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1. PGE IN TRANSITION

„[…] Acquisition of EDF’s assets in Poland is a very important development not
just for our company – this is a unique gateway to a stable and lasting development of district heating in Poland.

[…] We want to tackle the problem of small-scale emissions in cities, where residents are increasingly suffering from smog.

[…] From the available strategic options a low-emission scenario is the most
likely.

[…] We want to be a company that is modern, innovative and highly responsive
to changes in our surroundings, while respecting the natural environment. Our
activities in the coming years will be directed at this. We want to shape a responsible energy industry of tomorrow in our country.”

See the full version of the interview with
Mr Henryk Baranowski - President of the Management
Board of PGE Polska Grupa Energetyczna S.A.
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2. PGE CAPITAL GROUP
PGE is the largest enterprise on the electricity market in Poland.
Our estimated share in the net electricity production market is
43%. We are also the largest producer of district heat in Poland
and the leader in producing electricity from renewable sources.
We care for Poland’s energy security. We are also developing a product offer to meet the expectations of customers and the changing world.

43%

share in the net
electricity
production
market

PGE Group in the value chain (2017 data)
• 2 open pit lignite mines (Bełchatów and Turów)
• Lignite output ca. 50 million tons p.a.
•
•
•
•
•
•

Electricity net production 56.8 TWh
Installed electric capacity 16.3 GW
Sales of heat 24.8 million GJ
2 Lignite-fired power plants (Bełchatów and Turów)
3 Hard coal-fired power plants (Opole, Dolna Odra, Rybnik)
Combined heat & power plants – 16 sites (PGE GiEK: Szczecin,
Pomorzany, Gorzów, Bydgoszcz, Zgierz, Kielce, Rzeszów i Lublin
Wrotków and PGE EC: Gdańsk, Gdynia, Kraków, Wrocław, Czechnica, Zawidawie, Zielona Góra, Toruń)
• Hydroelectric power plants (Hydro 96 MW, Pumped-storage
1.5 GW)
• Wind farms 550 MW

• Nonpartisan activity of PSE S.A.
• Distribution of electricity: 35.34 TWh
• Distribution grid: 287 864 km
• Number of substations: 93 493
• Final customers 40.43 TWh
• Wholesale market 22.67 TWh
• Balancing market 2.68 TWh
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OUR MODEL OF BUSINESS ACTIVITY
We are Poland’s largest vertically integrated producer and supplier of electricity and largest producer of district heating. We operate across the entire
value chain: we produce electricity and heat at our power plants and CHP
plants, then we sell and deliver it to our clients throughout Poland, including

Extraction of lignite and generation
of electricity and heat

to households, businesses and institutions.
Our activity is organized around 4 operating segments: Conventional Generation, Renewables, Distribution and Supply.

Distribution

Supply

PGE
Capital Group

Conventional
Generation Segment

Renewables
Segment

Distribution
Segment

Supply
Segment

PLN 4 099 million

PLN 364 million

PLN 2 333 million

PLN 811 million

PLN 7 650 million

54%

5%

30%

11%

Share in EBITDA

43%

9%

25%*

30%*

Market share

* Estimated data regarding sales to end-users and distribution

Discover the movie about the activities
of our Group



Our segments
Conventional Generation

Distribution

Core business of the segment includes extraction of lignite, production of
electricity and heat from conventional sources as well as transmission and
distribution of heat. The segment’s assets include 2 lignite mines, 5 conventional power plants with an installed electrical capacity of approx. 11 490
MWe and 16 combined heat and power plants with installed heating capacity
of approx. 7 860 MWt.

We are the second-largest electricity distributor in terms of the number of
clients, with an approx. 25% share of the Polish electricity distribution market. Our distribution area covers 122 433 km2 - nearly 40% of Poland’s territory. Using nearly 288 thous. km of distribution lines, we supply electricity
to approx. 5.4 million clients. In 2017 volume of electricity distribution amounted to 35 TWh.

PGE Group is the leader of the lignite mining industry (81% of domestic
extraction) and the largest producer of electricity, generating approx. 43% of
national net electricity output, and the largest producer of heat. Production
is based on lignite that is extracted at PGE Group mines as well as on hard
coal, gas and biomass.
Renewables
We are the leader in producing electricity from renewable sources in Poland,
with an approx. 9% market share (together with biomass). Investing since
2007, we have built up a 550 MW wind farm portfolio. Among the assets of
the segment there are also 29 run-of-river hydro power plants with an installed capacity of approx. 96 MWe, 4 pumped-storage power plants with an
installed capacity of approx. 1 543 MWe and a photovoltaic power plant with
installed capacity of 0.6 MWe.

Supply
We are one of the leading electricity suppliers in Poland. In 2017, we sold 40
TWh to end customers.
The segment covers electricity sales to end customers, wholesale trade in
electricity on the domestic and foreign markets, wholesale trade in fuels and
related products on the domestic and foreign markets, provision of services
to PGE Group companies related to commercial management of the Group’s
generation capacities and of the electricity produced, alongside trade in CO2
emission allowances and property rights.

More on business activity in our 2017
Integrated Report
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3. OUR SURROUNDINGS
Stakeholders in our surroundings
We believe in the sense of integrated reporting. We are confident
that by comprehensively presenting our activities, grounded in a
specific context, we bring PGE Group and its intentions closer to
our stakeholders and especially to investors.
Topics developed in the online version of the Integrated Report of the PGE Capital Group (http://raportzintegrowany2017.gkpge.pl/) were selected in consultation with our key stakeholders. We organized two dialogue sessions - the
first in 2014, and three years later, we repeated the meeting in 2017.
We invited representatives from more than 20 different groups to the dialogue session (including NGOs, consumer organisations, industry organisations, business partners, banks, journalists and employees). Together, we
identified 20 types of expectations from our stakeholders. All of them have
an impact on the shape of this Integrated Report, in which we try to respond
to the expectations of our surroundings as well as possible.

more than

20

more than 20
different groups
in dialogue session

groups
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KEHOLDER
A
T

Suppliers

S

Our cooperation with the government administration is
always based on dialogue and respect for the law. Due to
the scale and scope of our activities as well as the nature
of our business we are deeply engaged with public
bodies. Important role that PGE plays in the Polish
economy makes us natural partner to wide range of
government institutions.

S

Government administration

What we buy and who we buy it from is of signiﬁcant
importance for us. PGE procurement policy places
emphasis on observance of high ethical, social and
environmental standards by potential suppliers.

Customers
Media
The main channel used by our company to communicate
with the stakeholders. Media provide the public opinion
with information on our plans, performance and achievements therefore we attach great attention to the quality
and proactive approach to media relations considering
growing role of access to comprehensive information on
our company.

We are always committed to safety and standards of
collaboration, proactively meeting the changing
customer needs. PGE’s diversiﬁed offer is tailored to ﬁt
the individual needs of end users. We follow our
customers with diversiﬁed forms of contact. To
understand our customers’ needs better, we conduct
regular satisfaction surveys and use diversiﬁed communication channels. This helps us to continuously improve
service standards and build up positive relations with
customers.

Employees
Our key priority is to ensure safe working conditions and
stable employment for our employees, at the same time
providing them with interesting professional challenges
and opportunities to realise unique projects. We treat
social dialogue as inseparable part of our business
activity.

Power industry organisation

Subcontractors

As a member of the Polish Electricity Association (PKEE)
we belong to EURELECTRIC representing interests of
the European electric power industry. This initiative
allows us to stay updated and share our knowledge. It
also provides opportunities for inﬂuencing the
EURELECTRIC’s position on issues related to European
legislation. Being part of the Polish Member Committee
of the World Energy Council (WEC) we play the leading
role in shaping policies and indicating directions of
activities of this organization.

Local authorities

Investment process in our business bases on symbiotic
cooperation with subcontractors to bring about desired
effects.

We are an important partner for local communities – in
particular for local governments of communes where we
pursue our business activities. We build our relations on
conﬁdence, mutual respect, and collaboration on
projects for development of local communities.

Regulator

Non-governmental organisations

Scientiﬁc communities

We take part in the proceedings of numerous national as
well as international organisations and associations.
Companies within our Group are active on local,
nationwide, as well as on foreign markets. We participate
in activities of 25 various institutions.

We know how enormous is the potential of academic
staff and students. Therefore, we establish pro-development partnerships with higher education institutions
across the country and take care of appropriate
utilisation of innovative scientiﬁc works and human
potential.

Energy Regulatory Ofﬁce (ERO) is a central body of
Polish state administration in accordance with Polish
Energy Law responsible for regulation in energy sector
as well as promotion of competition. The President of
ERO regulates activities of power utilities aiming to
balance interests of power companies and customers.

Local communities
Business partners

Shareholders

With our genuine commitment to corporate ethics we
strive to be recognized as trustworthy partner. We do
believe fair and transparent business practices are
essential for mutually successful long-term cooperation.

Before initiation of every single investment project we
hold a dialogue with local communities to provide
comprehensive information regarding investment
process as well as to recognize and match social expectations in order to minimise our adverse impact on the
environment.

PGE IR department is dedicated to manage and
coordinate all activities required to initiate and maintain
good relationship with our current and potential
shareholders. This implies the comprehensive communication and timely information to the market.

Discover Map of stakeholders and the most important
topics of the dialogue session
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CHANGES IN POWER SECTOR
– How is PGE Group responding to the megatrends in its surroundings?
We are witnessing dynamic changes in the power sector. Electricity is a key element of economic and everyday life, and the
power industry is one of the main domains of civilisational progress.
PGE Group is responsibly, actively and deliberately participating
in the process of transforming the Polish power industry. We want
the transformation from the traditional model to the future model
to be harmonised, deliberate and coordinated – so that recipients
of electricity have uninterrupted supply of electricity at acceptable
cost and simultaneously the trend of diminishing environmental
impact of electricity generation is continued. As the largest energy group in Poland, we are also the largest industry investor. Our
investment expenditures last year reached nearly PLN 7 billion
- these funds are mainly used for the construction of new highly
efficient generation units, adaptation of the existing units to mandatory environmental standards and construction of a modern and
reliable distribution network. Looking into the future, we are intensifying an offshore wind farm construction project in the Baltic
Sea and we are preparing to invest in a portfolio of flexible gas-fired
units and are developing modern district heating, which will improve the quality of air in Polish cities.

More on megatrends affecting changes in our
surroundings in our 2017 Integrated Report

capital
expenditures

PLN

7

billion
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4. OUR MANAGEMENT RULES
Corporate governance
PGE Polska Grupa Energetyczna S.A. is a joint stock company.
Pursuant to the Polish Commercial Companies Code, a joint
stock company has the following corporate bodies:

Competences of the governing bodies are specified in the company’s statutes, the content of which is established by the company’s general meeting.

- general meeting, which is where the company’s shareholders (co-owners) meet;
More on management rules in our 2017 Integrated Report

- supervisory board;



- management board.

Management Board

Supervisory Board

• Conducts the company’s affairs and represents it in all

• Exercises continuous oversight of the activities of the

activities in and out of court.
• Statements of will on behalf of the company must be

Tasks

made by two management board members or a management board member and a proxy.

petitions.
• From 5 to 9 members.
• Half of the members are appointed from amongst can-

• May consist of 1 to 7 members, including the president.
• At the end of 2017, the Management Board consisted of

6 members, appointed for a joint term in February 2017
(one Management Board member resigned in June
2017, effective from July 1, 2017).

didates put forward by the State Treasury
Structure

• At the end of 2017, the Supervisory Board consisted of

6 members (currently 8 members), including five independent members in compliance with criteria set out in
Best Practices for WSE-Listed Companies 2016.

• Members are appointed by the supervisory board for

a joint three-year term after a competitive procedure.
• Management board members are dismissed or suspended by the general meeting or supervisory board.

management board and the company.
• Appoints management board members through com-

• Supervisory board members are appointed and dismis-

Term

sed by the general meeting, except for the member appointed by the State Treasury by way of a statement.
• They are appointed for a joint three-year term.

Our values and principles
We are a big company, employing almost 42 thous. people. For such a large organisation, setting out shared values for an exceptionally diverse group of
employees is a great challenge. We undertook this challenge, spent hundreds of hours working on it, with the help of hundreds of employees from the entire
Group. Therefore, we are especially proud of the fact that we have in place since 2016 a key document related to our organisation’s ethical culture - PGE
Code of Ethics. This set of rules and values, constituting the basis for creating our own organisational culture, serves as a foundation for our organisation’s
operations and the achievement of strategic objectives.
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Our values:

PARTNERSHIP
– our employees’ identification with PGE Group and the resulting
synergy; creative and effective collaboration between companies, business lines and segments as well as between individual
staff and teams leads to synergies in every area where we operate
– to the benefit of clients, owners, employees and business partners. Respect is the foundation of our partnerships.

DEVELOPMENT
- continuous improvement of people, organisation, processes and
technologies; fostering conditions for innovation, actively searching for new solutions. Development requires courage to bring
about changes and create a new reality.

RESPONSIBILITY
– ensuring the energy security of the country, our company’s sustainable development as a good place to work at, as well as respecting the highest standards of workplace health and safety;
the reliability of both our organisation and everyone therein. Responsibility means fairness in everything that we do.

The Code specifies the attitudes and behaviours that are expected of all employees and managers. The Code streamlines and collects in one place rules that
employees should follow inside and outside the organisation, in contacts with business partners or co-workers.
Promoting a safe work culture amongst employees is a constant objective for the Group. Such initiatives are primarily based on preventive activities as well
as the exchange of know-how and experience. Each Group company has its own workplace health and safety regulations - this mainly results from the specific
nature of our business lines. Promoting safety amongst employees is also ascribed as an objective in managing corporate social responsibility and sustainable
development, which is part of PGE Group’s updated strategy. Developing a safe and healthy work environment is also included in our Code of Ethics.

More on organisational culture
in our 2017 Integrated Report
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5. VALUE CREATION MODEL AND CAPITALS
The presented infographic illustrates how we create value for our company,
the environment and the society.
At the centre of our actions is our mission, which is derived from our growth
strategy. We utilise the potential of our employees as well as generating and
distribution assets, being aware of the risks and opportunities that appear in

our everyday business operations. We provide electricity and heat to millions
of our clients. Our activity brings us concrete results. We set ambitious goals
and implement them. In our day-to-day work, we act in line with the following
values: Partnership, Development and Responsibility, and based on our operational model.

MISSION AND VISION

PLN 46.4 billion
of equity

PLN 6.8 billion
CAPEX in 2017

5 power plants,
2 mines and 16
combined heat and
power plants

288 thousand km
of distribution lines

Knowledge
and skills of our
employees

Necessary licenses,
concessions and
procedures

FINANCIAL
CAPITAL

FINANCIAL
CAPITAL

MANUFACTURED
CAPITAL

MANUFACTURED
CAPITAL

PLN 23.1 billion
- Revenues of the
PGE Group

PLN 7.6 billion
- PGE Group
EBITDA

56.79 TWh
Electricity
production

35.34 TWh
Distribution of
electricity

Cooperation
with the scientific
community and
startups

Innovations that
contribute to the idea
of transformation
towards a circular
economy

PLN 4.5 billion The
costs of employee
reinforcements

55.6 thousand
The total number
of training days
per year

approx. PLN 5.2
billion Tax effect
at the central and
local level

Employee
volunteering,
Energetic Schoolbag,
White stork
protection, Forests
full of energy

59.5 million tonnes
Emission of CO2
from the main
installations of the
PGE Group

Reclamation of
post-mining areas
and support for
the protection of
biodiversity

GOVERNANCE

BUSINESS
MODEL
INPUTS

approx. 42
thousand
employees of the
PGE Group

Gender proposition
of 20% women and
80% men

Organizational
culture based
on dialogue with
employees and the
environment

The activities of the
PGE Foundation
and PGE Energia
Ciepła

49.5 million tonnes
of brown coal from
own deposits

The forces of
nature - wind, water
and sun

STRATEGY AND
ALLOCATION
OF RESOURCES

RISKS AND
OPPORTUNITIES

INTELLECTUAL
CAPITAL

BUSINESS
ACTIVITIES

INTELLECTUAL
CAPITAL

OUTPUTS
products, services,
and by-products

OUTCOMES

HUMAN
CAPITAL

HUMAN
CAPITAL
PERFORMANCE

SOCIAL
CAPITAL

OUTLOOK

EXTERNAL ENVIRONMENT

SOCIAL
CAPITAL

NATURAL
CAPITAL

NATURAL
CAPITAL

Discover the interactive value creation
model of PGE Capital Group
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Our Capitals
Running business of such a scale as the PGE Group constitutes a challenge and responsibility for the surroundings. We combine natural resources, power
of wind and water, commitment of employees, machines and technology, science and intellect, the trust of investors and creditors so as good social relations
based on respect and dialogue. The ultimate result of our efforts is more than the sum of ingredients. We provide electricity which is necessary for the growth
of Polish economy. Financial resources that we generate from business activities are reinvested in modernizing of generation fleet, diversification of technology mix and protection of natural environment. We invest also in growth of employees and in scientific research, while our engagement in local societies is
beyond mandatory tax burden.

FINANCIAL CAPITAL

NATURAL CAPITAL

We use funds generated in the course of operating activities as well as equity
and debt financing in order to develop the Group and create lasting value
for shareholders and bondholders. We use funds for organic growth and
acquisitions. Financial capital is the foundation for the development of other
capital.

Lignite and hard coal are key fuels used to generate electricity and heat at
our conventional and CHP plants. We strive to effectively use natural resources. Our priority is to limit negative environmental footprint and protect
the natural ecosystem.

INTELLECTUAL CAPITAL

PGE’s business experience and brand are values that enable us to maintain
our market position and adapt to a changing world. We invest in innovation to
build intellectual capital as the basis for success in a changing environment.

MANUFACTURED CAPITAL

We own the largest generation asset base in Poland in the area of electricity
and heat production. This is the key foundation of our business. At the same
time, we are the second largest distributor of electricity in Poland, owning a
substantial asset base to deliver the electricity.

HUMAN CAPITAL

SOCIAL CAPITAL

Employees are PGE’s most valuable asset. It is thanks to their experience and
involvement that we are able to build a value-based organisation that combines social responsibility with business objectives.

For us, social capital means good relations with the communities within the
range of our impacts. We believe that in the long term only sustainable development based on partner relations is possible.

More on capitals in our 2017
Integrated Report
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6. RISKS AND OPPORTUNITIES
We are analysing the Group’s operations and risks in the short
and long term. We place emphasis on monitoring PGE’s surroundings and events that might have an impact on it.
We continually identify and monitor risks that may affect our business. We
also take action to mitigate them and limit their impact.

Discover our most important operational risks along with
main risk mitigation actions and description of the main
tools used for risk management



We do not focus exclusively on risks concerning on-going activities. We look
further to the future, we identify potential changes and prepare for them
ahead of time so as to secure our long-term growth.
Although threats to on-going activities have an impact on PGE’s operating
and financial results, strategic risks may be decisive when it comes to strategy implementation and the future of the entire organisation. Their identification is the key to ensuring PGE Group’s sustainability. Assessment of impact
on the Group’s objectives, image and business continuity is performed at the
top management level. This allows us to prepare for arising challenges and
ensure the Group’s development in the long term.
In analysing risks as threats to PGE, we at the same time try to identify any
opportunities that might arise as a result of the changes that are taking place.
Responding to risks is becoming a growth opportunity for the Group if we
adapt to the changing world ahead of time. In this context, we are especially
closely looking at changes in the technology environment, trying to be an active participant of these changes.

See how we manage risk
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7. OUR STRATEGY
We provide security and growth based on reliability of supply,
technical excellence, modern services and partnership relations.
We are not just a business. Our activity is necessary to ensure the day-to-day
functioning of Polish citizens and businesses. We light up the country and
drive the economy. Providing security and stable development conditions is
a manifest of our social responsibility.

Strategic options
We are aware of the fact that in a period of changes on the electricity market,
maintaining the top position is a considerable challenge. Adapting conventional energy to the new market shape and especially to it being more flexible is
just one of the activities we are involved in. To remain the leader of power generation in the long-term, we must be prepared to adapt our generation portfolio. PGE Group has three strategic options thanks to which it may make the
optimal choice in the context of future regulations.

to fall significantly in the coming years, potentially developing an approx. 1
GW project.
We see the possibility of building the first Polish nuclear power plant once a
model ensuring the investment’s economic feasibility is established.
We are also preparing to obtain permissions for new lignite deposits however these investments will depend on the shape of EU’s climate policy and
national regulations.

We are prospectively looking at offshore wind farms, expecting their costs

13

Brochure: PGE Integrated Report 2017

Our overall objective is:
Increasing the company’s value for the shareholders and the key role in ensuring Poland’s security of power supply.

city market and grounds for PGE Group’s development. This co-dependency
supports our long-term thinking about the Group’s activities.

We believe that only by building lasting value for our owners will we be able
to meet expectations in the area of energy security over the long-term. Building PGE Group’s value means building the value of the Polish economy. On
the other hand, Poland’s economic development means growth of the electri-

Striving to strengthen our leadership on the domestic electricity market, we
must take multi-dimensional action. On the one hand, this means the development of conventional capacities and modernisation of existing assets, while on the other - development of renewable energy.

~PLN 34 billion.

2015

2016

2017

2018

Conventional Generation - new

New business

Conventional Generation - existing

Distribution

2019

2020

after 2020

Renewables

Capital expenditures
In accordance with the 2016-2020 strategy, PGE Group will spend PLN ~34
billion on capital expenditures, including over PLN 10 billion on on-going
projects in Opole and Turów. In connection with modernisation programmes that are to be completed soon, expenditures on existing capacities in
Conventional Generation will be gradually decreasing. After 2020, we will
be pursuing an investment programme dependent on the selected strategic
options, system needs and the new market model. Investment plans do not
take into account investments related to inorganic growth.
Global megatrends are a challenge but also an opportunity. District heating,
and cogeneration especially, are aligned with the vision for development of a
modern „power industry of tomorrow” - an energy industry that efficiently
uses energy and is closer to end customers, adapting to their needs.
Given the above, we developed the District Heating Strategy, which is naturally aligned with PGE Group’s Strategy and involves the separation of a
Cogeneration business line, intended to maximise the growth potential of
the district heating market. We are certain that PGE’s greater involvement in
this segment will generate additional value for our shareholders.

More on strategy in our 2017 Integrated Report



More on district heating strategy in our
2017 Integrated Report
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8. OUR COMMITMENT TO IMPROVE AIR QUALITY

Last year, PGE especially focused on district heating, which culminated in the
adoption of a strategy for this business line. The development of district heating has a positive impact on air quality improvements and on the environment. District heating is one of the most effective ways of combating smog,
which - especially in the autumn and winter - is a problem in many Polish
cities.
Irrespective of the development plans, we are continuously investing in our
existing assets and the majority of these investments are directly or indirectly related to improving the quality of air and protecting the natural environment.
Consistent investment in our generation assets results in their environmental footprint being minimised. By using best available technologies, we strive

for further improvement. In 1989-2017, the Group’s power plants: Bełchatów, Opole, Turów and Dolna Odra, reduced emissions as follows: SO2 by
93%, NOx by 59 %, particulate matter by 99%.
PGE’s installations operate in compliance with IED Directive emission standards or use derogation mechanisms. Derogation is intended to give existing
installations additional time to technically adapt to the more rigorous emission requirements specified in the IED or exempt them from the requirement
to observe these if modernising such a facility would be unjustified due to a limited expected life-cycle. Nonetheless, regardless of the permissible norms,
we strive to meet these higher standards. We also began an adaptation programme for BAT standards, taking into account the best available technolo-

kg/MWh

kg/MWh

3.5
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16
NOx (left axis)
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8

1.5
6
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4

0.5
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0
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gies.Our on-going investments in modern generation capacities in Opole and
Turów are yet another leap towards a better quality of air. They are being
constructed to world-class technological standards.
We are aware of climate change. All development projects included in our
2020 strategy will translate into lower CO2 emissions. Our priority is ensuring energy security whilst reducing environmental footprint. Our sustainable approach to development takes into account Poland’s geography and
natural resources.
We are carefully evolving towards a greater diversification of our production mix, while limiting our CO2 emissions. Thanks to this we are reducing

our exposure to the cost of CO2 allowances. PGE’s flagship investments
(construction of two 900 MW units in Opole and a 490 MW unit in Turów)
will also improve fuel efficiency, which will also reduce the Group’s average
emission levels. Emissions at these installations will be 25% lower than at the
existing units in these power plants.
Key impact on the dynamics of change comes from the regulatory environment, which shapes the economics of investments, taking into account
aspects such as energy independence, supply security and the social and
economic situation.

CO2 t/MWh
1.1

CO2 t/MWh
1.0

0.9
1.0
0.8
0.9
0.8

0.8

Turów 1-6

Turów 11

0.6

Opole 1-4

Opole 5-6

We are the renewable energy leader in Poland and we wish to retain this position. PGE is constantly analysing opportunities to further develop renewable energy. By 2030, we plan to have a 25%
share of the domestic renewables market. We are developing this
business responsibly in respect of our shareholders - taking into
account economic considerations.
One investment being prepared by us is a 1 GW offshore wind
farm project, which could be put into service half way through
the next decade. We also see potential to further develop wind
energy, which would strengthen our top position in Poland. At the
same time, we are taking into consideration PGE’s more extensive
involvement in photovoltaics, especially given the rising demand for
capacity during the summer months.
According to our District Heating Strategy, we plan to develop our
cogeneration activities. This has a twofold impact on the Group’s
emissions. Given the efficient use of chemical fuel’s energy, CO2
emissions are reduced in comparison with the separate generation of heat and electricity. On the other hand, the development of
district heating is heading towards zero- and low-emission fuels.
One of the objectives in our District Heating Strategy is to increase
the use of these fuels to 50% by 2030. We believe that, taking into
account the natural environment and economics, it is important to
use local fuel resources.
The modernisation of our existing assets is also targeting higher
generation efficiency and thus lower CO2 emissions.
More on commitment to environmental issues
in our 2017 Integrated Report
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9. FINANCIAL AND OPERATIONAL RESULTS
Financial results
2017 was a successful year for PGE Group. Key metrics in the statement of
profit and loss show stable growth of several percent. Consolidated EBITDA
reached PLN 7 650 million, operating profit PLN 3 620 million and net profit
PLN 2 667 million. On a year over year basis, the reported results exhibited
stability, however their composition changed. The 2017 results were to a lesser degree supported by one-off events.
In 2017, recurring EBITDA reached PLN 6 481 million, compared to PLN
6 151 million in the preceding year. The +5% y/y growth resulted from a higher volume of lignite-based production, the recognition of acquired assets
(proportionally), higher return on distribution and lower costs of redeeming
property rights in the Supply segment.

It should be emphasised that the assets purchased from French group
EDF, currently operating under the name PGE Energia Ciepła, are recognised for the period from November 14, 2017. Therefore, the impact of this
acquisition on the 2017 EBITDA (PLN +193 million) does not reflect this
transaction’s entire potential.
Reported EBITDA for 2017 included PLN 1 169 million in one-off events
(with one event having dominant impact: final settlement of LTCs). 2016 was
characterised by higher support from one-off events (PLN 1 225 million),
with the largest one being related to a change of a reclamation provision,
which added PLN 643 million.

7 376

2016 EBITDA REPORTED

1 225

One-off events

6 151

2016 RECURRING EBITDA*

238

Wholesale electricity price
The volume of electricity**

192
5

Coal with transport
Natural gas

43

Biomass

91

The cost of CO2 emission allowances

16

Regulatory system services

20
153

Margin on the retail market

82

Support for RES***

150

Return on distribution****

81

Capitalized costs of lignite mining

168

Other

193

Acquired assets
2017 RECURRING EBITDA*

6 151

6 481

One-off events

1 169

2017 EBITDA REPORTED

7 650

* Excluding significant one-offs
** Including environmental costs related to generation
*** From the third quarter of 2016 includes the cost of blue certificates
**** Includes network losses

More on financial results in our 2017
Integrated Report
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Operating results
PGE Group’s key operating indicator is the volume and structure of electricity production. From the viewpoint of margins, production using the Group’s
own fuel, i.e. lignite, is of particular importance. The production structure
is mainly dependent on asset availability, i.e. the maintenance and overhaul
schedule for generation units.

up’s second most-important fuel is hard coal, with which we produced 12.35
TWh, denoting 9% growth y/y. The increase in volume results from the recognition of PGE Energia Ciepła assets acquired. The asset acquisition enabled
us to increase gas-based production volumes but this was also supported by
a commissioning of gas-and-steam unit at our CHP plant in Gorzów.

In 2017, we produced 39.05 TWh of electricity from lignite, which is 5% more
y/y, thanks to a lighter refit schedule at Elektrownia Bełchatów. PGE Gro-

Production volume by fuel and technology1:
TWh

2017

2016

y/y

TOTAL PRODUCTION, including:

56.79

53.67

6%

lignite

39.05

37.35

5%

hard coal

12.35

11.30

9%

natural gas

2.87

2.33

23%

pumped storage

0.44

0.45

-2%

hydro

0.47

0.43

9%

wind

1.28

1.08

19%

biomass

0.33

0.73

-55%

1
We traditionally measure production volumes in two ways. By fuel and by generation units. Some of our generation units are multi-fuel (e.g. small amounts of biomass are combusted in our coal plants as
supplementary fuel, therefore not all of the electricity coming from a coal plant is produced using lignite).

PGE Group’s second most important business activity after electricity generation is its distribution. In the past year, our grids delivered 35.34 TWh of
electricity to 5.35 million electricity offtake points. The distribution volume
is characterised by stable systematic growth in response to growth in economic activity and GDP. In 2017, the distribution volume increased by 3% y/y.
Growing demand necessitates consistent investment in the distribution network so as to meet the needs of customers and a growing national economy.
Electricity sales to end customers are an activity that is characterised by fierce competition.
Electricity sales volumes depend on the adopted sales strategy. In 2017, sales volume declined by 6% y/y to 40.43 TWh - the decline resulting from a
withdrawal from a volume-maximisation policy in favour of a margin-maximisation policy (this applies to corporate clients).
TWh

2017

2016

y/y

Electricity sales to end customers,
including:

40.43

42.96

-6%

9.28

9.11

2%

31.15

33.85

-8%

Households (tariff G)
Business customers (tariffs A, B,
C+R)

In 2017, PGE Group’s heat sales totalled 24.85 million GJ and were 6.79
million GJ higher than in 2016 i.e. by 38%. The growth was driven by the
acquisition of PGE Energia Ciepła district heating assets, i.e. CHP plants in
Kraków, Gdańsk, Gdynia, Wrocław, Zielona Góra, Czechnica, Toruń and Zawidawie.

Sale of heat [PJ]

More on our operational results
in our 2017 Integrated Report

2017

2016

y/y

24.85

18.06

38%
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10. OUTLOOK
PGE does not publish financial forecasts but - looking to meet the expectations of capital market participants - every quarter we discuss the EBITDA outlook
for the next quarter and the present financial year. This commentary pertains to the identified key drivers of our financial results. As of the date on which this
report was published, the EBITDA outlook for each segment in 2018, compared to the results for 2017, was as follows:

Outlook
2018 vs 2017

Key drivers
• Average wholesale realised price at PLN 171-173/MWh
• Completion of LTC settlements. In 2017 revenues and EBITDA from LTC amounted to approx.

PLN 1.28 billion
Conventional
Generation

• Lignite-fired generation volume slightly lower due to heavier overhaul schedule in Bełchatów

Decline

• Hard coal prices in 2018 higher by up to 10% resulting from price paths in agreements and contracted

volumes
• Allocation of free CO2 emission allowances at the level of approx. 12 million tonnes vs. approx. 15 million

tonnes in 2017. The increase in total cost of emission allowances was due to higher prices y/y
• Efficiency programs to be continued

including new assets

Decline

Renewables

Stable

• Increased hard coal price not fully transferred into heat tariffs for 2018 due to tariff’s characteristics

and formula
• Production volume dependent on weather conditions
• Possible decrease of costs related to the property tax in case of changes in regulations regarding

property tax
Supply

Decline

• Maintain strategy to maximise total gross margin

• Regulatory Assets Base (RAB) at approx. PLN 16.26 billion in tariff for 2018, in addition approx.

Distribution

Moderate
growth

PLN 120 million for AMI
• WACC for 2018 set at 6.015%, WACC for 2017 was 5.63% (pre-tax)
• Efficiency programs to be continued
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Furthermore, as the largest power-sector company in the country, we also report on planned changes in achievable capacities within the next 3 years.
Prospects for growth of achievable capacities in years 2018-2020 (MW gross)

23
+ ELT2 15 MW
+ ECR 8 MW

16 269*

2017

2018

1 459

43

+ ELO5 900 MW
+ ELO6 900 MW
+ ELT1 15 MW
+ ELT3 15 MW
+ ELR5 10 MW
+ MEW 0,1 MW
- ELB1 370 MW
- ECG-T5 6 MW
- ECG-T6 5 MW

+ ELT11 496 MW
+ MEW 0,7 MW
- EDO1 222 MW
- EDO2 232 MW

2019

2020

17 794**

Łącznie

* including 10 868 MW gross achievable capacities in conventional units of PGE GiEK S.A. and 3 212 MW in Acquired assets (Rybnik power plant, EC Gdańsk, EC Gdynia, EC Kraków, EC Wrocław, EC Czechnica, EC Zawidawie, EC Zielona Góra, EC Toruń)
** including 12 382 MW gross achievable capacities in conventional units of PGE GiEK S.A. and 3 222 MW in Acquired assets
The chart showing new capacity additions illustrates PGE Group’s commissioning and decommissioning of capacity. Schedules are subject to change. Data does not include potential capacity growth related to
investments in renewables that are dependent on the results of future RES auctions.
Explanation:
ELB – Bełchatów power plant, EDO – Dolna Odra power plant, ECR – Rzeszów CHP, ELO – Opole power plant, ELR – Rybnik power plant, MEW – Small hydro power plants, ELT – Turów power plant, ECG –
Gorzów CHP.

2020 is the last year in PGE Group’s current strategy. However, we are
conducting analyses that go beyond this timeframe, which show that the
low-emission scenario is the most likely from amongst the strategic options
available after 2020 (nuclear power plant, offshore wind farms, modern coal
energy).
The changing surroundings, both regulatory and technological, justify implementation of an approx. 1 000 MW offshore wind farm project about half
way through the next decade.
We are also considering a gas-based generation capacities project at Dolna
Odra power plant. Preliminary results of a feasibility study show significant
chances for a project to build two new 500 MW gas-fired units. If this project
is selected, a realistic deadline for the investment would be 2023. Moreover,

we are analysing the construction of another 500 MW gas-fired unit at one
of our existing locations.
A preliminary preparations phase for the nuclear project is also in progress.
We are focusing on conducting site characterisation and environmental
surveys until an environmental impact assessment report and a site characterisation report are prepared.

More on the prospects for the development
of our operations in our 2017 Integrated Report
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