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.-vv' Letter of the President of LW Bogdanka S.A.

Dear Sirs and Madames,

It is my pleasure to provide you with the
consolidated annual report of the LW Bogdanka
Group for 2019.

It was a year when a record-breaking figure was
noted with respect to the mining history

of Bogdanka, reaching almost 9.45 million

of commercial coal; it was also a year when we
closed the sales plan at a level of 9.4 million tonnes.

Higher extraction combined with an increase in our
contract prices in the previous year as well as

a better yield (64.1% in 2019 compared to 60.5%

a year before) translated into very good financial
results. Our revenue for that period amounted

to PLN 2.2 million (up by 22.8%), EBITDA - PLN 767.6
million (+63.6%), net profit — PLN 308.7 million
(+473.9%). 83% of our sales were performed within
the Enea Group, i.e. to Enea Wytwarzanie sp. z 0.0.
and Enea Elektrownia Pofaniec S.A.

We retain a strong market position achieving in 2019
the share in the market of thermal coal sales

of 20.8%, and the share in the market of thermal
coal sales to commercial power plants of 26.8%.

At the end of last year Bogdanka has obtained from
the Minister of Climate a mining licence for the
extraction of hard coal from the “K-6, K-7” deposit
in the Cycéw Mining Area, with the exploitable
resources of about 66 million tonnes. This has
increased our resource base and allows us to better
plan the production in the long term. As the K-6, K-7
deposit is situated in a direct vicinity of deposits
currently exploited by us, we are planning to start,
in a several years perspective, the extraction on the
basis of the existing infrastructure in the Stefanéow
Field.

We continue to improve our efficiency, striving

to better the operational excellence. In the past year
it was reflected in certain top achievements: monthly
production (903.5 tonnes in January 2019),

the biggest longwall progress by the ploughing
technique (432 metres in July 2019), the highest daily
extraction from one wall by the ploughing technique

(33,612 tonnes of coal, on 23 October 2019). Even

if we do not aim at breaking records, they are

a consequence of our continuous efforts to search
for new solutions and confirm the Company’s
potential, its high technical culture and involvement
of our employees and possibilities which yet await
us.

We publish this annual report in the time of concerns
and doubts as to the ongoing pandemic whose
consequences for the economy can hardly

be predicted.

As at the report publication date no interruptions

in our production were observed in connection with
epidemic-related restrictions. Nevertheless,

we attentively monitor the situation and have taken
an array of actions with a view to minimising any
threats for our employees’ and contractors’ safety,
thus mitigating the related risk for continuity of our
operations. We have implemented relevant
procedures at work, increased the availability

of protective gear and disinfectants, reduced
contacts with the external parties and implemented
a number of other actions. The whole situation

is controlled by a crisis management center and
working teams, alert to an immediate response

at any moment. The Group’s employees show
responsibility and understanding to all taken
measures and implemented precautions,

which allows us to maintain uninterrupted continuity
of mining.

As at the date of publication of these financial
statements it is very difficult to predict how the
situation will develop, and what adverse
consequences (if any) for the Company’s operating
activity and its results it will bring. Possible risks are
described in this report.

We are dedicated to facing all possible challenges
strongly and effectively. We have at our disposal all
tools to do that — as the most efficient coal mine

in Poland we generate sound financial results, do not
have debts, and our stability is additionally
reinforced by the fact of being a part of the Enea
Group.
Our goal is to further strengthen the position
of LW Bogdanka as the most efficient and most
modern Polish mine and build the Company’s value
for all shareholders.

Sincerely,

Artur Wasil
President of the Management Board
of LW Bogdanka S.A.
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Operating data Financial data

Gross coal extraction — 14.7 million tonnes Revenue on sales — PLN 2,157.9 million
Production of commercial coal — 9.5 million tonnes Profit on sales — PLN 358.4 million
Yield — 64.1% EBIT — PLN 375.2 million

Sale of commercial coal — 9.4 million tonnes EBITDA — PLN 767.6 million

New excavations — 29.1 km Net profit — PLN 308.7 million
Workforce

Headcount at the end of 2019 - 5,654 FTJs

Increase in headcount comparing to 2018 - 5%
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Key events in 2019 Q3 2019

¢ changes in the Supervisory Board of LW Bogdanka S.A.

Q1 2019 Q4 2019

* resignation of a Management Board member e session of the Extraordinary General Shareholders
- Mr Marcin Kapkowski Meeting of LW Bogdanka S.A.

e concluding an annex to the agreement with Grupa
Azoty Zaktady Azotowe Putawy S.A.

* concluding an annex to the Long-Term Agreement
« decrease in TFI PZU S.A. investments funds’ with ENERGA Elektrownie Ostrotgka S.A.

share below 5%
*  obtaining of a hard coal mining licence for the

 release of the provision for Social Security “Lublin Coal Basin — areas K-6 and K-7” deposit
Institution’s (ZUS) claims related
to contribution for accident insurance * conclusion of an Annex to the Long-term

Agreement with ENEA Wytwarzanie Sp. z 0.0.

* concluding an Annex with Enea Elektrownia
Potaniec S.A. with provisions for 2021 * concluding an Annex with Enea Elektrownia
Potaniec S.A.
* appointment of the Management Board
of LW Bogdanka S.A. to the new term of office

*  session of the Annual General Shareholders Key events after the balance-
Meeting of LW Bogdanka S.A.
sheet date

* adopting a resolution regarding payment
of dividend from the 2018 profit »  court registration of the amendments in the
Articles of Association of LW Bogdanka S.A.
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Organisation and business activities
of the LW Bogdanka Group
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History in brief

Given the Group’s structure and the fact that the majority of its operations are carried out by the Parent
(the subsidiaries perform auxiliary functions to the operations run by the Parent), descriptions contained
in the Report also refer directly to actions and events occurring at the Parent. Whenever any differences
occur, they are clearly indicated by relevant description and data.

Lubelski Wegiel Bogdanka Spotka
Akcyjna

Address: Bogdanka, 21-013 Puchaczéw
Lublin Province

Phone:  +48814625100,+48 814625101
Fax: +48 814625191
WWW: www.lw.com.pl; www.ri.lw.com.pl

Industry ID No.
(REGON): 430309210

Tax Reg. No.
(NIP): 713-000-57-84
E-mail: bogdanka@Ilw.com.pl

Legal form and regulations which
provide a basis for the Company's
activities

LW Bogdanka S.A. is a joint-stock company

operating under the laws of Poland.

The Company operates on the basis of legal acts

which include the following:

* Act of 15 September 2000 — Commercial
Companies Code (Dz. U. 2017.1577)

e Act of 9 June 2011 — Geological and Mining Law
(Dz. U. 2017.2126)

The founder of the Company is the State Treasury,
represented by the Minister of the State Treasury.
The Company may operate in Poland and abroad.
The Company was established for an indefinite
term.

() () () ) —_— ) N " ) —_ ) >
N \/ N—r N— \_/ \_/ N \_/ \_/
17 January 1975 1 March 1993 29 December 1994 4 January 2012 4 February 2013 14 September 2015 29 October 2015 17 November 2017 20 December 2019

decision on construction
of a pilot and excavation

mine in Bogdanka.

Bogdanka was one of the
seven mines which were

to be built in the Lublin
Coal Basin,

but ultimately it turned
out to be the only one
to materialise after the
project was suspended.

transformation

of a state-owned
enterprise into

a company wholly
owned by the State
Treasury operating
under the business
name: Kopalnia
Wegla Kamiennego
Bogdanka S.A.

in performance

of a bank settlement,
as a result of debt
conversion, KWK
Bogdanka S.A. ceased
to be a company
wholly owned by the
State Treasury, as the
new shareholders
(creditors) took
up4.0% of shares in
the Company.

3,208,111 employee
shares were introduced
to trading on the
Warsaw Stock Exchange

another lot of
34,754 shares were
introduced.

LW Bogdanka S.A.’s
public float totals
34,013,455 shares.
As at the date

of publishing this

shares of

LW Bogdanka S.A.,

in which it stated
that it intended to
acquire up to 64.57%
of the total number

Report, of votes at the
the remaining 135  Company’s General
shares are Shareholders

registered shares.
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Meeting

Enea S.A. announced LW Bogdanka S.A.
a tender offer for the became part of the Enea licence for the Ostrow
Group.

obtaining of a hard coal
mining licence for the
“Lublin Coal Basin —
areas K-6 and K-7”
deposit in the Cycéw
Mining Area

obtaining of the mining

deposit in the Ludwin
Mining Area
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LW Bogdanka Group

THE LUBELSKI WEGIEL BOGDANKA GROUP

88.7%

teczynska Energetyka
sp. z 0.0.
producing heat energy, refurbishing, maintaining

and assembling of power production equipment,
producing drinking and industrial water

100%

EkoTrans Bogdanka

sp. z 0.0.

comprehensive transport organisation and
recovery of spoil arising during coal shale washing
and cleaning, reclamation services

100%

RG Bogdanka

sp. z 0.0.

services, deliveries and mining works for
LW Bogdanka S.A.

100%

MR Bogdanka

sp. z 0.0.

repairs, regeneration and production of steel
constructions, providing services
to LW Bogdanka S.A.

As at the date of submitting the Report, LW Bogdanka S.A. also holds 22.41% of shares in Kolejowe Zaktady Maszyn KOLZAM S.A., with a share capital of PLN 750,000 (bankruptcy proceedings were discontinued, the company does not
conduct business). The ownership title to the shares was transferred to the Parent as security for financial settlements for the provision of transport services. That company has not been included in the consolidation.

Changes in basic management rules
of LW Bogdanka S.A.

In order to make the rules of management
of LW Bogdanka S.A. more precise, the following
were introduced in 2019:

¢ amendments to the Company's Organisational
Rules and the Organisation Chart,

¢ updated policy of Personal Data Protection
applicable at the Company,

¢ temporary distribution of responsibilities of the
Vice-President of the Management Board,
Procurement and Investments

¢ Appendix 17 to the Rules of Work and Bonus
Payments to Sales Representatives dated
29 November 2017, being an Annual Sales Plan
for coal goods in 2019

principles of granting, registering, return and
archiving powers of attorney (authorisations)
issued by the Company,

rules of procedure regarding incoming letters
from courts, prosecutor’s office and the police
defining rules for signing cover letters

to agreements, annexes, arrangements to which
LW Bogdanka S.A. is a party

uniform Terms and Conditions of Coal Sales
rules for the granting of contracts which are not
subject to the Public Procurement Law

rules for using car fleet at LW Bogdanka S.A.
rules for public procurement awards

by LW Bogdanka S.A. for social services and
other specific services with the value of up to
EUR 1,000,000

day-to-day technical and formal supervision over
the execution of concluded agreements,
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including charging liquidated damages for their
inconclusive performance and controlling
payment deadlines

Uniform Rules of Work,

guidelines regarding LWB’s CERT Team and
reporting incidents in the national cybersecurity
system at LW Bogdanka S.A.

update of the Project Management Methodics
at the LW Bogdanka Group, the Rules for Project
Categorisation at the LW Bogdanka Group,

and the Rules for Updating Key Project List at the
LW Bogdanka Group

updated Instruction of rules and manner

of inventory taking at LW Bogdanka S.A.
updated Accounting Policy of the Company and
the LW Bogdanka Group companies

The Company has updated its existing
documentation and introduced the new ones

in order to increase transparency and streamline
a delivery service process.



-@- Directors’ Report on Operations of LW Bogdanka S.A. and the LW Bogdanka Group for 2019

.-vv' Business activities of LW Bogdanka S.A.

LW Bogdanka S.A. is one of the leading hard coal producers in Poland,
standing out in the industry in terms of financial performance,
productivity, and investment plans to access new deposits. The thermal
hard coal sold by the Company is mostly used to produce electricity,
heat and cement. The Company's customers are mainly industrial
companies, especially entities operating in the power industry, located
in the east and north-east of Poland. LW Bogdanka S.A. makes part

of the Enea Group, one of the leaders of the Polish power market.

Luniiski WeaieL

£ sochauii

Production [million tonnes]

9,1 9,0 9,5

2017 2018 2019

LW Bogdanka S.A. has three excavation fields: Key customers [% of share in revenue]
* Bogdanka The Company's main customers include:
¢ Nadrybie ¢ the Enea Group — Enea Wytwarzanie

e Stefandw .

Leader in
effectiveness

Key link in the Most modern hard coal

Enea Group’s value mine in Poland from 2009
chain

Listed company

In 2019, the coal production structure was as follows:
e fine coal —99.3%

* nutcoal-0.0%
* peacoal-0.7%

11

the Enea Group — Enea Potaniec
Energa Elektrownie Ostroteka
Azoty Group - Zaktady Azotowe Putawy S.A.

= Enea Wytwarzanie = Enea Elektrownie Potfaniec
Zaktady Azotowe Putawy SA Energa Elektrownia Ostroteka

Pozostali

Sale [million tonnes]

9,2 89 9,4

2017 2018 2019
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Business activities of LW Bogdanka S.A.

Cutting-edge technologies

LW Bogdanka S.A. cares for its employees’ safety
and for the environment. It utilises the most
advanced technologies and world-class machines
and equipment in its extraction processes.

As a result, it is the leading mine with the highest
efficiency and effectiveness ratios in Poland.

The Company’s underground efficiency rate is twice
as high as the average for Poland’s hard coal mining
sector.

Cost control

The Company continues to be the efficiency leader
in Poland’s mining sector due to its Cost
Optimisation Programme which is consistently
pursued. Its strategy assumes further reduction

of the Unit Mining Cash Cost.

Licences obtained

The Company holds four mining licences for

extraction of hard coal from the following deposits:

*  Bogdanka (Puchaczéw V)
*  Streczyn, K-3

e Ostrow

*  K-6,K-7

Assuming annual coal production at the level

of about 9.0 million tonnes, the resources of the
areas considered to be of key importance to the
2030 Strategy alone will ensure about 50 years
of continuous exploitation.

Towards a Smart Mine

We have built our success on smart solutions.

We would not have achieved this without:

e our staff — highly skilled, sharing our advanced
technology-oriented culture, and focused
on efficient cooperation and common goals

e our machines and equipment — highly efficient,
reliable, energy saving, well chosen to existing
geological and mining conditions, and enabling
the mechanisation of both core mining and
various auxiliary operations

e our efforts to eliminate hard physical work and
dangerous work as far as possible by way
of mechanisation and automation
of underground work wherever feasible

e ourleading-edge computer systems
implemented in a variety of areas of mining
operations to streamline technology processes,
to monitor machines and equipment and
to plan production, identify risks, etc.

The Company has a deposit management system:
* Digital deposit model (so far the only one
in Poland's hard coal mining industry)
* Digital maps of mine excavations
* Digital timetable of opening, preparatory and
extraction works.

As part of the programme, efforts are currently
underway to develop:

*  Map of underground infrastructure facilities
e Central database.

12
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Production potential
of LW Bogdanka S.A.

The mining area exploited by the Company
is divided into three mining fields:

*  Bogdanka Field

* Nadrybie Field

e Stefandéw Field

Shafts of the mine are located in:
* Bogdanka
*  Nadrybie
e Stefanéw

While the lifting shafts are located in:
* Bogdanka
e Stefanéw

The Company holds four mining licences for

extraction of hard coal:

* Bogdanka deposit, covered by the “Puchaczéw
V” mining area (seams 382, 385/2, 389 and 391)
with the area of 73.3 sg. km, located in the
Communes of Cycow, Ludwin and Puchaczéw
in the Lublin Province

e K-3 deposit, covered by the “Streczyn” mining
area (seams: 379/2,385/2,391) with the area
of 9.38 sg. km, located in the Communes
of Cycéw and Puchaczéw in the Lublin Province

e Ostréow deposit in the Ludwin mining area,
situated in the area of Ludwin, teczna, Ostréw
Lubelski, Sosnowica, Usciméw and Puchaczéw
communes and municipalities, with an area
totalling 78.67 sg. km; mining will be carried out
in seams 377/1, 379, 382 and 385/2

e K-6, K-7 deposit in the CycoOw mining area,
situated in the area of Cycow commune, with
an area totalling 51.78 sq. km; mining will be
carried out in seams 379, 380, 382, 387, 389
and 391.

Hard coal reserves - Bogdanka (Puchaczéw V) - updated as at 31 December 2019

Reserves [million tonnes]

Total balance
Industrial

Operating reserves

year
2016 2017 2018
763.9 754.0 746.8
280.0 269.1 262.0
210.6 203.0 195.9

Difference

2019 2019-2018

742.6 -4.2
247.3 -14.7
185.7 -10.2

In 2019, upon approval of the Ministry of Environment, the Company reclassified and updated a portion of resources

Hard coal reserves - Streczyn — K-3 - updated as at
31 December 2019

Reserves [million tonnes] 2019

Total balance* 146.7
Industrial 27.5
Operating reserves 22.2

*Balance reserves (covered by the licence)

In 2019, upon approval of the Ministry
of Environment, the Company reclassified and
updated a portion of resources

Hard coal reserves - Ostrow - updated as at
31 December 2019

Hard coal reserves - K-6, K-7 - updated as at
31 December 2019

Reserves [million tonnes] 2019 Reserves [million tonnes] 2019

Total balance* 1,251.4 Total balance* 654.4
Industrial 250.8 Industrial 911
Operating reserves 171.7 Operating reserves 65.6

*Balance reserves (covered by a licence)

*Balance reserves (covered by a licence)
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Development strategy
of LW Bogdanka S.A.

On 9 February 2017 the Parent announced its
Development Strategy of LW Bogdanka S.A. - Mining
Area of the Enea Group until 2025 (under the 2030
framework), including the dividend policy.

The adopted strategy reflects the 2030
Development Strategy of the Enea Group

as it covers, among other things, activities to meet
the rising demand for thermal coal on the side

of power and cogen plants from the Generation
Area of the Enea Group and to implement

10 strategic initiatives planned by the Enea Group
for the Mining area.

Vision

Bogdanka is a strong link in the value chain of the
Enea Group and the efficiency leader in the mining
sector with the highest work safety standards.

Mission

By contributing to energy security of Poland,
Bogdanka proves that it is a reliable supplier of coal
for commercial power plants, able to maintain its
competitive advantage and to continuously increase
the value of the Company, while improving its work
safety and environment protection standards and
implementing innovative solutions.

In the course of the activities to formulate the
Strategy, two development scenarios were
prepared:

* baseline scenario, which assumes average
production at a level of about 8.5 million tonnes
over 2017-2025 and capital expenditure
amounting to PLN 3.7 billion (in nominal terms)
in 2016-2025;

¢ flexible development scenario, which assumes
average annual projected production at a level
of about 9.2 million tonnes over 2017-2025 and
capital expenditure amounting to PLN 4.0
billion (in nominal terms) in 2016-2025.

Taking into account the current and expected
market situation, the Parent wants to implement
the flexible development scenario as part of its
Strategy.

Based on the above assumptions the Parent
will strive to achieve the following objectives
by 2025:

* return on equity (ROE) at a level of 10.9%

e return on assets (ROA) at a level of 8.5%

* and anincrease in nominal EBITDA by 44.0%
(compared to 2015 value adjusted by the
impairment loss).

The Parent assumes that it will strengthen its

market position by achieving at least a 25% share

in the market of fine thermal coal for commercial
power plants as well as its financial position

by a further reduction in the UMCC by 10% in real

terms by 2025, compared to 2015.

During the implementation of the Strategy,

the Management Board will focus on the key

areas of operations of the Parent, which

include:

1. Close cooperation and utilisation of synergies

in the Kozienice-Bogdanka-Potaniec mining and

power generation area

2. Efforts to double the exploitable resources on the

basis of the Ostréw deposit and to extent the mine’s

life to about 50 years

3. Implementation of strategic initiatives which

include:

e feasibility study of construction of an integrated
gasification cycle (IGCC) system for production
of fuel for power generation within the ENEA

Group

*  programme to continue improving work safety

» utilisation of the advanced high-performance
face complex

* continuation of the “Smart Mine” programme

« effective waste rock management

*  operator’s services provided by LW Bogdanka
S.A., offered on the basis of high technological
and management standards of the Parent.

Until 2030, a key direction for the Parent will be the
development of infrastructure in the Ludwin Mining
Area (Ostrow deposit) - according to preliminary
estimates the Parent will spend there about PLN
1.2 - 1.3 billion (in real terms) after 2025.

This project is to ensure that the shaft complex

in the Bogdanka Field can continue coal extracting
after 2030.

Corporate social responsibility (CSR)

Because of its crucial importance to the region,
one of the Group’s goals, as always, is to run its
business operations in compliance with the rules
of corporate social responsibility (CSR) strategy,
which includes ensuring the highest work safety
standards, environmental effectiveness,

the protection of local biodiversity, the stimulation
of development and a guarantee of security for
local communities, as well as the effective
management of relationships with all groups

of stakeholders - all these in line with the principles
of sustainable growth.

Dividend policy

In the medium and long run, the Parent wants

to remain a dividend-paying company, and the
Management Board intends to ask the General
Shareholders Meeting for approval of dividends
up to 50% of the net profits shown in the

LW Bogdanka S.A.’s separate financial statements,
prepared in accordance with the IFRS UE.

Planned coal production in 2015-2030 [million tonnes]

8,5

9,0 9,1 9,0 93 9,1
| 038 | [ 0.6 ]
9,1 8,5 8,5

Reached 2015 Reached 2016 Reached 2017 Av. 2018-2020 Av. 2021-2025 Av. 2026-2030

M Baseline scenario
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O Flexible development scenario
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Pursuance of LW Bogdanka S.A’s strategy in 2019

- RESOURCES )
— FINANCE COSTS

+100%

Exploitable
resources
[million tonnes]

UMCC trend
[% relative to 2015]

Return on Equity
(ROE)

P

—S

Return on Assets
(ROA)

— MARKET N\ )

EBITDA
[PLN million]

In-house coal
consumption ratio
(Enea Group)

Share in fine coal /

market (commercial
pp) [%]

- J

1 — adjusted by impairment loss \_

Annual output
[million tonnes]

, OUTPUT —
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Development strategy of the Development strategy Development strategy
subsidiaries of MR Bogdanka sp. z o0.0. of EkoTrans Bogdanka sp. z 0.0.

Development strategy
of teczynska Energetyka sp. z 0.0.

The Management Board defined the following
strategic goals for the Company, to be pursued in the
years to come:

extension of the Water Treatment Station (WTS)
—due to the technological needs of LW Bogdanka
S.A. there are plans to continue this task in 2020-
2021 (cooling fire-extinguishing water tank)
construction of a new boiler unit in the boiler
house in Bogdanka — due to the necessity

to ensure uninterrupted supply of thermal
energy to customers (guaranteeing an additional
back-up generating capacity for mitigating the
risk of breaks in heat generation); there are plans
to build a new boiler unit in the boiler house.
The parameters of this boiler unit will be selected
with due account taken for the applicable
environmental protection laws - this year

a concept of assumptions for 2022-2023

is to be prepared

modernisation of the main heat line Bogdanka -
teczna - this task will be performed with a view
to reducing significant transmission losses and
protecting the network against gradual corrosion,
thus making them available for use in
subsequent years.

The company’s strategic goals include:

increase capacity in the area of mining machine
manufacturing and refurbishment

manufacture general purpose steel structures
manufacture and regenerate mass products used
by LW Bogdanka S.A.

The company's main objectives include:

modernisation and repairs of mining machinery
and equipment

manufacture general purpose steel structures
in accordance with all formal and legal
requirements
works related to manufacture and regenerate
mass products used by the Parent
repair and adaptation services for the office and
administrative infrastructure on the surface.

In 2020 and onwards the company is planning

to conduct business operations related to mining
waste management. The Company aims to recover
and recycle about 2.7 million tonnes of waste
generated by dry and wet coal processing annually.
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Development strategy
of RG Bogdanka sp. z 0.0.

The company conducts and will continue to develop
its operations involving auxiliary and preparatory
works for the Parent, LW Bogdanka S.A.
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Investment projects completed in 2019

In 2019, LW Bogdanka S.A. performed the planned investment tasks. In this respect, in 2019, capital expenditure for non-current assets totalled PLN 399,963,000.
The plan for 2019 included groups of tasks: development and replacement investments, including the purchase of machines and equipment, their modernisation and repairs, enlargement of the mining waste neutralization facility as well as
operational investments, including construction and upgrade of workings in the Bogdanka, Nadrybie, and Stefanéw Fields, etc.

Ostrow Field — design works — a programme & zoning concept along with the concept of monitoring natural environment were developed; the Regional Environmental Protection Directorate in Lublin issued
a decision whereby the Company is required to carry out an assessment of environmental impact of the planned investment.

Machine park

DEVELOPMENT Purchase and assembly of new machines and equipment—in 2019 LW Bogdanka S.A. purchased and assembled machines and equipment for a total amount of PLN 7,337,000, including costs of assembling.
AND REPLACEMENT  The mostimportant items include: belt conveyors, sifters, dedusters, manoeuvre tractors and diesel tractors, ventilation locks, sifters, Glinik crusher, device for lining disassembly in front of a wall, haulage
INVESTMENTS IN system of waste rock from the floor dinting.

LW BOGDANKA S.A.  Purchases of finished goods (machines and equipment)-the finished goods worth PLN 27,649,000 were purchased. The most important items included: ready-made transportation devices (including braking
trolleys, HUPA, hoists, mine transportation units), hydraulic pumps and aggregates, electric devices (including motors, electric equipment, flameproof transformer stations, flameproof bay of substation),
and other ready-made devices.

Upgrades of machines and equipment — PLN 9,576,000 was assigned for an upgrade of a cutting machine, suspended locomotives, hoists, belt conveyor, and wall electric equipment.

Upgrades and repairs of machines and equipment and longwall systems—the amount of PLN 12,439,000 was assigned for periodical wagon repairs, wall conveyor and longwall coal-cutting machine.

Enlargement of the mining waste neutralisation facility in Bogdanka — PLN 2,346,000 for works carried out as part of Stage | Part 2 with respect machines and electrical equipment. Design works are underway
regarding enlargement as part of Stage Il.

Switching stations and other electromagnetic systems — PLN 11,702,000 — investments included the upgrade of main fans in shaft 1.4, upgrade of driving system, shaft signalling of hoist machine in shaft 1.3.

MCPP replacement projects — PLN 5,341,000 was assigned for further modernisation of steel structures and MCPP facade, installation of electromagnetic separators and installation of pulsators on dust
containers.

Construction and modernisation of facilities and installations related to core operations — PLN 10,775,000 - the investment includes modernisation of the central air conditioning system in Stefanéw worth
PLN 5,934,000, the remainder was used for modernisation of workshop building and other purposes.

OPERATIONAL New workings and upgrade of existing ones
New excavations were built in accordance with the applicable Mining Works Schedule. The total length of the gallery workings as part of investments in the whole 2019 was equal to 25.1 km (all 26.4 km) with
INVESTMENTS the value of PLN 226,358,000.

LW BOGDANKA S.A. Modernisation of workings with respect to reconstruction of galleries and vertical excavations was performed in accordance with the adopted schedules. Their total value amounted to PLN 69,054,000.

New licences
In 2019, hard coal mining licence for the “Lublin Coal Basin — areas K-6 and K-7” deposit was obtained.
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Investment projects completed in 2019

teczynska Energetyka

*—QCZVHSka Investment tasks completed in 2019 included: expansion of the Water Treatment Station in Bogdanka and projects related to production, transmission and distribution of heat.
Energetyka and In 2019 the Company’s capital expenditure totalled PLN 6,273,000.

other subsidiaries Bogdanka

of LW Bogdanka In 2019 CAPEX amounted to PLN 2,987,000, allocated primarily for the purchase of a plough for floor dinting.

S.A. EkoTrans Bogdanka, MR Bogdanka

In 2019 incurred capital expenditure in the total amount of PLN 1,187,000. These expenses were related to material investments.

Selected items of capital expenditure in the LW Bogdanka Group

[PLN ‘000]

New workings and upgrade of existing ones
Maintenance of machinery
Obtaining new licences

Ostréw Field

Longwalls

Other development investments
ICT

Administration

Transport

Other

Total CAPEX in LW Bogdanka S.A.
teczyniska Energetyka sp. z 0.0.
Other subsidiaries

Total CAPEX at the LW Bogdanka Group

PTE 2019 implemZLlEtazt(i):-:
328,434 295,412
93,380 57,001
6,850 2,871
8,191 864

- 5

44,128 36,559
6,743 3,081
20 81
2,186 695
7,157 3,394
497,089 399,963
13,000 6,273
1,456 4,174
511,545 410,410

PTE 2019
implementation
[%]

89.9%
61.0%
41.9%
10.5%
82.8%
45.7%
405.0%
31.8%
47.4%
80.5%
48.3%
286.7%
80.2%

PTE 2020

293,582
126,775
350
2,950
166,750
37,909
6,705
30

95
5,476
640,622
10,800
2,739
654,161

Deliveries of devices for the ploughing system used for the exploitation of the first wall in seam 391, field VIII,

were rescheduled to January 2020.

As far as preparatory works are concerned, the Company in 2019 decreased the length of workings by almost 6 km

(with an estimated value of PLN 56.2 million).
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Capital expenditure for excavations in 2019.

Value of the
Total value of .
coal from capital Value of capital
Excavations and works - total Depreciation method Length [m] the . P expenditure [PLN
. expenditure [PLN .
excavations 000] 000]
[PLN '000]
Longwall excavations: natural 20,861.3
Basic excavations linear 4,208.5 81,848 377,247 295 399*
Reconstructions linear / natural  2,730.1

*the total does not include the compound costs of borrowed financing of PLN 13,222,000

The total length of the gallery workings that were built in the period of 12 months of 2019 was equal

to 26,383.8 m. The total expenditure on reconstruction of the corridor workings in that period amounted
to PLN 69,054,000. The total expenditure incurred on the new workings and on the modernization of the
existing ones amounts to PLN 226,358,000.

Fractions are not included in the values indicated in the tables, because they are directly recognised in the
costs. However, fractions are included in the total length. In this case, this is about 1,314 m.
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Planned investment tasks in 2020

New workings and upgrade of existing ones
OPERATIONAL i ) ) ) ) ) ) L ) ) . N

Plans assume the construction of new excavations, mainly longwall galleries, main galleries, cross-headings and the remaining technological and access excavations to enable mining operations in seams 382,
INVESTMENTS 385/2,389, and 391 in the Bogdanka, Stefanéw, Nadrybie and Ostréw Fields. Reconstructions of mining excavations will also be conducted.

LW BOGDANKA S.A. New licences

The Company has planned expenditure for removal of carbon piezometers.

Longwalls
Purchase of a new ploughing complex.

Ostrow Field

DEVELOPMENT The Company has planned to continue the pursuance of design works and purchase of necessary land.

INVESTMENTS IN

LW BOGDANKA S.A Maintenance of machinery

o Purchase and assembly of new machines and equipment subject to assembly — LW Bogdanka S.A. planned for 2020 the purchase of 1200 and 1000 conveyors, scraper conveyor, maneuvre tractor, suspended

diesel and electric locomotive, JOY cutting machine, air barrages, OPW feeder, Pegaz device, screens, roadheading machine, devices for floor dinting, device for disassembly of lining arches and the
electromagnetic block.
Purchases of finished goods (machines and equipment) — planned purchases include: ready-made transportation devices (including HUPA, transportation carriers, mobile fuel station), hydraulic pumps
and aggregates, electric devices (including motors, electric equipment, flameproof bay of substation), and other ready-made devices.
Upgrades of machines and equipment — plans cover the upgrades of coal cutting machines, hoists, suspended locomotives and the roadheading machine.
Upgrades and repairs of machines and equipment and longwall systems— plans cover the repairs of wagons, wall conveyors and longwall coal-cutting machines.
Other development investments
Enlargement of the mining waste neutralisation facility in Bogdanka — there are plans to continue works on the enlargement of the facility as part of Stage | Part Il, and to start developing design
documentation for Stage Il as well as purchase of land for further stages.
MCPP replacement projects — the project includes modernisation of steel structures and MCPP facades, replacement of jigging machines and adjustment of bridge.
Construction of facilities on the surface of the Nadrybie, Bogdanka and Stefanéw Fields — main portion of expenditure is to be incurred for the upgrade of the central air conditioning system in Stefandéw.
Environment protection — there are plans to build a pumping station at the RE Zelazny Ditch along with discharge of underground water.
ICT
As part of the ICT projects we plan to continue the development of the Integrated Production Management System and the Smart Mine Project.

Leczyr’\ska teczynska Energetyka — planned expenditure for investments in 2020 is to be used for expansion of the Water Treatment Plant in Bogdanka, assembly of an air heating installation in shaft 1.2, and projects
related to production, transmission and distribution of heat as well as the purchase of material goods.

Energetyka and

other subsidiaries of Other subsidiaries of LW Bogdanka S.A.: EkoTrans Bogdanka, RG Bogdanka and MR Bogdanka — plan to incur investment expenditure in the amount of PLN 2,739,000 for the purchase of finished goods.
LW Bogdanka S.A.
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Licences

Mining activities in the area of economic scale hard
coal mineral excavation must be compliant with
Geological and Mining Law.

* Inthe time horizon of the Strategy until 2030, the
key areas for the Company include Puchaczéw V,
Streczyn (K-3) and Ludwin (Ostréw).

¢ The Company obtained a mining licence for the
Ludwin area in 2017. This allowed the exploitable
resources of the Company to be doubled.

*  The Company obtained a mining licence for the
Cycéw area in 2019. This allowed the exploitable
resources to be increased by 66 million tonnes.

e assuming annual coal production at the level
of about 9.0 million tonnes, the resources of the
areas considered to be of key importance to the
2030 Strategy alone will ensure about 50 years
of continuous exploitation.

LW Bogdanka S.A. holds the following mining licences: Permit Number Issuing authority ~ Granted on Expires on
Water permit for special usage of water resources, which covers: 31 December 31 December
Deposit Licence No. Granted on Expiry date a) drainage of the LW Bogdanka S.A. mine in Bogdanka ) Lublin Province 2007 2017
i SiR.111.6811/91/07
Bogdanka 5/2009 6 April 2009 31 December 2031 b) disposal of unused mining water from the pit water settling tank using ! 191/ Governor 28 December 27 December
K-3 3/2014 17 June 2014 17 July 2046 the outflow ditch into the RE “Zelazny” stream, which is a tributary of the 2017 2021
Swinka river
Ostréow 6/2017 17 November 2017 31 December 2065
Regional Mining
K-6, K-7 10/2019 20 December 2019 31 December 2046 Permit to conduct mining / building works connected with mining waste Authority 30 March
. L.dz.5/512/1/93/AG -
dump extension (Okregowy Urzad 1993
Gorniczy) in Lublin
Regional Mining
Permit approving construction design for enlargement of the mining waste  L.dz.LUB/02/35/56/11 Authority 7 February 2012 )
neutralization facility in Bogdanka /12/MS  (Okregowy Urzad v

Gorniczy) in Lublin
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Trade agreements

As in previous years, LW Bogdanka S.A. concluded

new commercial agreements and, with respect

to long-term agreements already in place, negotiated

prices and volumes of deliveries for the following

years. The above activities resulted in nearly 100%

(as at this report date) of the volume designated for

sale in 2020 having been covered with agreements.

All significant agreements, material from the business

perspective, as well any changes therein have been

notified by the Company in current reports. In 2019,

the Company signed a significant annex to change

terms of the agreement with:

- Enea Elektrownia Potaniec S.A., as announced
in Current Reports No. 7/2019 of 30 April 2019
and No. 32/2019 of 31 December 2019.

- Zaktady Azotowe Putawy S.A., as announced
in Current Report No. 26/2019 of 20 November
2019.

- Energa Elektrownie Ostroteka S.A., as announced
in Current Report No. 27/2019 of 22 November
2019.

- Enea Wytwarzanie sp. z 0.0., as announced
in Current Report No. 31/2019 of 12 December
2019.

Transactions with related entities

In 2019 the Company and its subsidiaries concluded
no transactions with related entities which would

be individually or jointly significant and would

be concluded on a basis other than an arm’s length
basis. The following table presents main agreements
in effect in 2019 entered into between LW Bogdanka
S.A. and its subsidiaries.

Agreements between
LW Bogdanka S.A.
and MR Bogdanka sp. z 0.0.

supply of energy to the workshop-
storage building

repairs of machines and equipment,
and their subassemblies

delivery of elements of machines,
equipment and steel structures
provision of repair and construction
services

repairs of transport units

lease, rental and lending for use
weighing service

performance of works on Saturdays,
Sundays and holidays

rental of mine bath

making and delivery of SV-36 and
SV-32 friction props

making a casing for a head

of storage reservoir 5fb and
transferring ownership title to it
performance of steel reinforcement
structure for shaft 1.2 lining

Agreements between
LW Bogdanka S.A.

and teczynska Energetyka sp. z o0.0.

heat energy supplies

water supplies and disposal of sewage,

maintenance services of central
heating, usable warm water and
technological heat system devices
sale of thermal coal and electrical
power

lease, rental and lending for use

heating of inlet air on mine’s shaft
(service and maintenance supervision)

rental of premises from teczynska

Energetyka for PSG and POS
departments

weighing service

cold water supplies and waste water
disposal from buildings in Zawadoéw
service and maintenance

of wastewater pump station, sewage
disposal installation and network

investor supervision

Agreements between
LW Bogdanka S.A.
and RG Bogdanka sp. z 0.0.
performance of mining works and
provision of services in the
LW Bogdanka S.A. mine on business
days
providing explosion works

lease, rental and lending for use
auxiliary works, haulage services

provision of higher-rank mining
supervision services in the mining
facility

Agreements between
LW Bogdanka S.A.

and EKOTRANS Bogdanka sp. z 0.0.

disposal of non-dangerous waste
(waste rock)

reclamation of land owned

by LW Bogdanka located
inNadrybie Wies

rental of office space in a multi-
functional building
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In 2019, LW Bogdanka S.A. was bound

by a power purchase agreement with
Enea S.A.

For more information about agreements
with the Enea Group and companies
controlled by the State Treasury, see Note
29 of the Financial Statements

of LW Bogdanka S.A. for 2019.
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Information on financial
instruments, bonds

Information on derivative financial
instruments

As at 31 December 2019, the Group did not hold
any open financial instruments.

Bonds

As at 31 December 2019 the Group:

« did not have active agreement regarding
bond issue

+ did not have any issued and unredeemed
bonds.
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Assessment of the Company's possibilities
to enforce its investment plans

As at the date of this Report, the Group sees

no threat as to the possibility of acquiring
additional debt financing, but points out to the
risk that the costs of its acquisition and servicing
may be higher than those currently incurred.

Lease and rental agreements in 2019.

In 2019 total revenue of LW Bogdanka S.A. under
lease and rental agreements for land, premises,
machines and devices amounted to PLN
2,729,000 net.

Position of the Management Board

of LW Bogdanka regarding the possibility
of achieving previously published forecasts
for the year in question, in light of the
results presented in the separate annual
report in relation to the forecast results

LW Bogdanka did not publish projections
of financial results for 2019.
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Agreements Concerning loans and Agreements concerning the subsidiaries’ loans
borrowings and borrowings

teczynska Energetyka Sp. z 0.0. continues the
repayment of the loan granted in accordance with
an agreement of 9 June 2014, teczynska Energetyka
sp. z 0.0. was granted a loan (of PLN 26,580,000)

by the Provincial Fund for Environmental Protection
and Water Management (WFOSiGW) in Lublin,
which was allocated to financing the construction
of the Water Treatment Station in Bogdanka,
completed in February 2016. The loan bears interest
of 0.7 of the rediscount rate set by the Monetary
Policy Council, not less than 4.0% annually. The loan

Information on loans incurred and granted

In 2019 the Company did not contract or grant any
loans or terminate any agreements concerning loans.

Information on sureties and guarantees will be repaid in instalments until 31 July 2024.
provided and received Except for the above loan, between 1 January and

31 December 2019 teczynska Energetyka sp. z 0.0.
In 2019, the Company did not grant (or receive) any did not use any third-party financing for its
sureties. operations.

In 2019 the Subsidiaries: EkoTrans Bogdanka sp. z
0.0., RG Bogdanka sp. z 0.0., MR Bogdanka sp. z 0.0.,
did not grant, incur or terminate agreements
regarding credit facilities and loans.

Guarantees granted by LW Bogdanka S.A.

In 2019, LW Bogdanka S.A. did not provide any
guarantees.

In 2019 LW Bogdanka S.A. had one active loan agreement (amended by annex No. 1 concluded on 30 November 2018 and by annex
No. 2 concluded on 16 October 2019). The agreement expired on 29 November 2019.

Amount of loan Debt (loans) as at 31 )
Start date End date Lender granted [PLN ‘000] Interest rate December 2019 [PLN 000] Repayment period
16 December 2016 29 November 2019  mBank S.A. 100,000 WIBOR 1M + margin - Overdraft
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Coal prices on the international
market

CIF ARA coal prices

USD 56.9/tonne - the average coal price
(CIF ARA) in Q4 2019, i.e. -37.9% (compared
to USD 91.7/tonne in Q4 2018)

. comparing to the average coal price (CIF ARA)
in Q3 2019, (USD 57.5/tonne), it’s a decrease
by 1.0%

. average price in 2019 was USD 60.8/tonne, down
by 33.7%vy/y

Inventories in ARA ports

. 6.1-6.5 million tonnes of coal inventories at the
end of December 2019 in ARA ports — as at the
end of September 2019 the level was 7.2 million
tonnes.

Prices in the world’s main ports

* The average coal price FOB Baltic Ports in Q4 2019
amounted to USD 53.1/tonne, i.e. -38.7%
(USD 86.6/tonne) compared to Q4 2018
* comparing to the average price in Q3 2019,
(USD 52.8/tonne), it’s an increase by 0.6%
* average price in 2019 was USD 57.0/tonne,
i.e. down by 34.2% y/y (USD 86.6/tonne)

China

approx. 3.8 billion tonnes of coal were produced
in 2019, +5.6% compared to 2018 (3.6 billion
tonnes)

imports in 2019 were 299.7 million tonnes and
were higher by approx. 6.7% compared to 2018
(281.0 million tonnes)

110,0

100,0

90,0

80,0

70,0

60,0

50,0

40,0

na nQ
2017

[USD/tonnle?

production in 2019 — 626.1 million tonnes, -8.5%
compared to 2018 (684.0 million tonnes)

consumption in 2019 amounted to 541.0 million
tonnes. -13.4% comparing to 2018 (625.0 million
tonnes)

exports in 2019 — 85.5 million tonnes of hard
coal, -18.6% y/y

1Q 1o} 1][e} vQ
2018

CIF ARA

Russia

. production in 2019 — 440.7 million tonnes,
i.e.+0.2%y/y

. exports in 2019 — 192 million tonnes, similarly
asin 2018

1Q I{e} nQ vQ
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Fine thermal coal prices in the
domestic market

Fine thermal coal prices

13,0
. in Q4 2019, the average annual price of fine
thermal coal for commercial power plants was
PLN 11.69 per GJ, the change dynamics was 12,0

ca. 9.7%y/y

. in 2019 (PLN 11.49 per GJ — up by 9.4%
compared to 2018. (PLN 10.50 per GJ)

. average heating value of fine coal for 11,0
commercial power plants was about 21.2 GJ

10,0

Prices based on the PSCMI index
. in Q4 2019 the average price based on the 90

PSCMI index was approx. PLN 12.15 per GJ, ’

which compared to average price in Q4 2018

(PLN 11.24 per GJ) represents an increase

by approx. 8.1% 8,0

| 1 ] I\ | Il 1 IV | 1 ] I\

' in 2019 the price stood at the level of PLN 11.99 [t/G)] Q Q Q Q Q Q Q Q Q Q Q Q

per GJ, PLN 10.95 per GJ in 2018, increase 2017 2018 2019

by 9.5%
=== Commercial power plants —fine coal ==== PSCMI Index - fine coal
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Production, sales and stocks
of thermal coal at the end of 2019
in the domestic market

60,0

Production of thermal coal in Poland

. in 2019, the production of thermal coal 50,0
amounted to about 49.6 million tonnes,
which represents a decline of 3.3% y/y
40,
Sales of thermal coal market in Poland 30,
. sales in 2019 amounted to about 46.7 million
tonnes, including about 31.2 million tonnes 20,
of thermal fine coal sold to commercial power
plants
. sales of thermal coal decreased by about 7.3% 10
in comparison to 2018 ’
0,0

Inventories of coal in Poland 2017 2018 2019

o

o

o

o

. . ™ N - . )
. the level of thermal coal inventories at the end Thermal coal production Thermal coal sales Inventories at end of period

of 2019 totalled 4.6 million tonnes (at the end
of 2018 — 2.0 million tonnes)
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Business environment — domestic market

Production, sales and stocks
of thermal coal at the end of 2019
in the domestic market

Key customers of thermal coal in Poland

Commercial power plants are the main recipients
of thermal coal in Poland. They bought about 31.2
million tonnes of thermal fine coal. The most
important customers from the commercial power
industry are as follows:

¢ Tauron
* PGE

¢ Enea

* PGNIG
* ENGIE

* ENERGA

Sales of thermal coal market in Poland

In 2019, about 46.7 million tonnes of thermal coal
were sold in Poland. 45.6 million tonnes of thermal
coal were delivered to the domestic market,
including 39.4 million tonnes of thermal fine coal.

Export of coal

About 3.7 million tonnes of coal were exported,
including approx. 1.1 million tonnes of thermal coal.
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Electricity generation in Poland

Electricity generation - total

. In 2019, the production of electricity
totalled about 158,767 GWh, which
represents a decrease of 6.447 GWh
(.9%) versus 2018.

Power generation from coal

. Coal was the main fuel used to produce
electricity. In 2019 it was used to produce
119,692 GWh, which was a decrease
by 11.755 GWh (-8.9%) compared to 2018.

. In 2019 coal accounted for 75.4% of total
electricity production in Poland, but its
share in the fuel mix went down by 4.2%
in comparison with 2018.

Power generation from hard coal

. Hard coal was used to produce 78,190
GWh of electricity (almost 5.1% less than
in 2018)

Power generation from lignite

. Lignite was used to produce 41,502 GWh

of electricity (15.4% less compared
to 2018).

Power generation by wind farms

*  Wind farms produced 13,903 GWh
of electricity, which represents an increase
of almost 19.1% in comparison with 2018.
Wind made up about 8.8% of electricity
production.

Power generation by gas-fired power stations

. Gas power plants produced 12,099 GWh
of electricity, which was an increase
of 26.2% compared to 2018. Production
of energy in gas power plans achieved the
highest growth dynamics y/y.

Electricity consumption on the domestic
market

. In 2019, the production of electricity
totalled about 169,391 GWh, which
represents a decrease of 1,541 GWh
(-0.9%) versus 2018.

Foreign sales balance

. The balance of foreign exchange
of electric power in 2019 was 10,624
GWh, in 2018 the figure was 5,718 GWh
(+85.8%).
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Description of risks, threats and Principal rules, procedures and documents serving Risk management process Established environment
X . as a basis for the risk management system:
factors which, in the assessment LW Bogdanka S.A., as part of the integration process
of the LW Bogdanka Grou P, *  Corporate Risk Management Policy at the Enea within the Enea Group and in line with the relevant
. . Group Group regulations, i.e. the applicable “Secondary
will affect the achieved results +  Corporate Risk Management Methodology at the Documents”, has implemented since January 2018
ENEA Group - ERM procedures the ERM system to be applied in the Group anls E_md

* the LW Bogdanka Group Risk Register companies. As at 31 December 2019 a Parent Risk objectives

* the LW Bogdanka Group Risk Map Register was updated in accordance with the Enea
Risk management . I(;S:o?j;key and material risks of the LW Bogdanka Group’s Methodology. Risk assesM
Risk management process: e programs of key risk mitigating measures at the The Parent provides in.formation an.d report.s on the Risk identification
- ensure security of the Company’s operation Parent. outcomes of the ERM |mp|§mentat|on and its .
* ensure effectiveness of decisions focused on the gevelosinent to the Supervisory Board and the Audit

ommittee.

maximisation of profit at an acceptable level

of risk. In subsequent periods, the system will be further

adapted to the needs of the Group with a view
to increasing its role and effectiveness, based on the
existing experience and outcome of the system.

Risk analysis

Communication

Systems in place:
* Integrated System of Enterprise Risk
Management (ERM) at the Enea Group

The following bodies participate in the risk Risk estimation

management system of LW Bogdanka S.A.:

e the Supervisory Board . .
+  the Management Board Risk handling
* the Audit Committee

Monitoring and review

*  Managers of organisational units at the Parent —

risk owners

. e Risk Management Department
Risk management process

ESt.ab“ShEd Goals and objectives Risk identification Risk analysis Risk estimation Risk handling
environment
The risk management The system is aimed Risks are identified by Risk Risks are valuated Risks that received a total For the key risks,
system of the Company at identifying potential Owners (persons holding in accordance with score in excess of a certain actions/plans aimed
covers all areas of the risks and opportunities for managerial positions predetermined scales value are considered key at minimising them
business. the enterprise. in the organization) of probability and potential risks — significant for the and mitigating the possible
impact of risk materialisation Company’s business effects of their occurrence are
in three areas established and accepted
by the Management Board
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Main risks to the Group by category

Business environment Operational Financial Environmental Legal

and market

Risk associated with the social
and economic situation in Poland
and the world

Risk associated with the
economic policy of the State

in relation to the hard coal
mining sector

Risk associated with the levels of
prices for raw materials for
power production in Poland and
the world

Risk associated with the specific
nature of mining sector
operations and the possibility of
unforeseen events

Risk of restrictive EU climate
policy also with respect to the
CO2 emissions

Epidemic risks

Risk of temporary limitation of
supplies to customers

Risk associated with the launch
of extraction of new deposits

at LW Bogdanka S.A.

Technical and technological risk
Risk associated with high costs
of technologies applied

by LW BOGDANKA S.A.

Risk of IT systems malfunctioning
Risk of difficulties in supplies

to LW Bogdanka S.A.” customers
performed through rail transport
Customer insolvency risk

Risk associated with the strong
position of the trade unions

Key supplier risk

Risk of price fixing by the
suppliers

Insurance risk
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protection

Risk associated with reclamation
and mining damage

Risk associated with tightening
of standards and regulations

of law with respect

to environmental protection and
the obligation to obtain permits
for the economic use of the
environment

Risk associated with
management of waste generated
after extension of the mining
area

Investment risks associated with
protected areas

Risk of change to tax laws

Risk of real property tax

on mining excavations

of LW Bogdanka S.A.

Risk of a change in the law and
its interpretation and application
Risk of violating the stock
exchange disclosure
requirements
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Risks associated with the social
and economic situation of the
Group

Risk associated with the social and economic

situation in Poland and the world

Factors that influence the financial results

of LW Bogdanka S.A.:

« therate of increase in domestic and global GDP,
including the rate of increase in industrial
production

« the demand for electricity and heat energy

«  prices of raw materials on global markets

«  thelevel of inflation

- the rate of unemployment

- exchange rate fluctuations.

Countermeasures: monitoring all factors, adapting

the activities to the market situation and business

environment, planning future actions, controlling
costs, entering into long-term agreements.

Risk associated with the economic policy of the
State in relation to the hard coal mining sector
Plans of the Government concerning enterprises
operating in the hard coal mining and power
engineering sector have a significant influence

on the market position of LW Bogdanka S.A. An
updated “Draft of Poland's energy policy until 2040”
was adopted on 8 November 2019. The assumption
of the draft is that Polish economy will continue

to be based on hard coal. The annual consumption
of hard coal in the commercial power sector will not
increase, but due to higher demand for electricity
the share of coal in the structure will change.

The total share of coal in electricity production will
stand at a level of approx. 56%-60% in 2030. These
assumptions give a positive sales perspective,

which thus means retaining the production level by
LW Bogdanka S.A.

Risk level low > high

Risk associated with the levels of prices of raw
materials for power production in Poland and the
world

The prices of thermal coal and raw materials
alternative to thermal coal (crude oil, natural gas,
renewable sources) are the main factors shaping
the prices of raw materials on global markets,

and consequently, on the domestic market.

This is of key significance for the activities
conducted by the Parent. Since the beginning

of 2019, a period of price increases has been
followed by price drops, and this adverse trend
continues from the beginning of 2020.

This primarily results from supply and demand
situation of the largest customers of imported coal
in Europe, which is a consequence of, among other
things, high temperatures recorded in the winter
season.

In 2019, in the domestic market, the prices

of thermal coal continued the increases which
started in 2017. However, due to these
exceptionally high temperatures in the winter
period, coal consumption by commercial power
plans and heat power plans was reduced, which
translated into an increase in the level of coal
mounds in mines as well as power plants and heat
power plants.

Risk level low medium high

Risk associated with the specific nature of mining
sector operations and the possibility of unforeseen
events

The operating activities of LW Bogdanka S.A. are
exposed to risks and dangers resulting from the
specific nature of conducting activities in the mining
industry.

These include:

e events associated with the environment
(e.g. industrial and technological malfunctions)

e extraordinary events, e.g. geotechnical
phenomena, mining disasters, fires or flooding
of excavations with mine waters

*  mining damage.

The consequences may include:

* temporary suspension of operating activities,
losses relating to property or financial assets

» work accidents, including fatal accidents

* potential of the Company being held legally
liable

Countermeasures:

e strict compliance with occupation health and
safety rules

* ongoing monitoring of risk on particular work
positions

*  taking precautions.

The following factors are also of importance:

* use of advanced and reliable mining machines
and equipment, which reduces the risk
of industrial malfunctions

* no geological disruptions and the fact that the
mining seams are relatively regularly laid out

* relatively low costs of repairing mining damage
resulting from the low urbanisation of the area
in which the mine extracts hard coal

*  high qualifications of the personnel.

Risk level low high

Risk of restrictive climate policy resulting

in changes in the applicable laws

EU’s restrictive climate policy leads to lowering the
emissions of greenhouse gases, higher sourcing

of energy from renewable resources and higher
energetic efficiency.

In the Polish energy sector, a great majority

of electricity is generated on the basis of coal
(hard coal and lignite). The production of electrical
or heat energy from coal is connected with
significant CO? emissions. 2019 saw a significant
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increase in CO? prices, which translates directly into

an increase in costs of coal burning.

These limitations or introduction of stringent

standards or emission limits of CO?, SO,, NO,

and other chemical compounds as well as

a continuous growth of prices of CO? emission rights

may cause significant difficulties with

competitiveness and making decisions

on investments in thermal-based production

or heat capacities. As a result of the pursued anti-

smog policy, new legal regulations have been

adopted with respect to quality standards
applicable to coal sold on the Polish market.

In consequence, the above restrictions or plans

of further amendments in law may cause further

decrease in the demand for coal in general, or for

coal of lower quality. It may have a negative impact

on the sales of coal by LW Bogdanka S.A.,

and in consequence may have a negative impact on

the Group’s financial results.

Countermeasures:

« active involvement in consultations conducted
by the Polish mining sector in order to minimise
the above risk for domestic coal producers;

«  monitoring any amendments to the Energy Law
or other acts, and assessing their potential
impact on the Group’s operations.

Risk level low high
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Risks associated with the social
and economic situation of the
Group

Epidemic risks

At the end of 2019 news was spread, with its origin
in China, about a novel coronavirus SARS-Cov-2
causing the COVID-19 disease (“coronavirus”).

As at 31 December 2019 the virus was present

on a limited territory, but during the first months
of 2020 the situation developed rapidly and the
coronavirus spread globally (arriving also to Poland
at the beginning of March this year).

At the present moment the Group’s operations
have not been materially affected by threats
caused by the coronavirus; the Parent’s
Management Board however carefully monitors
the level of this threat simultaneously taking
actions to minimise the virus threat and adverse
effects resulting therefrom. At the present stage
it is very difficult to predict how the situation
related to the described threat will develop and
what adverse consequences (if any) it will bring for
the Company’s operating activities and financial
standing.

Actions taken by LW Bogdanka S.A. in order

to mitigate the described risk as much as possible,
include temporary limiting business trips and
meetings, increasing availability of cleaning agents,
disinfection agents, and other equipment for the
employees’ personal protection, introducing
relevant work procedures (e.g. shift work), change
in timetable of entering and exiting the mine by the
staff, information campaign addressed to all
employees as well as careful monitoring of
directions of its employees’ travels (including their
families/ other members of their households).

Key actions taken by the Group also include
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adjusting its procedures to the requirements of the
Act on specific solutions related to prevention,
counteraction and fighting COVID-19 adopted
bythe lower chamber of the Parliament (the Sejm)
on 2 March 2020....”.

on specific solutions related to prevention,
counteraction and fighting COVID-19 adopted

by the lower chamber of the Parliament (the Sejm)
on 2 March 2020....”.

In relation to the existing threats, the Management
Board is working on alternative scenarios of the
mine functioning for the event of expanding the
pandemic or any employees at the Company or its
subsidiaries being found positive with coronavirus.
The Group’s operating activity may be materially
affected with changes, which will then be reflected
in its financial results. The situation also applies

to employees of external entities providing the
Company with mining services, as well as its
suppliers and customers. The difficulties in the area
of human resources impacting the Group and its
business partners may materially affect its
operating activity and the generated financial
results.

The assessment of the impact of the current
circumstances on the Parent and the whole Group
as well as its market environment is being carried
out on an ongoing basis; as a result of this analysis
the Group is prepared to flexibly respond and
adjust production capacities to the Parent’s
feasibility and/or the market needs. The assumed
level of production and sales, and in consequence
the forecasted financial results of the whole Group
depend on which scenarios will be pursued.

The same restrictions refer to the assumed level
of the performance of CAPEX, where the
expenditure for preparatory works makes the
largest portion.

Risk level low

Risk of temporary limitation of supplies

to customers

Warm and windy winter brought a lower
production of electric power by commercial power
plants which receive more than 90% of coal
produced by LWB, therefore there is a risk

of a periodic reduction of collection volumes by key
customers. Long-term agreements, which regulate
majority of LWB sales provide for the possibility
to increase or decrease collection volumes in the
framework set out in the agreement. The purpose
is to introduce more flexibility to sales schedules,
and further - production schedules in order to keep
optimum conditions and costs of the mine work.
The Company mitigates the above risk

by introducing flexible work mode, which enables
it quick and flexible commissioning work

on weekends to companies providing mining
services to the mine. Outsourced services provided
in respect to work on weekend constitute variable
cost incurred accordingly to customer demand for
additional coal volumes.
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Risks directly associated with the
Group's operations

Risk associated with the launch of extraction of new
deposits at LW Bogdanka S.A.

A material aspect of the operations conducted by the
Company is the necessity to secure future extraction
possibilities by providing access to new coal
resources.

Restriction of the mining capacity may shorten the
life of the mining plant and/or reduce the assumed
level of extraction of hard coal, and therefore
decrease future financial results of LW Bogdanka S.A.
and the Group.

As a result of measures taken so far by LW Bogdanka
S.A.,in November 2017 a mining licence was
obtained for the “Ostréw” deposit (Ludwin Mining
Area) and in December 2019 - a mining licence was
obtained for the “K-6, K-7” deposit (Ludwin Mining
Area), which allowed the held resources

to be increased nearly two-fold and ensured raw
materials base for the following years of the mine’s
operations.

Risk level low medium high

Technical and technological risk

Extracting coal from underground seams is a complex

process which is subject to strict technical and

technological requirements. During such operations,

various stoppages can occur due to planned and

unplanned technical interruptions

(e.g. malfunctions).

In this group of risks, there is also a risk

of unexpected, usually local, deterioration of the

quality of the deposit.

Countermeasures:

- availability of the infrastructure — the second
mining shaft in Stefanow

system of underground coal storage reservoirs
raw coal reservoirs on the surface

use of advanced mining equipment and
machines

research and development work aimed

at increasing work productivity and safety.

Risk associated with high costs of technologies
applied by the Company

The technology of thermal coal extraction involves
the use of highly specialised machines and
equipment. Due to global concentration of producers
of such machines and equipment, there is a risk

of unexpected increase in prices of specialised
machines and equipment. This could have impact

on the increase of investment expenditures.

There is also a risk of difficulties in accessing unique
spare parts to ensure the operating continuity of the
machines and equipment.

In 2015, the exploitation of mining of seam 391
began; the seam is located about 100 m below seam
382. Along with the depth increases the difficulty

of maintaining the excavations (rock mass pressures
increase), the natural temperature of rock, as well as
certain other natural dangers, e.g. related to water
or methane. This may altogether increase coal mining
costs.

Countermeasures: controlling costs and capital
expenditure, use of highly-specialised machines and
equipment, high work culture as far as compliance
with mining and geological law and attention

to equipment are concerned, carrying out R&D
works, implementing innovative technologies for
improvement of underground climate conditions.

Risk level low mediumm

Risk of IT systems malfunctioning
A partial or complete loss of data due
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to a malfunction of computer systems may adversely

affect the Company’s ongoing operations and

therefore affect its future financial results.

Countermeasures:

«  periodic audits with respect to ICT security

«  reviews of authorisations to IT systems

«  raising security levels through constant
monitoring of network traffic, potential threats
and implementing sealing solutions to increase
safety of access to IT systems

« making safe back-up copies of systems and data
to guarantee quick system recovery in case
of a breakdown

« updating IT strategy at the levels of the
LW Bogdanka Group and the Enea Group.

Risk level low medium high

Risk of difficulties in supplies performed through rail
transport

Since mid-2017 a comprehensive modernisation

of railway line No. 7 (sections Lublin — Putawy and
Deblin — Pilawa) has been underway; therefore the
recipients of the Parent’s coal will be forced to use
alternative railway routes. While line No. 7 is closed,
the rail transport is directed mainly via line No. 30
and lines Nos. 66 and 69. The change of the routes
and the necessity to use diesel rail vehicles for the
transport will result in lengthening the delivery times
thus adversely affecting the logistics processes.
According to the press release issued by PKP Polskie
Linie Kolejowe S.A., on 2 October 2018 the company
demanded the contractor, Astaldi S.p.A together with
consortium members, to resume works under the
contract for modernisation of railway line No. 7 in the
Deblin — Lublin section, which was related to the
earlier withdrawal of the contractor from these
works. Astaldi S.p.A and consortium members
however failed to resume works under the
abovementioned contract following the demand
made on 2 October 2018, therefore on 5 October

2018 PKP Polskie Linie Kolejowe S.A. made

a statement on withdrawal from the contract for the
reasons attributable to consortium members. In the
press release dated 29 March 2019, PKP Polskie Linie
Kolejowe S.A. announced that it had signed with
Budimex and Track Tec Construction agreements

to continue works in the Deblin-Lublin section.

At the end of 2019 limited traffic was restarted

on one rail towards Warsaw. Completion of works

at the whole Lublin-Deblin section and further

to Warsaw, as per the last announcement of PKP PLK
S.A. dated 7 November 2019, is scheduled for the end

of 2022.
Risk level low medium m




Risk management

Risks directly associated with the
Group's operations

Customer insolvency risk
Customer insolvency risk is associated with general
level of current receivables of the LW Bogdanka
Group payable by its customers and the surplus
of Group's receivables in comparison to liabilities.
Trade and other current receivables of the Group
accounted for 5.6% of the carrying amount and 11.1%
of its revenue for the last 12 months of 2019.
The share of trade receivables in trade and other
current receivables accounted for 86.6%.
Countermeasures:
« monitoring customers’ arrears associated with
making payments for the products sold
« analysing the credit risk for the main customers
individually, or by the respective classes of assets
«  transactions solely with customers with
confirmed creditworthiness.

Risk level low medium high

Risk associated with the strong position of the trade
unions

Trade unions hold a significant position in the hard
coal mining sector and play an important role

in determining staff and payroll policy, frequently
forcing renegotiations of wage policy through protest
actions. As at the day of submitting this Report,

six trade union organisations operate at the

LW Bogdanka Group (there are four trade union
organisations at LW Bogdanka S.A. associating 64.3%
of the employees). Strong position of the trade
unions creates a risk that the costs of remuneration
may increase in the future in connection with
negotiated wage agreements, and in consequence
adversely affect financial results achieved by the

LW Bogdanka Group. Furthermore, possible protests
and/or strikes organised by the trade unions could

affect the operating activities conducted by the

LW Bogdanka Group.

Countermeasures: permanent dialogue with trade
union organisations, running cyclical meetings of the
purpose of negotiating with the social side.

Risk level low high

Risk associated with retaining and attracting human
resources for the Company

The labour market is currently an employee’s market,
therefore employees can easily change work

to a more attractive one. Any failure to offer
competitive employment and retain salaries at the
level required by market standards may

in consequence lead to losing high-profile
employees.

Countermeasures: building generational continuity,
succession plans, cooperation with local vocational
schools, implementing development programmes,
providing employees with options to promote and
develop within the Company’s structure, building
friendly atmosphere and creating job satisfaction.
Development measures addressed to the
management of a mining plant: the Foreman
Academy and the Mining Leaders Academy.
Interdisciplinary meetings building commitment,

run through the design thinking method, the purpose
of which is to work out enhancements and new
solutions.

Risk level low medium high

Key supplier risk

The specific nature of operations requires applying
technologies which often involve the use of highly
specialised machinery and equipment as well as
specialised services. Therefore, there is a risk

of problems occurring in identifying proper suppliers,
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as well as a risk of suppliers failing to meet their
obligations under concluded agreements. This also
applies to specialised providers of mining services,
because due to their limited number on the Polish
market, the Group may become dependent upon
these entities.

Countermeasures: assessing the risk of threats
connected with contract performance at the stage
of signing agreements with suppliers, and looking for
options of establishing cooperation with other
suppliers. What is more, in order to secure the
performance of higher risk contracts, it is required
that a performance bond is made.

Risk level low medium high

Risk of price fixing by the suppliers

The requirement to use highly specialised products

and services, as well as legal aspects to be met

in order for such products and services to be deemed

proper, carry a risk of price fixing. Therefore,

there is a potential risk of fixing commercial terms

that can be offered to LW Bogdanka S.A. by a group

of suppliers.

Countermeasures:

«  permanent market monitoring and acquiring new
suppliers

«  periodic analysis of contract prices and
researching new market trends

«  searching for replacement products.
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Financial risks and risks associated
with environmental protection

Insurance risk

The Group is exposed to insurance risk both within
standard scope applicable to all entities conducting
business activity, and within the scope typical for the
mining sector, resulting in particular from the risks
accumulated in the mine’s underground part.

Given the materiality of risks to which the Group

is exposed, these risks are - where particularly
justified - transferred outside the Company, on the
basis of insurance agreements signed. The Group

is protected with respect to underground property,
surface property, and third party liability for damage
caused in connection with business activity as well as
with respect to other, less material risks. At the end
of 2019 insurance agreements covering the most
material risks ended, therefore in December
insurance coverage was renewed for the next period.
The currently binding scope of protection is similar
to the previous one, however the quality of insurance
coverage with respect to risks on the surface was
significantly improved by extending the scope

of insurance protection to cover also the risk of loss
of profit (Business Interruption). Furthermore,

the Group undertakes measures with a view

to mitigating the exposure to risk related with the
protection of personal data.

Risk level low high

Risk associated with reclamation and mining
damage

The LW Bogdanka Group is obliged to carry out
reclamation of the post-mining land and remove
mining damage. The existing standards of
reclamation and mining damage removal may change
in the future — the requirements in this respect are
expected to be stricter.

Countermeasures: repair works, protecting buildings

against the results of mining damage, reimbursing
the costs incurred by investors in connection with
adjusting new buildings under construction on the
mining land to the current conditions, gradually
performing drainage hydrotechnical works as well as
land reclamation within the impacted areas.

Risk level low medium high

Risk associated with tightening of standards and
regulations of law with respect to environmental
protection andthe obligation to obtain permits for
the economic use of the environment

The operations of LW Bogdanka S.A. have

a significant impact on the environment.
Therefore, the Company must hold specific permits
and observe standards of using the environment
detailed in applicable laws (including BAT
requirements - Best Available Techniques).

In particular with respect to the following:

+  emissions of substances and noise to the air

+  water and waste management
+management of the generated solid waste

+ the use of natural resources.
Countermeasures: The Company monitors legal
regulations on an ongoing basis, and adjusts its
operations accordingly within the prescribed time
limits.

Risk level low medium high

Risk associated with management of waste
generated after extension of the mining area

In connection with the extension of the mining area
the amount of generated extraction waste
significantly increased. It is estimated that the
storage capacity of the waste yard (i.e. a facility used
as a mining waste dump) is sufficient for up to 4 years
of storing.

On the basis of a building permit, the Company has
commenced works connected with increasing the
height of the existing yard (to 250 MASL),

and undertook measures aimed at acquiring adjacent
areas in order to further extend the facility. Failure
to implement this investment will mean the risk

of disrupting the stability of the extraction process
and the necessity to search for alternative ways

to manage the extraction waste.

Countermeasures: The Group performs works
connected with increasing the height of the existing
mining waste utilisation facility and expanding the
area to the east. Further, it continues works

on acquiring new land to execute the next phases
of extension of the yard and has commenced design
works relating to development of the yard.

The Parent is taking intense actions related to the
recovery and utilisation of mining waste.

Risk level low high

Investment risks associated with protected areas
The mine is located in the vicinity of protected areas
(a national park, landscape parks, protected
landscape areas, ecological channel and two areas
subject to Nature 2000 network regulations located
partially on the area of the mining land and three
others in close vicinity of the mining land).

All planned investment activities must be analysed
from the perspective of their potential negative
impact on protected areas. There is a risk that in the
case of investment activities, certain obligations may
be imposed or the requirements concerning the
limitation of the negative environmental impact may
be stricter. These investment restrictions may require
higher investment expenditure and therefore may
affect the financial result.

Countermeasures: ongoing monitoring, adjusting
business activities to requirements and obligations.

Risk level low medium high
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Risks associated with proceedings
and legal environment

Risk of change to tax laws

The lack of stability and transparency of the Polish
tax system, resulting from constant changes to the
laws in force and incoherent interpretation of the tax
law, may cause uncertainty with regard to the end
result of the financial decisions taken. Frequent
amendments to tax regulations and rigorous and
stringent provisions do not offer an incentive for
decision-making. Legislative changes or sometimes
changes only to interpretations may generate all
kinds of risks. Amounts disclosed in the financial
statements can therefore be changed after their
amount has been finally determined by the tax
authorities.

Countermeasures:

«  monitoring any amendments to tax laws

«  training courses for employees so as to ensure
that employees are as competent as possible
in this area

« comparing any new issues with the latest tax
rulings and relevant case law

«  using the services of consulting companies,

- following the Transfer Pricing Policy, which lays
down the fundamental conditions and principles
for pricing the transactions concluded within the
Group.

Risk of real property tax on mining excavations

of LW Bogdanka S.A.

In accordance with the Parent’s strategy, the value

of underground excavations and the infrastructure
located in these excavations have not been included
in real property tax returns for tax assessment
purposes. Nevertheless, in Q3 2019, in order

to secure against any possible negative consequences

for the Group in the form of interest on past due real
property tax, the Group decided to include in its
calculations, for the purpose of that tax, also the
value of underground mining excavations and lining.
In 2019 fiscal proceedings were pending against the
Parent in order to determine the amount of real
property tax due for the period between 2004 and
2015, instigated by the Heads of Puchaczéw, Cycéw
and Ludwin Communes.
Countermeasures:
+  monitoring any amendments to tax laws
+  training courses for employees so as to ensure
that employees are as competent as possible
in this area
+ comparing any new issues with the latest tax
rulings and relevant case law
+  using the services of consulting companies,
For more information refer to the Consolidated
Financial Statements of the LW Bogdanka Group for
2019, Note 19.

Risk level low high

Risk of a change in the law and its interpretation and
application

The provisions of law in Poland are frequently
changed. Changes also affect the interpretation

of law and the way it is applied. Changes

in interpretation of tax regulations are particularly
frequent. There is no consistency in the practice

of tax authorities

or in case law relating to taxation. If tax authorities
adopt an interpretation of tax law which differs from
that adopted by the Group or if the Mining Law
introduces new requirements, it could lead

to deterioration of its financial situation and

as a result negatively affect the Group’s bottom line
and development prospects.

Countermeasures: using the services of legal advisors
and consulting companies, and seeking opinions

of various bodies specialising in a given subject
matter. Where applicable, the Group also files for
binding interpretations of law. Despite these

measures, it is not possible to entirely eliminate the
risk. However, the Management Board believe such
risk to be substantially limited.

Risk of violating the stock exchange disclosure
requirements

Since LW Bogdanka S.A. is listed on the Warsaw Stock
Exchange, the Company is subject to provisions which
impose a number of requirements. For failure

to perform or undue performance of the
requirements set forth above a very high fine may

be imposed.

Countermeasures: strict compliance with the
obligations preceded by the introduction of internal
procedures for the circulation of stock-exchange
information at LW Bogdanka S.A., and permanent
monitoring of the Company’s operations with respect
to disclosure requirements.

Risk level low medium high
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Work conditions and technical
risks

Working conditions

The nature of the Group’s operations entails that
the staff employed at the mine, especially
underground, are exposed to a number of natural
and technical risks. Work in underground
conditions also exposes the staff to harmful and
nuisance work environment factors at work
stations.

Natural risks
The following natural threats occur in the mine:

«  Methane hazard

Risk level low medium high

«  Water hazard

Risk level low medium high

«  Coal dust explosion hazard

Risk level low high

«  Fire hazard

Risk level low high

Compliance with occupational health and safety
regulations, constant monitoring, and preventive
measures ensure that those threats are entirely
under control.

In June 2019 endogenous fire occurred in the area
of the closed wall 3/11/385. Therefore G-1 division
(wall 4/11/385) is currently included in fire divisions
of increased frequency of collecting air samples

to laboratory analysis.

Technical risks

In 2019, on average 65 staff were working daily

at work stations where mechanical risks associated
with particularly dangerous machinery were
present.

Particularly dangerous machinery includes but

is not limited to the machinery listed in Annex IV
to Directive 98/37/EC implemented by virtue of
the Regulation of the Minister of Economy, Labour
and Social Policy of 10 April 2003 on the essential
requirements relating to machinery and safety
components (Dz. U. [Official Journal] No. 91,

item 858).

Particularly dangerous machinery includes but

is not limited to belt and scraper conveyors,
underground locomotives,

. suspended diesel rail vehicles,

. hydraulic-powered roof supports.

technical risks and their impact on employees are

reduced by:

+  replacement of machinery with more
advanced machines that ensure greater safety
for the operators and staff working in their
vicinity

« introduction of innovative technical solutions,
use of machinery and small mechanisation
equipment with improved safety standards,
not listed in the above regulation
internal and external training both
in operating small mechanisation and
machines, facilities and installations requiring
appropriate qualifications.
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BAVY Occupational health and safety
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on average 65 employees are

exposed to mechanical risk each day

we mitigate technical risks by:

modern
machine park

monitoring
of machines
and devices

innovative
technical
solutions

personnel
training
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Harmful and nuisance factors

Harmful and nuisance factors

Measurements of harmful factors at the Company’s

work stations are conducted:

* in compliance with the regulation of the Minister
of Health of 2 February 2011 on testing and
measuring harmful factors at work environment
(Dz. U. [Official Journal] 2011.33.166, as
amended) in compliance with a relevant internal
procedure.

The internal procedure covers the following

measurements:

e hard coal dust and the free crystalline silica
content

* audible noise

* general and local vibrations

* ionizing radiation

e harmfulness of welding gases

* UVradiation

* microclimate

All employees working in harmful conditions are
equipped with appropriate individual protection
equipment, depending on the category of dust risk.
Each employee is informed of the existing danger and
trained in how to use such equipment appropriately.

Work accidents

In 2019, at LW Bogdanka S.A. there were 93 accidents
at work, which caused temporary inability to work.

In 2019 the frequency rate (per employees) dropped
by 10.3%, and the frequency rate (per workdays)
dropped by 12.5%.

The number of accidents and basic accident rates are
presented in the table.

Number of accidents and accident rates at the Company in 2017-2019

2017
Number of accidents — total 99
including: fatal 1
including: causing serious injury -
frequency rate

22.3
(per 1,000 employees)
frequency rate

11.6

(per 100,000 workdays)

2018
102

9.61

2019
93

19.2

8.4

Number of employees working at work stations where maximum permissible levels and maximum

permissible concentrations are exceeded.

Underground
Dustiness Noise  Vibrations Microclimate
2017 1,484 1,021 6 381
2018 894 520 26 338
2019 449 481 6 271

Chemical
agents

Other
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Workforce

Workforce changes

Workforce at the Group

2019 brought a 5.0% increase in employment in the
Group. The highest increase (in %) in FTJs was
recorded in RG Bogdanka sp. z 0.0.

Underground personnel constituted the main group
employed in the Group, i.e. 72.2%.

Employment in LW Bogdanka S.A.

In 2019 the personnel employed at the Parent
accounted for 87.0% of total employment in the
Group. Blue-collar workers accounted for 84.3%
of all employees. In comparison with 2018 the
number of underground staff went up by 106.0
workers, i.e. 3.0%.

HR policy implemented in 2019

The LW Bogdanka Group’s personnel policy

is implemented with the aim of effective

HR management by hiring and developing
employees, and retaining an optimal level

of workforce to enable proper fulfilment of the
Group’ objectives as set forth in the Articles

of Association.

In particular, it aims at selecting and shaping the
employee’s competencies in such a way

as to prepare them as best as possible for effective
implementation of the Group’s goals and objectives,
while having a sense of self-fulfilment and
satisfaction from their work.

Procedure of increasing qualifications, training and
development of human resources

All employees have equal access to training and
opportunities to improve their qualifications.

In 2019, the LW Bogdanka Group organised internal
and external training.

Employees took part, out of their own initiative and
upon consent of their superior, in external training
and conferences to expand their knowledge.

In 2019 two elite programmes were launched:
“Mining Leaders Academy” — addressed to senior
managers of the mine, and “Foreman Academy” —
for key employees / middle-level managers included
in the succession plan. The programme of the first
one is carried out in the form of post-graduate
“Mining Enterprise Value Management” studies
organised by the AGH University of Science and
Technology in Krakow in cooperation with Lubelski
Wegiel Bogdanka S.A and third-party coaches.

Each person who has been invited to this
programme has a chance to participate
in an exceptional project.

Its exceptional nature results from the fact that
it has been developed strictly in line with the needs
of our mine development and enhancing the
competences of the future, which we need
to be able to become more and more innovative
company. The subjects of the programme are
aligned with strategic directions of our Company
therefore each participant will be able to directly
participate in building the innovative mine.

The second one is a development project, dedicated
to shift foremen, with the main purpose to develop
their team management skills.

We want shift foremen, once they complete the
training, to become leaders focused not only
on results but also on people.
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