Article 49 clause 2 of the Accounting Act and consistent with underlying information disclosed
in the audited financial statements.

Maria Rzepnikowska represented by
Certified auditor
no. 3499/1028

entity authorized to audit

financial statements entered under
number 73 on the list kept by the
National Council of Statutory Auditors

Warsaw, 10 April 2008

The above audit opinion together with audit report is a translation from the original Polish
version. In case of any discrepancies between the Polish and English version, the Polish version
shall prevail.



PGE POLSKA GRUPA ENERGETYCZNA S.A.

REPORT SUPPLEMENTING THE OPINION ON THE AUDIT
OF THE FINANCIAL STATEMENTS OF
PGE POLSKA GRUPA ENERGETYCZNA S.A.
FOR THE 2007 FINANCIAL YEAR

I. GENERAL INFORMATION
1. Details of the audited entity

The company operates under the name PGE Polska Grupa Energetyczna S.A. (formerly Polskie
Sieci Elektroenergetyczne Spétka Akcyjna). The Company’s registered office is located in Lublin, ul.
Garbarska 21A,

The Company operates as a joint stock company incorporated by the notarized deed of 2 August
1990 prepared by Wiadystaw Mirowski, Notary Public in Warsaw (Repertory A No. I 13754/90).
The Company was recorded in the Commercial Register kept by the District Court, XVI Business-
Registry Division in Warsaw, section B, under number 23605, based on a decision of 28 September
1990. The Company was recorded in the Register of Entrepreneurs kept by the District Court, XII
Business-Registry Division in Warsaw, under number KRS 0000059307,

Based on a notarized deed of 7 September 2007

-~ the name of the Company was changed from Polskie Sieci Elektroenergetyczne Spéika
Akcyjna to PGE Polska Grupa Energetyczna Spotka Akcyjna and

~  the location of the registered office of the Company was changed from Warsaw, ul. Mysia 2 to
Lublin ul. Garbarska 21 A,

Currently, the Company is recorded in the National Court Register kept by the District Court
in Lublin, XI Business Division of the National Court Register, under number KRS 0000059307.

The Company has the following tax identification number NIP: 526-025-05-41, assigned by the
Head of the Tax Office Warsaw-Srodmiescie on 22 June 1993,

The REGON number assigned to the Company by the Statistical Office on 18 March 1996 is
006227638.

The Company operates based on provisions of the Code of Commercial Companies.

In accordance with its By-laws, the scope of the Company’s business activities includes:

— electricity production;

— electricity transmission;

— electricity distribution and sales;

—  general construction work on line transmission structures: pipelines, electric energy lines,
electrical traction and telecommunication lines;

- general construction work on line distribution structures: pipelines, electric energy lines
and telecommunication lines;

~  general construction work on mining and production facilities;

—~  commission wholesale trade;

— telecommunication;

— Information Technology;

— business efficiency management;

— market research and public opinion polling;
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- research and development in technical science;

—  construction, urban and process design activities;

-~ business and management consulting;

— state defense;

— adult and other forms of education, n.e.c.;

— accounting services;

~  technical testing and analysis;

- manufacture and processing of coal coking products,
—  production of gas fuels;

— distribution and sales of gas fuels in the network system;
—  other commercial activity, n.e.c.

In the audited period, the Company conducted the following business activities:
— trade in electricity;

—~  electricity distribution;

—  accounting services.

As of 31 December 2007, the Company’s share capital amounted to PLN 14,705,756,000.00
and was divided into 14,705,765 registered (ordinary) shares with a face value of PLN 1,000 each.
As of 11 March 2008 (the date of the last Shareholders” Meeting) the State Treasury was the sole
shareholder of the Company.

The following changes in the share capital took place during the financial year:

- the share capital was increased by PLN 14,308,313,000.00 by means of issuing 14,308,313
registered shares of the E series, with a face value of PLN 1,000 each. The issue price was
PLN 1,000.

No changes in the ownership structure of the Company occurred in the audited period.
No changes in the Company’s share capital occurred after the balance sheet date.
The calendar year is the financial year of the Company.

The Company has the following related parties:

—  PSE Poludnie Sp. z 0.0. 100% subsidiary;

~  PSE Zachéd Sp. z 0.0. 100% subsidiary;

—  PSE Péinoc Sp. z 0.0. 100% subsidiary;

—  PSE Wschod Sp. z 0.0. 100% subsidiary;

—  PSE Centrum Sp. z o0.0. 100% subsidiary;

— PSE Electra S.A. 100% subsidiary (with lower-level subsidiaries);

- SOK S.A. 100% subsidiary;

~  PSE Serwis Sp. z 0.0. 100% subsidiary;

—  PSE Info Sp. z 0.0. 100% subsidiary;

— ESP S.A. 100% subsidiary (with lower-level subsidiaries);

— EPCS.A. 100% subsidiary;

— PGE Energia S.A. 85% subsidiary (with lower-level subsidiaries);

- BOT GORNICTWO | ENERGETYKA S.A. 85% subsidiary (with lower-level subsidiaries);
— EXATEL S.A. 94.94% subsidiary (with lower-level subsidiaries);

- Elektrocieplownia “Gorzéw” S.A.- 87.24% subsidiary;

- Energo - Utech S.A. - 50% co-subsidiary;

~ Swe-Pol Link AB - associated entity (33% share in equity).

As at the opinion date, the composition of the Company’s Management Board was as follows:
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—  Pawel Tomasz Urbanski - Chairman of the Board;
—  Henryk Przemystaw Baranowski - Vice Chairman of the Board;
- Emil Wojtowicz - Vice Chairman of the Board.

The following changes in the composition of the Company’s Management Board took place during

the audited period:

— on 22 February 2007 the Supervisory Board of the Company accepted Andrzej Dudek’s
statement of resignation from the position of Vice Chairman of the Management Board
of the Company;

— on 27 February 2007 the Extraordinary Shareholders' Meeting appointed Jacek Socha to the
position of Chairman of the Management Board;

— on 27 February 2007 the Extraordinary Shareholders' Mccting appointed Cmil Wojtowicz to
the position of Vice Chairman of the Management Board;

— on 4 July 2007 Jacek Socha, Chairman of the Management Board, submitted a statement of
resignation from the position;

— on 4 July 2007 the Supervisory Board entrusted Pawet Urbanski, Vice Chairman of the
Management Board, with the duties of Chairman of the Board;

— on 4 July 2007 the Supervisory Board dismissed Kazimierz Ferenc from the position of Vice
Chairman of the Management Board;

— on 5 October 2007 the Supervisory Board appointed Pawel Urbanski to the position of
Chairman of the Management Board of the Company;

- on 8 November 2007 the Extraordinary Shareholders’ Meeting appointed Konrad Miterski and
Lech Suchcicki to the Management Board of the Company;

- on 12 November 2007 Konrad Miterski resigned from the position of Member of the
Management Board of the Company;

— on 21 November 2007 the Supervisory Board suspended Lech Suchcicki, Member of the
Management Board, for the period of clarifying an issue, not longer than 3 months from the
date of a relevant resolution.

The following changes in the composition of the Company’s Management Board took place

after the balance sheet date and before the opinion date:

— on 29 January 2008 the Supervisory Board dismissed Lech Suchcicki from the position of
Vice Chairman of the Management Board of the Company.

As of 1 January 2007, the composition of the Company’s Management Board was as follows:

—  Jacek Socha - Chairman of the Board,

— Kazimierz Ferenc - Vice Chairman of the Board;
—  Pawet Urbanski - Vice Chairman of the Board;
— Henryk Baranowski - Vice Chairman of the Board;
—  Andrzej Dudek - Vice Chairman of the Board.

2. Information on the financial statements for the previous financial year

In 2006 the activities of the Company resulted in a net profit of PLN 1,640,441,295.09. The
Company’s financial statements for the 2006 financial year were audited by a certified auditor. The
audit was performed by the authorized entity - Deloitte Audyt Sp. z 0.0. On 28 March 2007, the
certified auditor issued an opinion on these financial statements with a comment pointing out the
following facts:

1. Asdescribed in detail in note 15 of the additional information and explanations to the financial
statements - “Long-term contracts” - the Company signed a number of long-term contracts
with energy and power producers, which entail irreversible obligations to purchase certain
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volumes of energy and power in the future at a predefined price formula. Purchase prices
resulting from the contracts are significantly higher than the prices valid on the bilateral
market. The Company does not have long-term agreements for sales of the energy and power
contracted for the future. Due to work on the shape of the electricity market, the Company
undertook actions aimed at restructuring the long-term contracts. The result of these activities
will have a significant impact on the future financial position of the Company.

2. As described in detail in Note 30 of the additional information and explanations to the
financial statements — “Information on revenues, expenses and result on activity discontinued
in the financial year or planned to be discontinued in the following year” — PGE Polska Grupa
Energetyczna S.A. was divided in the current financial year. The objective of the split consists
in transferring part of the Company's assets and liabilities to the acquiring company - PSE-
Operator S.A. The separated enterprise includes, in particular, part of the non-current assets
leased until 31 December 2007 to PSE Operator S.A., in the gross value of PLN
11,447,047,102.72.

3. The financial statements referred to in this opinion are individual financial statements
and should be used primarily for statutory purposes. These financial statements may not
constitute the sole basis for evaluating the financial and economic position of the Company
which is the Parent Entity in the Capital Group. In addition to the individual financial
statements, the Company also prepares consolidated financial statements of the Capital Group
in which it acts as the Parent Entity.

The General Shareholders’ Meeting which approved the financial statements for the 2006 financial
year, was held on 29 June 2007. The General Shareholders’ Meeting decided to allocate the total
net profit for 2006, in the amount of PLN 1,640,441,295.09 to the supplementary capital.

The financial statements for the 2006 financial year were submitted in accordance with the law
to the National Court Register on 10 July 2007 and submitted for publication in Monitor Polski B
on 13 July 2007. The financial statements for the 2006 financial year were published in Monitor
Polski B No. 1816 of 13 November 2007.

3. Data identifying the entity authorized to audit financial statements and the certified
auditor acting on its behalf

The audit of the financial statements was performed based on the agreement of 13 December 2007
concluded between PGE Polska Grupa Energetyczna S.A. and Deloitte Audyt Sp. z o.0.
with registered office in Warsaw, ul. Pickna 18, recorded under number 73 on the list of entities
authorized to provide audit services kept by the National Council of Statutory Auditors. On behalf
of the authorized entity, the audit of the financial statements was conducted under the supervision
of a certified auditor Maria Rzepnikowska (no. 3499/1028), at the Company’s premises from
3 to 21 November 2007 and from 18 February to 31 March 2008, as well as outside the premises
of the Company from 1 to 10 April 2008.

The authorized entity was appointed by the Supervisory Board, by resolution of 14 November 2007
based on an authorization presented in Article 26, clause 1, point 4 the Company’s By-laws.

Deloitte Audyt Sp. z 0.0. and the certified auditor Maria Rzepnikowska confirm that they are
authorized to carry out audits and meet the requirements of Article 66 clauses 2 and 3
of the Accounting Act to express an unbiased and independent opinion on the financial statements
of PGE Polska Grupa Energetyczna S. A.
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4. Availability of data and management representations

The scope of our audit was not limited.

During the audit, all necessary documents and data as well as detailed information and explanations
were provided to the authorized entity and the certified auditor, as confirmed in a written
representation of the Company’s Management Board of 10 April 2008.

Deloitte Audyt Sp. z o.0. 10
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5. Economic and financial position of the Company

Presented below are the main items from the profit and loss account as well as financial ratios
describing the financial result of the Company as well as its economic and financial position

compared to previous years,

Main items from the profit and loss account 2007 2006 2005

(PLN ‘000)

Sales revenues 11,259,148.9 12,535,523.4 13,343,232.8

Operating expenses 10,489,956.4 11,370,056.7 12,708,761.1

Other operating revenues 229,500.4 81,611.2 93,795.0

Other operating expenses 136,160.1 15,664.2 176,491.4

Financial revenues 367,852.8 968,723.2 320,364.1

Financial expenses 82,735.9 46,643.9 85,193.3

Extraordinary gains (losses) 0 0 0.0

Income tax 180,049.9 224,170.4 135,041.9

Other statutory reductions in profit 141,263.7 288,881.4 104,440.5

Net profit (loss) 826,336.2  1,640,441.3 547,463.6

Profitability ratios 2007 2006 2005

~ gross profit margin 10.2% 17.2% 5.9%

~ net profit margin 7.3% 13.1% 4.1%

- net return on equity 4.9% 42.8% 15.1%

Effectiveness ratios

— assets turnover ratio 0.6 1.7 2.0
— receivables turnover in days 37 40 37

— liabilities turnover in days 29 34 32
Liquidity/Net working capital

— debt ratio 0.1 0.3 0.4
~ equity to fixed assets ratio 0.9 0.7 0.6
— net working capital (PLN ‘000) 940,844.9 885,886.5 -50,649.9
— current ratio 2.1 1.6 1.0
— quick ratio 2.1 1.6 1.0
The analysis of the above figures and ratios identified the following trends in 2007:

—  adecrease in the gross and net profit margin as well as net return on equity;

— adecrease in the assets turnover ratio;

— adecrease in receivables and liabilities turnover in days;

—~ adecrease in the debt ratio;

-  anincrease in the equity to fixed assets ratio and the net working capital;

— anincrease in liquidity ratios.
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II. DETAILED INFORMATION
1. Evaluation of the accounting system

The Company has valid documentation describing the accounting principles (policy) applied,
including in particular: definition of the financial year and reporting periods thereof, methods of
measuring assets and liabilities, and determining the financial result, method of keeping the
accounting records and the system of data and file protection. The documentation of the accounting
policy was developed in line with the Accounting Act and approved for use effective from
1 January 2003 by Resolution no. 3/03/2004 of the Management Board of 13 January 2004.
Changes in the accounting policy arising from amended accounting and tax regulations have been
introduced by separate resolutions of the Company’s Management Board. The revised accounting
policy was approved by the Management Board for use effective from the financial year ended
31 December 2007, based on Resolution no. 41/12/2008 of 7 February 2008.

Accounting principles adopted by the Company comply with the Accounting Act. The introduction
to the financial statements gives a description of the basic measurement principles applied to assets
and liabilities as well as principles of measuring the financial result.

The Company uses the mySAP.com computerized accounting system, which enables it to record all
business transactions. The mySap.com system is password protected against unauthorized access
and has functional access controls. The description of the IT system complies with the requirements
of Article 10 clause 1 point 3 letter ¢) of the Accounting Act.

The opening balance results from the approved financial statements for the previous financial year
and was properly introduced into the accounting records of the audited period.

In the audited sample, the documentation of business transactions, the accounting records
and the relationships between accounting entries, financial documents and statements comply
with the requirements of section 2 of the Accounting Act.

The accounting records and vouchers, the documentation of the accounting system and the
approved financial statements of the Company are stored in compliance with section 8 of the
Accounting Act.

The Company performed a physical count of assets and liabilities within the scope, timing
and frequency provided for in the Accounting Act. Identified differences were recorded and settled
in the accounting records for the audited period.

2. Information on the audited financial statements

The audited financial statements were prepared as of 31 December 2007 and include:
— introduction to the financial statements;

—  balance sheet prepared as of 31 December 2007, with total assets and liabilities plus equity
of PLN 20,360,120,229.29;

—  profit and loss account for the period from 1 January 2007 to 31 December 2007, disclosing
a net profit of PLN 826,336,231.23;

— statement of changes in equity for the period from 1 January 2007 to 31 December 2007,
disclosing an increase in equity of PLN 12,316,161,580.47;
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— cash flow statement for the period from 1 January 2007 to 31 December 2007, disclosing
a cash outflow of PLN 561,654,661.13;
-~ additional information and explanations.

The structure of assets and liabilities as well as items affecting the financial result was correctly
presented in the financial statements.

3. Information on selected material items of the financial statements

Tangible fixed assets

The Company’s tangible fixed assets include:
— fixed assets in the amount of PLN 103,991,904.89;
—  fixed assets under construction in the amount of PLN 5,103,867.01.

The notes of the additional explanations and information to the financial statements correctly
describe changes in fixed assets and fixed assets under construction, including disclosure

of any revaluation write-downs on such assets.

Long-term investments

The Company’s long-term investments include:

—  shares in related parties in the amount of PLN 14,964,780,914.37;

—  other securities in related parties in the amount of PLN 1,999,200,000.00;

— shares in other entities in the amount of PLN 1,054,126,682.59;

~  other securities in other entities in the amount of PLN 193,286,209.18;

—  other long-term financial assets in related parties in the amount of PLN 4,856,469.48.

The notes of the additional information and explanations to the financial statements correctly
describe changes in investments during the financial year.

Structure of receivables

The aging analysis of trade receivables was correctly presented in the respective explanatory note.
The audited sample did not include expired or redeemed receivables.

Liabilities

The structure of liabilities by type and due dates was correctly presented in the respective
explanatory note.

Key items of the Company’s liabilities include:

— trade liabilities in the amount of PLN 770,777,647.43,

-~ long-term liabilities to other entities arising from issuance of debt securities in the amount
of PLN 1,530,139,214.00;

~ short-term liabilities to other entities due to tax, customs duty, insurance and other liabilities in
the amount of PLN 101,157,855.27.

The audited sample did not include expired or redeemed liabilities.

Prepayments, accruals and provisions for liabilities

The structure of prepayments and accruals as well as provisions for liabilities are correctly
described in the respective explanatory notes.
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