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PGNIiG: Current price: PLN 3.98; Target price: PLN 4.83; Rating: Accumulate
TAURON: Current price: PLN 5.29; Target price: PLN 9.09; Rating: Buy

Today’s acquisitions of Vattenfall’s assets by PGNiG and Tauron can hardly be seen as good for the companies’
shareholders, especially in the current macroeconomic environment, which should be advantageous for buyers. In
both cases, the price seems high as far as the preliminary absolute valuation of the assets acquired is concerned, as
well as in relative terms, because the premiums vs. the current valuations of Polish utilities approach 20-30%. In the
case of PGNIiG, we estimate the negative impact of the acquisition of Warsaw CHP plants at ca. 4% of its current
market cap, although we would like to point out that the Management's outlook on this year's earnings of the
acquired company may be overly conservative, in which our view of the transaction could change. As far as Tauron is
concerned, based on our absolute valuation of Vattenfall’s distribution company we estimate the loss to Tauron’s
shareholders at ca. PLN 500m, or 6%. In both cases, financing through bank loans should not be a problem, as
neither PGNiG nor Tauron have been indebted so far, and their post-acquisition net debt/EBITDA ratios will amount to
0.8 and 1.0 (for 2011 EBITDA forecast). To sum up, the theoretical impact of these acquisitions does not impact our
ratings (Buy for TPE and Accumulate for PGN), but merely reduces their upside potential, although in the medium
term today's announcements are bound to have a negative effect on the sentiment to both companies.

PGNiG buys Vattenfall’s CHP plants in Warsaw

PGNIG has decided to buy a 99.8% stake in Vattenfall Heat Poland, whose main assets are the Warsaw CHP plants Zeran
(1580 MWt, 386 MWe) and Siekierki (2078 MWt, 620 MWe), a CHP plant in Pruszkéw (186 MWt, 9.1 MWe) and two heating
plants with 465 MWt power each. The price is PLN 2.96bn, which, taking into account the net debt of the acquired company,
implies an EV of PLN 3.5bn. In 2010, Vattenfall Heat Poland generated an EBITDA of PLN 431m and a net profit of PLN
278m, which implies EV/EBITDA of 8.1 and P/E of 10.6. The earnings for H1’11 seem to suggest a considerable y/y increase
(PLN 312m EBITDA, PLN 209m net profit), but the Management disclosed during the conference that due to seasonal
patterns, full-year results are likely resemble the 2010 performance, and the results for H1’11 should not be "doubled” (to us,
such an approach seems very conservative given that January 2011 was quite warm, which must have depressed the
earnings of the CHP plants, and that Vattenfall has been granted a 5% hike in its heating tariff for H2'11). A certain justification
for such a big premium vs. the peer average (ca. 20% according to our calculations) might be the regulated nature of the
business and the mechanism of increases by over 50% in VHP’s heating tariffs set by the regulator URE for the next 10 years
with the objective of matching the benchmark, but we are still unconvinced that the transaction is a good move, especially in
the current macroeconomic environment (increased uncertainty) and given the lack of synergies and restructuring
opportunities. The finalization of the takeover, scheduled for the end of this year, will mean that PGNiG's estimated FY12 EV/
EBITDA ratio will go up from 4.3 to 4.6 (a 7% deterioration), and we estimate the negative impact on MCap at some 4%.

Tauron buys Vattenfall Distribution, Vattenfall Sales

Tauron has announced that it is buying Vattenfall's distribution assets (11 TWh), trading companies (6.8 TWh energy sales)
and wind farms (30 MW). The price was set at PLN 4.6bn, but when net cash of the acquired companies is taken into account,
EV amounts to PLN 3.5bn. In 2010, the companies generated an EBITDA of PLN 388m (77% distribution, 18% sales), which
implies an EV/EBITDA multiple of 9.0, while Tauron is currently trading at FY10 EV/EBITDA of 3.5 (4.22 adjusted for long-term
contract compensation). This means that the transaction will lead to a significant deterioration in Tauron's multiples; by way of
example, for 2012 we get 3.5 EV/EBITDA instead of 2.9. Note that the RAV for the acquired distribution assets is PLN 3bn,
which, given the fact that utilities still do not get full return on RAV (the segment’s EBIT amounted to PLN 170m in 2010, while
the theoretical target is PLN 300m) means that the price should factor in a ca. 15% discount to RAV. If we add to this amount
the value of the other segments calculated for a market-level EV/EBITDA of 5, the implied fair value of the transaction (EV)
should be PLN 3bn. In this context, the loss of shareholder value can be estimated at ca. PLN 500m, i.e. ca. PLN 0.30 per
share (6%), and we will have to adjust our target price for this value once the transaction has been finalized. Of course, at the
current market price this does not affect our positive investment rating, but the transaction is bound to worsen investor
sentiment to the company, which is weak anyway.

BRE Bank Securities does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation. Information concerning a conflict of interest arising in
connection with issuing a recommendation (should such a conflict exist) is located on the final page of this report.
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List of abbreviations and ratios contained in the report.
EV — net debt + market value (EV — economic value)
EBIT — Earnings Before Interest and Taxes
EBITDA — EBIT + Depreciation and Amortisation
PBA — Profit on Banking Activity
P/CE — price to earnings with amortisation
MC/S — market capitalisation to sales
EBIT/EV — operating profit to economic value
P/E — (Price/Earnings) — price divided by annual net profit per share
ROE - (Return on Equity) — annual net profit divided by average equity
P/BV — (Price/Book Value) — price divided by book value per share
Net debt — credits + debt papers + interest bearing loans — cash and cash equivalents
EBITDA margin — EBITDA/Sales

Recommendations of BRE Bank Securities S.A.

A recommendation is valid for a period of 6-9 months, unless a subsequent recommendation is issued within 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 15%

ACCUMULATE — we expect that the rate of return from an investment will range from 5% to 156%

HOLD - we expect that the rate of return from an investment will range from —5% to +5%

REDUCE — we expect that the rate of return from an investment will range from -5% to -15%

SELL — we expect that an investment will bear a loss greater than 156%

Recommendations are updated at least once every nine months.

The present 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 judgement at this date and time, and are subject to change without notice. The present 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 BRE Bank Securities S.A. considers reliable, including information published by issuers, shares of which are subject to
recommendations. However, BRE Bank Securities S.A., 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.

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 nor any copy hereof is not to be distributed
directly or indirectly in the United States, Australia, Canada or Japan.

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.

BRE Bank Securities S.A. bears no responsibility for investment decisions taken on the basis of the present report or for any damages
incurred as a result of investment decisions taken on the basis of the present report.

It is possible that BRE Bank Securities S.A. renders, will render or in the past has rendered services for companies and other entities
mentioned in the present report.

BRE Bank Securities S.A., its shareholders and employees may hold long or short positions in the issuers’ shares or other financial
instruments related to the issuers’ shares. BRE Bank Securities S.A., its affiliates and/or clients may conduct or may have conducted
transactions for their own account or for account of another with respect to the financial instruments mentioned in this report or related
investments before the recipient has received this report.

Copying or publishing the present report, in full or in part, or disseminating in any way information contained in the present report requires
the prior written agreement of BRE Bank Securities S.A. Recommendations are addressed to all Clients of BRE Bank Securities S.A.
The activity of BRE Bank Securities S.A. is subject to the supervision of the Polish Financial Supervision Commission.

BRE Bank Securities S.A. serves as underwriter for the following issuers: Asseco BS, Certyfikaty Skarbiec Nieruchomo$ci, Erbud, Es-
System, KRUK, LW Bogdanka, Macrologic, Magellan, Mieszko, Mondi, Neuca, Pemug, Polimex-Mostostal, Robyg, ZUE.

BRE Bank Securities S.A. serves as market maker for the following issuers: Asseco BS, Rubikon Partners NFI, Asseco Poland, Erbud, Es-
System, KGHM, KRUK, LW Bogdanka, Macrologic, Magellan, Mieszko, Mondi, Neuca, PA Nova, Pekao, Pemug, PKN Orlen, PKO BP,
Robyg, TP SA, TVN, Unibep, Warfama, ZUE.

BRE Bank Securities S.A. receives remuneration from issuers for services rendered to the following companies: Action, Agora, Ambra,
Bakalland, Boryszew, BPH, BRE Bank, BZ WBK, Deutsche Bank, DZ Bank Polska, Elzab, Enea, Energoaparatura, Energomontaz Pétnoc,
Erbud, Es-System, Farmacol, Ferrum, Fortis Bank, Getin Holding, GTC, Handlowy, Impexmetal, ING BSK, Intergroclin Auto, Koelner,
Kredyt Bank, KRUK, Magellan, Mennica, Mercor, Mieszko, Millennium, Mondi, Mostostal Warszawa, Nepentes, Neuca, Odratrans, Pekao,
Pemug, PGE, PGF, PGNiG, PKO BP, Polimex-Mostostal, Polmos Lublin, Polnord, Prokom Software, PZU, Robyg, Rubikon Partners NFI,
Seco Warwick, Sfinks, Sokotéw, Sygnity, Techmex, Unibep, ZA Putawy, ZUE.

In the last 12 months BRE Bank Securities S.A. has been an offering agent of the issuer’s shares in a public offering for the following
companies: Kruk, PA Nova, PGE, Robyg, ZUE.

Asseco Poland provides IT services to BRE Bank Securities.

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 BRE Bank Securities S.A. authorised to access the premises in which recommendations are prepared,
other than the analysts mentioned as the authors of the present recommendations.

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.

Comparative — 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.
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