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Rating Rationale

Firm Market Position Supports Ratings: The ratings of ENEA S.A. (ENEA) reflect its
vertically integrated operations in the Polish electricity market, including a strong
position in electricity distribution (14% market share) and supply (16% market
share), and a material position in power generation (8% of the country’s generation
output in 2009). ENEA is the third-largest player in the Polish electricity market,
after PGE Polska Grupa Energetyczna S.A. (‘BBB+’/Stable) and TAURON Polska
Energia S.A. (‘BBB’/Stable).

Financial Profile Supported by High Cash Cushion: ENEA’s strong financial profile
is supported by a cash position of PLN3bn compared with gross debt of PLN119m at
end-2010. However, Fitch Ratings projects that due to new debt that ENEA plans to
raise in 2012-2015 to co-fund its large capex plan, the group’s net leverage (Fitch-
adjusted net debt/EBITDA) will increase to about 2x-2.5x by end-2015. This
leverage would still be commensurate with the current ratings and is largely in line
with the projected medium-term leverage for other central European (CE) electric
utilities rated by Fitch, who are also pursuing large capex plans.

High Proportion of Regulated Business: ENEA’s creditworthiness benefits from a
high contribution to EBITDA of regulated electricity distribution earnings (42% in
2010) compared with 20%-40% for other integrated utilities rated by Fitch in CE.
This results in the group’s cash flow having a lower exposure to power and fuel
prices, supporting predictability of earnings.

Suboptimal Generation Business: The ratings are constrained by the group’s
limited generation fuel mix diversification, short position in generation and high
generation asset concentration, which is unlikely to materially change by 2015.
These result in a lower generation profit margin compared with CE peers rated by
the agency.

Carbon Dioxide Exposure and Access to Fuel: ENEA has a smaller scale, less
dominant market position and lower profitability in generation than its Polish and
CE peers. It also has substantial exposure to carbon dioxide costs, which might
result in an erosion of profits from the generation segment beyond 2012.
Furthermore, ENEA’s business profile is constrained because of a lack of access to
own fuel sources, partly mitigated by long-term hard-coal supply agreements.

What Could Trigger a Rating Action

Positive Drivers: The upside potential for ENEA is rather limited. The ratings could
be positively affected by progress on group integration and successful
implementation of the capex plan, or the presence of a strong strategic investor
that would transfer knowledge to ENEA and/or provide additional equity to co-fund
investment.

Negative Drivers: Financial leverage beyond 2.5x — due, for example, to large
debt-funded acquisitions or capex being substantially above the current plan —
would be negative for the ratings.

Liquidity and Debt Structure

ENEA’s liquidity was ample at end-2010, with PLN3bn of cash (of which PLN1.9bn
proceeds from the IPO). The agency expects ENEA’s limited external funding
(PLN119m at end-2010) to increase after the company uses the cash proceeds from
its IPO to fund capex, but Fitch also anticipates that liquidity will remain strong.
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Peer Group

Issuer Country

A-

CEZ, a.s. Czech Republic
BBB+

PGE Polska Grupa Poland
Energetyczna S.A.

BBB
ENEA S.A. Poland
Slovenske Slovakia

elektrarne, a.s.

TAURON Polska Poland
Energia S.A.

Issuer Rating History

LT IDR Outlook/
Date (FC) Watch

14 Apr 11 BBB Stable

Snapshot Profile: Major
Issuer-Specific Rating
Factors and Trends
Rating Factor Status® Trend

Operations Average Neutral
Market position Average Neutral

Finances Strong Worsening

Governance Average Neutral
Geography Weak Neutral

2 Relative to peer group

Immediate Peer Group — Comparative Analysis

Sector Characteristics

Operating Risks

Vertically integrated European electric utilities are relatively stable businesses.
Electricity distribution and transmission in transparent regulatory regimes benefit
from high cash flow visibility and predictability. Power generation is a higher-risk
and more volatile segment, due to its exposure to changes in fuel and electricity
prices, and electricity demand. However, some business and financial risks in
generation may be mitigated through hedging strategies.

Financial Risks

The financial profile of integrated utilities benefits from solid and stable cash flow
generation. Negative free cash flow will remain common across the sector, due to
large capex plans with limited short-term flexibility. Leading integrated utilities
generally have good access to capital-market funding.

Business Profile Characteristics of CE Energy Utilities Rated by Fitch

CEZ PGE Tauron SE ENEA

Headroom within Limited Large Large Medium Large
current rating level

Vertical integration Full (from Full (from Full (from Low  Medium (from

mining to mining to mining to generation to

supply) supply) supply) supply)
42% nuclear,  68% lignite,  93% hard coal 43% hydro,  98% hard coal
45% lignite, 25% hard coal 32% nuclear and

Generation mix

10% hard coal 25% coal
Regulated business 19% 21% 41% 0% 42%
(EBITDA share)
Free cash flow Negative Negative Negative Negative Negative

expectations

Source: Fitch

Key Credit Characteristics

Large utilities with solid business profiles and strong to medium financial profiles
generally command strong investment-grade ratings. Ratings depend both on
business factors — including market presence, degree of vertical integration,
generation mix and earnings diversification — and on financial factors such as
financial policy, leverage, profit margins, capex plans and approach to M&A activity.

Overview of Companies

o CEZ, a.s. (CEZ; ‘A-’/Stable), 69.4% owned by the Czech state, has a leading
position and vertical integration in Czech power. It is the largest electric utility
in CE. CEZ has a strong EBITDA margin, which is partly driven by its low-cost
generation portfolio.

¢ Slovenske Elektrarne, a.s. (SE; ‘BBB’/Stable) is the dominant power producer
in Slovakia, 66% owned by Italy’s Enel SpA (‘A-’/Stable). The company benefits
from a good mix of generating sources, including nuclear (being expanded),
hydro, gas and coal, but is less integrated than many of its peers.

e TAURON Polska Energia S.A. (Tauron; ‘BBB’/Stable), 30% owned by the Polish
state, is the second-largest vertically integrated utility in Poland. It has a
relatively large presence in distribution and supply, as opposed to generation.
The company has limited generation fuel mix diversification (hard-coal-fired
plants account for 93% of installed capacity).

e PGE Polska Grupa Energetyczna S.A. (PGE; ‘BBB+’/Stable), 69% owned by the
Polish state, has a leading and vertically integrated position in Polish power,
including dominance in generation. PGE’s main source of generation is lignite-
fired plants, which benefit from relatively low production costs in Poland.

ENEA S.A.
May 2011
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Fitch’s expectations are based on
the agency’s internally produced,
conservative rating case forecasts.
They do not represent the forecasts
of rated issuers individually or in
aggregate. Key Fitch forecast
assumptions include:

e no substantial changes in revenue
due to stable operations;

portion of EBITDA generated by
regulated business to grow in
medium term due to asset
revaluation;

e capex plan implemented in line
with ENEA’s strategy until 2020;

cash from IPO to be gradually
used to co-fund the capex plan;
and

external debt to be raised in
2012-2015.

Definitions

o Leverage: Gross debt plus lease
adjustment minus equity credit
for hybrid instruments plus
preferred stock divided by FFO
plus gross interest paid plus
preferred dividends plus rental
expense.

Interest cover: FFO plus gross
interest paid plus preferred
dividends divided by gross
interest paid plus preferred
dividends.

FCF/revenue: FCF after dividends
divided by revenue.

FFO profitability: FFO divided by
revenue.

For further discussion of the
interpretation of the tables and
graphs in this report see Fitch’s “
Interpreting the New EMEA and
Asia-Pacific Corporates Credit
Update Format” Special Report,
dated 25 November 2009 and
available at
www.fitchratings.com.

Leverage
including Fitch expectations

5.0
4.0

3.0 — T~ ...

2.0

1.0
00 S

2007 2008 2009 2010 2011F 2012F

Interest Cover
including Fitch expectations

120.0
100.0

/\
80.0 .

60.0 yd *

am—— .
40.0 >
A
20.0 >
0.0 ° T T T = -\ == 1

2007 2008 2009 2010 2011F 2012F

Debt Maturities and Liquidity at YE10

FCF/Revenues

2007 2008 2009 2010 2011F 2012F

Debt maturities (PLNm) || including Fitch expectations
2011 44.5
After 2011 74.1 10%
Cash and equivalents 3,008.7
Undrawn committed facilities 100.0 5%
(Expiry)
O% (— Y v%f 1
-5% *
\_ - -
-10% N
~
-15%
2007 2008 2009 2010 2011F 2012F
FFO Profitability Capex/CFO
including Fitch expectations including Fitch expectations
35% 250%
30% £
2009% .
25% // hEL R R
150% +
20% S/ "
15% /\’—. Y mmom o 100% /_/ = = ==
10% e —
59 50%
O% T T T T T 1 O% T T T T T 1

2007 2008 2009 2010 2011F 2012F

EBITDA Breakdown by Segments
B Supply ™ Distribution M Generation M Other

(%)
100

80
60
40
20

0
2009A 2010A

Source: ENEA S.A.

ENEA's Generation Mix (2010)
Conventional Hydro Biogas
2%
98%

ENEA S.A.
May 2011


http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=482108

FitchRatings Corporates
I

ENEA S.A.
FINANCIAL SUMMARY

31 Dec 2010 31 Dec 2009 31 Dec 2008 31 Dec 2007 31 Dec 2006
PLNm PLNm PLN m PLN m PLN m
Original Restated Original Original Original
Profitability
Revenue 7,836.9 7,153.5 6,157.8 5,445.8 5,383.7
Revenue Growth (%) 9.6 16.2 13.1 1.2 16.7
Operating EBIT 725.1 513.0 260.6 83.5 244.2
Operating EBITDA 1,377.8 1,174.3 892.0 554.1 647.7
Operating EBITDA Margin (%) 17.6 16.4 14.5 10.2 12.0
FFO Return on Adjusted Capital (%) 11.8 10.4 10.1 7.8 17.6
Free Cash Flow Margin (%) 1.6 (1.4) 0.6 6.9 6.8
Coverages (x)
FFO Gross Interest Coverage 193.4 81.3 56.4 59.5 180.7
Operating EBITDA/Gross Interest Expense 128.8 105.8 57.2 56.0 129.5
FFO Fixed Charge Coverage (inc. Rents) 193.4 81.3 56.4 59.5 180.7
FCF Debt-Service Coverage 2.6 (1.3) 0.7 4.9 12.0
Cash Flow from Operations/Capital Expenditures 1.3 1.1 1.2 1.7 2.2
Debt Leverage of Cash Flow (x)
Total Debt with Equity Credit/Operating EBITDA 0.1 0.1 0.2 0.5 0.1
Total Debt Less Unrestricted Cash/Operating EBITDA 2.1) 2.1) 2.7) (1.2) (0.5)
Debt Leverage Including Rentals (x)
Rental Expense 0.0 0.0 0.0 0.0 0.0
Gross Lease Adjusted Debt/Operating EBITDAR 0.1 0.1 0.2 0.5 0.1
Gross Lease Adjusted Debt/FFO+Int+Rentals 0.1 0.2 0.2 0.5 0.1
FCF/Lease Adjusted Debt (%) 104.6 (60.5) 16.6 148.0 633.7
Debt Leverage Including Leases and Pension Adjustment (x)
Pension and Lease Adjusted Debt /EBITDAR + Pension Cost 0.1 0.1 0.2 0.5 0.1
Liquidity
(Free Cash Flow+Available Cash+Committed Facils)/ (ST Debt + Interest) (%) 6,191.1 4,029.5 3,793.0 1,673.7 2,316.1
Balance Sheet Summary
Cash and Equivalents (Unrestricted) 3,008.7 2,651.8 2,620.7 940.8 351.7
Restricted Cash and Equivalents 0.0 0.0 0.0 0.0 0.0
Short-Term Debt 44.5 51.2 53.5 69.5 26.7
Long-Term Senior Debt 74.1 109.4 154.3 184.8 31.1
Subordinated Debt 0.0 0.0 0.0 0.0 0.0
Equity Credit 0.0 0.0 0.0 0.0 0.0
Total Debt with Equity Credit 118.6 160.6 207.8 254.3 57.8
Off-Balance-Sheet Debt 0.0 0.0 0.0 0.0 0.0
Lease-Adjusted Debt 118.6 160.6 207.8 254.3 57.8
Fitch- identified Pension Deficit 0.0 0.0 0.0 0.0 0.0
Pension Adjusted Debt 118.6 160.6 207.8 254.3 57.8
Cash Flow Summary
Operating EBITDA 1,377.8 1,174.3 892.0 554.1 647.7
Gross Cash Interest Expense 6.1) (12.2) (16.5) 9.2) (4.3)
Cash Tax (199.2) (111.6) (126.1) (130.0) (20.4)
Associate Dividends 16.2 10.5 1.3 0.0 0.0
Other Items before FFO (incl. interest receivable) (15.1) (81.4) 162.6 123.6 149.8
Funds from Operations 1,173.6 979.6 913.3 538.5 772.8
Change in Working Capital (29.7) (109.3) (146.6) 20.2 (4.8)
Cash Flow from Operations 1,143.9 870.3 766.7 558.7 768.0
Total Non-Operating/Non-Recurring Cash Flow 0.0 0.0 0.0 191.6 1.4
Capital Expenditures (852.2) (764.3) (631.7) (334.1) (351.8)
Dividends Paid (167.7) (203.1) (100.6) (39.8) (51.3)
Free Cash Flow 124.0 97.1) 34.4 376.4 366.3
Net (Acquisitions)/Divestitures 0.0 0.0 (287.4) 360.3 (1.0)
Net Equity Proceeds/ (Buyback) 0.0 22.5 1,922.8 0.0 0.0
Other Cash Flow Items 274.9 152.9 56.6 (344.1) (3.8)
Total Change in Net Debt 398.9 78.3 1,726.4 392.6 361.5
Working Capital
Accounts Receivable Days 43.0 43.5 44.3 44.9 41.5
Inventory Days 19.2 21.9 18.9 9.4 4.4
Accounts Payable Days 70.5 70.7 74.4 66.6 59.0
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS . IN ADDITION, RATING DEFINITIONS AND
THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST,
AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO
AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
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(212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved. In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from
other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in
accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent
such sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the
third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in
the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public
information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit
reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by
third parties, the availability of independent and competent third-party verification sources with respect to the particular security or in
the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings should understand that neither an enhanced
factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection with a rating will
be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch
and to the market in offering documents and other reports. In issuing its ratings Fitch must rely on the work of experts, including
independent auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings are
inherently forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified as facts.
As a result, despite any verification of current facts, ratings can be affected by future events or conditions that were not anticipated at
the time a rating was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is continuously evaluating and
updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a
rating. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is
not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were
involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report
providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the
issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at anytime for any reason in the
sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any
security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-
exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other
obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency
equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a
particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable
currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its
name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services and
Markets Act of 2000 of Great Britain, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.
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