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CEE Power Utilities

Poland, Czech Republic

Like the legend of the phoenix

We resume coverage of Polish state-controlled power, with Enea (offering the
biggest fundamental valuation gap) and PGE (the best play on coal unbundling)
as our top picks. We also stand by our positive view on Polenergia, with its
attractive RES portfolio and plans for more optimal capital management.

The medium-term earnings momentum expected in the power sector is not too
appealing (declining forward prices, reduced load factors), but the valuation
multiples of utilities remain very attractive, and their EBITDA potential is poised
to shift to more stable and regulated business lines.

Moreover, the capex plans of state utilities are becoming more value creative
than in the past, and they include optimization of legacy asset maintenance, re-
investment premiums in distribution, no politically driven investments and
M&As, and a more opportunistic approach to onshore renewables with Poland
about to announce a more constructive energy policy.

The new market paradigm inevitably involves the discontinuation of coal
energy generation, but we expect the government to offer transitional
compensation for negative clean dark spreads as of 2028 to keep coal plants on
standby as emergency backup. This expectation underlies our base case
scenario for power utility valuations. A potential coal assets carve-out
represents a bullish case with almost 100% upside on avg.

Power Market Paradigm Shift

The European energy mix transition is affecting power prices faster than previously
expected, with hourly spot prices falling deeper and deeper into the negative
territory. The number of hours with negative prices in the German-Austrian
electricity bidding zones increased from 148 in 2021 to 280 in 2023, and, this year,
they have more than doubled in a continuation of the uptrend.

In Poland, excessive solar capacity development, combined with balancing market
reform, have added to the power price paradigm shift, boosting intraday spreads
and profile costs (a huge challenge for solar PV, but an opportunity for CCGTs and
energy storage). At the same time, we are witnessing a dramatic fall in coal power
plant load factors (only 20% expected in 2028 vs. 36% in 2023) which, together with
capacity closures, may result in a 60% slump in Polish steam coal demand.

More stabilization may come only with structural changes in electricity demand (EV
charging, heat pumps, green H2) and the expected deployment of utility scale
battery storage facilities. Meanwhile, in order to stabilize the system, the operator
may be forced to implement ‘ancillary’ services to keep sufficient conventional
capacities on standby, offering compensation for negative CDS as of 2028 (our base
case scenario).

Coal Assets Carve-Out Back on Gov't Agenda

The concept of a coal power plant carve-out seems to be back on the table, although
the whole endeavor is starting from scratch with no official schedule and
framework as of yet. We expect that, contrary to the original NABE project, this time
the prices offered by the state for the coal assets will be more aligned with their
profitability profiles and decommissioning schedules.

In our hypothetical calculations, we arrived at an implied EV of available capacity
offered in 2026-30 of PLN 1.8m per MW — a more reasonable proposition from the
government’s vantage point than the alternative, i.e,, building new gas balancing
units with estimated capex of PLN 3.8m per MW. If we apply these estimates to the
DCF valuations of Enea, PGE and Tauron, we arrive at upside potential of 135%, 156%,
and 47%, respectively.

EV/EBITDA adj. DYield

2024E 2025E 2026E 2024E 2025E 2026E
CEZ 6.3 6.2 6.5 5.6% 55% 4.7%
Enea 1.4 1.2 12 0.0% 0.0% 0.0%
PGE 2.7 22 2.8 0.0% 0.0% 0.0%
Polenergia 81 n7 18.6 0.0% 0.0% 0.0%
Tauron 38 33 33 0.0% 0.0% 0.0%
Integrated Utilities 6.1 6.2 6.5 6.3% 6.2% 6.2%
Network Utilities 9.3 8.8 8.7 5.0% 4.8% 5.0%
Renewables Mix 10.3 10.4 10.2 4.6% 4.7% 4.9%
Renewables Wind 10.4 9.9 8.9 3.5% 3.8% 3.8%
Renewables Solar 13.2 10.8 10.2 0.0% 0.0% 0.4%
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CEZ 94840  893.60 hold hold
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PGE 8.84 - buy suspended
Polenergia 104.09 103.62 buy buy
Tauron 4.27 - hold suspended
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P Price Price UEEE
CEZ 933.50 948.40 1.6%
Enea 9.42 1816 92.9%
PGE 6.91 8.84 28.0%
Polenergia 64.80 104.09 60.6%
Tauron 391 427 9.2%
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List of abbreviations and ratios used by mBank:

EV (Enterprise Value) — Equity Value + Net Debt; EBIT - Earnings Before Interest and Taxes; EBITDA - EBIT + Depreciation & Amortisation; Net Debt — Borrowings + Debt Securities + Interest-Bearing Loans - Cash
and Cash Equivalents; P/E (Price/Earnings) - Price Per Share Divided by Earnings Per Share; P/CE (Price to Cash Earnings) — Price Per Share Divided by Earnings + Depreciation & Amortisation; P/B (Price to Book
Value) - Price Per Share Divided by Book Value Per Share; P/CF (Price to Cash Flow) - Price Divided by Cash Flow from Operations; ROE (Return on Equity) - Earnings Divided by Shareholders' Equity; ROCE
(Return on Capital Employed) - EBIT x (Average Assets - Current Liabilities); ROIC (Return on Invested Capital) — EBIT x (1-Tax Rate) / (Average Equity + Minority Interest + Net Debt); FCFF (Free Cash Flow to Firm)
- Cash Flow from Operations - CAPEX - Lease Payments; FCFE (Free Cash Flow to Equity) - Free Cash Flow to Firm - Net Interest Expense (incl. Debt + Leases)

EBITDA margin - EBITDA/Sales

OVERWEIGHT (OW) - a rating which indicates that we expect a stock to outperform the broad market
NEUTRAL (N) - a rating which indicates that we expect the stock to perform in line with the broad market
UNDERWEIGHT (UW) - a rating which indicates that we expect the stock to underperform the broad market

Recommendations of Biuro maklerskie mBanku:

A recommendation is valid for a period of 12 months, unless a subsequent recommendation is issued in this period. Expected returns from individual recommendations are as follows:

BUY - we expect that the rate of return from an investment will be at least 10%

HOLD - we expect that the rate of return from an investment will range from 0% to +10%

SELL - we expect that an investment will bear a loss

The foregoing principle maybe waived where circumstances warrant, including but not limited to periods of increased share price volatility experienced by the company that is the subject of a recommendation
immediately preceding the time the recommendation is issued.

Recommendations are updated at least once every twelve months.

mBank S.A. with its registered office in Warsaw at Prosta 18 renders brokerage services via a dedicated organisational unit, the Brokerage Bureau, which uses the Polish name Biuro maklerskie mBanku.

mBank S.A. as part of the Exchange's Analytical Coverage Support Programme (“Programme”, https://www.gpw.pl/eacsp) prepares analytical reports for Sygnity. These documents are prepared at the request of
Gietda Papierow Wartosciowych w Warszawie S.A. (‘WSE'), which is entitled to copyrights to these materials. mBank S.A. receives remuneration from the WSE for the preparation of the reports. All documents
prepared for the Programme are available at: https://www.mdm.pl/ui-pub/site/market_and_analysis/analysis_and_recommendations/analytical_coverage_support_programme

This document has been created and published by Biuro maklerskie mBanku. This report expresses the knowledge as well as opinions of the authors on day the report was prepared. The opinions and estimates
contained herein constitute our best judgment at this date and time, and are subject to change without notice. This report was prepared with due care and attention, observing principles of methodological
correctness and objectivity, on the basis of sources available to the public, which Biuro maklerskie mBanku considers reliable, including information published by issuers, shares of which are subject to
recommendations. However, Biuro maklerskie mBanku, in no case, guarantees the accuracy and completeness of the report, in particular should sources on the basis of which the report was prepared prove to
be inaccurate, incomplete or not fully consistent with the facts. mBank S.A. bears no responsibility for investment decisions taken on the basis of this report or for any damages incurred as a result of investment
decisions taken on the basis of this report.

This document does not constitute an offer or invitation to subscribe for or purchase any financial instruments and neither this document nor anything contained herein shall form the basis of any contract or
commitment whatsoever. It is being furnished to you solely for your information and may not be reproduced or redistributed to any other person This document does not constitute investment, legal, accounting
or other advice, and mBank is not liable for damages resulting from or related to the use of data provided in the documents. This document may not be copied, duplicated and/or be directly or indirectly distributed
in the United States, Canada, Australia or Japan, nor transferred to citizens or residents of a state where its distribution may be legally restricted, which does not limit the possibility of publishing materials prepared
for the Programme on Sygnity, mBank or WSE websites. Persons who disseminate this document should be aware of the need to comply with such restrictions.

Recommendations are based on essential data from the entire history of a company being the subject of a recommendation, with particular emphasis on the period since the previous recommendation.

Investing in shares is connected with a number of risks including, but not limited to, the macroeconomic situation of the country, changes in legal regulations as well as changes on commodity markets. Full
elimination of these risks is virtually impossible.

It is possible that mBank S.A. in its brokerage activity renders, will render or in the past has rendered services for companies and other entities mentioned in this report.
mBank S.A. does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation.

Biuro Maklerskie mBanku S.A. ("BM") has put in place internal regulations governing the active management of conflicts of interest, which establish internal organizational and administrative frameworks and
information barrier protocols to prevent and avoid conflicts of interest in connection with recommendations. Different types of brokerage activities are separated from each other within BM's internal
organizational structure, including the equity research department, which is separated from other brokerage activities. Information barriers, called "Chinese walls," have been created to restrict the exchange of
information between different organizational units and employees of BM.

Information concerning a conflict of interest arising in connection with issuing a recommendation (should such a conflict exist) is located below.
The present report was not transferred to the issuer prior to its publication.

Enea SA, PGE Polska Grupa Energetyczna, Polenergia SA, Tauron Polska Energia SA are clients of mBank.
CEZ AS, Enea SA, PGE Polska Grupa Energetyczna, Polenergia SA, Tauron Polska Energia SA are counterparties to mBank.

This document is an extract from a recommendation produced by Biuro maklerskie mBanku.

The production of this recommendation was completed on June 26, 2024, 7:26 AM.
This recommendation was first disseminated on June 26, 2024, 8:36 AM.

mBank S.A, its shareholders and employees may hold long or short positions in the issuer's shares or other financial instruments related to the issuer's shares.
Copying or publishing this report, in full or in part, or disseminating in any way information contained in this report requires the prior written consent of mBank S.A.
Recommendations are addressed to all Clients of Biuro maklerskie mBanku.

All investment recommendations and strategies issued by mBank S.A. over the last 12 months are available at: https;//mdm.pl/bm/analizy

The activity of mBank S.A. is subject to the supervision of the Polish Financial Supervision Commission.

Individuals who did not participate in the preparation of recommendations, but had or could have had access to recommendations prior to their publication, are employees of Biuro maklerskie mBanku
authorised to access the premises in which recommendations are prepared and/or individuals having to access to recommendations based on their corporate roles, other than the analysts mentioned as the
authors of this recommendations.

This publication constitutes investment research in the meaning of Art. 36.1 of Commission Delegated Regulation (EU) 2017/565.

The compensation of the research analysts responsible for preparing investment research is determined independently of and without regard to the compensation of or revenue generated by any other
employee of the Bank, including but not limited to any employee whose business interests may reasonably be considered to conflict with the interests of the persons to whom the investment research prepared
by the Research Department of Biuro maklerskie mBanku is disseminated. With that being said, since one of the factors taken into consideration when determining the compensation of research analysts is the
degree of fulfillment of annual financial targets by customer service functions, there is a risk that the adequacy of compensation offered to persons preparing investment research will be questioned by a
competent oversight body.

For U.S. persons only: This research report is a product of mBank SA which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report
is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company,
public appearances and trading securities held by a research analyst account.

This report is intended for distribution by mBank SA only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof
by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and
return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, mBank
SA has entered into an agreement with a U.S. registered broker-dealer, Cabrera Capital Markets. ("Cabrera"). Transactions in securities discussed in this research report should be effected through Cabrera or
another U.S. registered broker dealer.

Strong and weak points of valuation methods used in recommendations:

DCF - acknowledged as the most methodologically correct method of valuation; it consists in discounting financial flows generated by a company; its weak point is the significant susceptibility to a change of
forecast assumptions in the model.

Relative - based on a comparison of valuation multipliers of companies from a given sector; simple in construction, reflects the current state of the market better than DCF; weak points include substantial
variability (fluctuations together with market indices) as well as difficulty in the selection of the group of comparable companies.

Economic profits — discounting of future economic profits; the weak point is high sensitivity to changes in the assumptions made in the valuation model.

Discounted Dividends (DDM) - discounting of future dividends; the weak point is high sensitivity to changes in the assumptions as to future dividends made in the valuation model.

NAV - valuation based on equity value, one of the most frequently used method in case of developing companies; the weak point of the method is that it does not factor in future changes in revenue/profits of a
company.


https://www.mdm.pl/bm/g/OI2sehdTSEmsOUlmenmB5w
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mBank issued the following recommendations in the 12 months prior to this publication:

CEZ (Kamil Kliszcz)

Rating hold hold sell sell sell

Rating date 2024-05-06 2024-02-01 2023-12-01 2023-10-02 2023-07-03
Target price (CZK) 893.60 959.93 959.93 884.00 853.62
Price on rating day 851.00 870.50 988.00 980.00 900.00

Enea (Kamil Kliszcz)

Rating suspended suspended suspended suspended
Rating date 2024-05-06  2023-12-01 2023-10-02 2023-07-03
Target price (PLN) - - - -
Priceonratingday 863 859 7.30 6.40

PGE (Kamil Kliszcz)

Rating suspended suspended suspended suspended
Rating date 2024-05-06 2023-12-01 2023-10-02 2023-07-03
Target price (PLN) - - - -
Priceonratingday 618 8.41 7.50 7.26

Polenergia (Kamil Kliszcz)

Rating buy buy buy buy
Rating date 2024-05-06 2023-12-01 2023-10-02 2023-07-03
Target price (PLN)  103.62 m7s 10217 104.34
Price on rating day 66.80 72.90 73.00 8290

Tauron (Kamil Kliszcz)

Rating suspended suspended suspended suspended
Rating date 2024-05-06  2023-12-01 2023-10-02 2023-07-03
Target price (PLN) - - - -

Price onratingday 293 412 359 275
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