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The CIECH GrogSELECTED FINANCIAL DATA

SELECTED FINANCIAL DATA

in thousand PLN

in thousand EUR

12 months ended 12 months ended 12 months ended 12 months ended

31.12.2018 31.12.2017 31.12.2018 31.12.2017

Sales revenues 3,672,658 3,579,393 860,732 843,262
Operating profit/(loss) 379,200 588,808 88,870 138,716
Profit/(loss) before tax 305,024 515,745 71,486 121,503
Net profit / (loss) for the year 112,503 393,975 26,367 92,815
CN(?;EI:;I;JUOSS) attributable to shareholders of the parent 112,044 393,413 26,259 92,683
Net profit/(loss) attributed to norcontrolling interest 459 562 108 132
Other comprehensive income net of tax 864 27,178 202 6,403
Total comprehensive income 113,367 421,153 26,569 99,218
Cash flows from operating activities 453,938 628,832 106,386 148,145
Cash flows from investment activities (626,669) (389,137) (146,868) (91,676)
CasHflows from financial activities (125,101) (165,773) (29,319) (39,054)
Total net cash flows (297,832) 73,922 (69,801) 17,415
Earnings (loss) per ordinary share (in PLN/EUR) 2.13 7.47 0.50 1.76

as at 31.12.2018 as at 31.12.2017 as at31.12.2018 as at 31.12.2017
Total assets 4,822,132 4,643,511 1,121,426 1,113,311
Non-current liabilities 1,636,755 1,369,282 380,641 328,294
Current liabilities 1,286,250 1,089,584 299,128 261,235
Total equity 1,899,127 2,184,645 441,657 523,782
Equity attributable to shareholders of the parent 1,898,839 2,187,596 441,590 524,490
Non-controlling interest 288 (2,951) 67 (708)
Share capital 287,614 287,614 66,887 68,957

The above selectefinancial data were converted into PLN in accordance with the following principles:

1 items in the consolidated statement of financial position were converted using the average exchange rate determined

by the National Bank of Poland on the last day of thgoréng period;
I items in the consolidated statement of profit or loss, consolidated statement of other comprehensive income and

consolidated statement of cash flows were converted using the exchange rate constituting the arithmetic mean of rates

determinedby the National Bank of Poland on the last day of each calendar month of the reporting period.

as at 31.12.2018

as at 31.12.2017

12 months
ended 31.12.2018

12 months
ended 31.12.2017

EUR 1 = PLN 4.3000

EUR 1 =PLN 4.1709

EUR 1 = PLN 4.2669

EUR 1 = PL4&N2447
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS OF THE CIECH GROUP

Note 01.01-31.12.2018 01.01-31.12.2017

CONTINUING OPERATIONS

Sales revenues 3.1 3,672,658 3,579,393
Cost of sales 3.2 (2,909,242) (2,662,729)
Gross profit/(loss) on sales 763,416 916,664
Other operating income 3.4 89,040 116,560
Selling costs (271,734) (263,481)
General and administrative expenses (144,997) (141,402)
Other operating expenses 3.4 (56,525) (39,533)
Operating profit/(loss) 379,200 588,808
Financial income 35 19,159 13,499
Financial expenses 35 (93,851) (86,787)
Net financial income/(expenses) (74,692) (73,288)
Share of profit / (loss) of equigccounted investees 5.8 516 225
Profit/(loss) before tax 305,024 515,745
Income tax 4.1 (192,521) (121,770)
Net profit/(loss) on continuing operations 112,503 393,975
DISCONTINUED OPERATIONS

Net profit/(loss) on discontinued operations 5.13 - -
Net profit / (loss) for the year 112,503 393,975
including:

Net profit/(loss) attributable to shareholders of the parent company 112,044 393,413
Net profit/(loss) attributed to norcontrolling interest 6.5 459 562
Earnings per share (in PLN):

Basic 6.6 2.13 7.47
Diluted 6.6 2.13 7.47

Theconsolidated statement of profit or loss of the CIECH Group should be analysed together with the notes which constitute
an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF OTHER COMPREEGENE ' THE CIECH GROUP

Note  01.01-31.12.2018 01.01-31.12.2017
Net profit/(loss) on continuing operations 112,503 393,975
Net profit/(loss) on discontinued operations - -
Net profit / (loss) for the year 112,503 393,975
(())fﬂ‘;f(;fci:t()(r;[?(r)(;r;ensive income before tax that may be reclassified to the statem: 36 (3.063) 45,106
Currency translation differences (foreign companies) 8,808 (24,121)
Costs of hedging reserve 615 -
Cash flow hedge reserve (12,489) 69,226
Other components of other comprehensive income & 1
Other comprehensive income before tax that may not be reclassified to the 36 (235) (834)
statement of profit or loss
Actuarial gains (235) (834)
Income tax attributable to othercomprehensive income 4,162 (17,094)
Income tax attributab_le to other comprehensive income that may be reclassifie 41 4119 (17,250)
the statement of profit or loss
Income tax attributable to other comprehensive income that may not be
reclassified to the statement of profit or loss 4L < 156
Other comprehensive income net of tax 864 27,178
TOTAL COMPREHENSIVE INCOME 113,367 421,153
Comprehensive income including attributable to: 113,367 421,153
Shareholders of the parembmpany 112,773 420,769
Non-controlling interest 594 384

The consolidated statement of other comprehensive income of the CIECH Group should be analysed together with the notes

which constitute an integral part of the consolidated finanstatements.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION OF THE CIECH GROUP

Note 31.12.2018 31.12.2017
ASSETS
Property, plant and equipment 5.1 2,857,199 2,712,252
Right of perpetual usufruct 5.2 29,646 30,069
Intangible assetsncluding: 5.3 458,158 169,758
- goodwill 5.4 140,713 61,373
Investment property 55 37,766 44,268
Non-current receivables 5.6 64,603 81,678
Ln(;/jts;r:wneer::]sog associates and joinrtgntrolled entities measured under the 58 5,556 5005
Longterm financial assets 5.7 28,774 54,432
Deferred income tax assets 4.3 67,872 107,411
Total noncurrent assets 3,549,574 3,204,963
Inventory 5.9 438,518 364,517
Shortterm financial assets 5.11 29,832 57,979
Income tax receivables 16,116 13,244
Trade and other receivables 5.10 595,163 509,824
Cash and cash equivalents 5.12 192,139 489,754
Non-current assets held for sale 5.13 790 3,230
Total current assets 1,272,558 1,438,548
Total assets 4,822,132 4,643,511
EQUITY ANDIABILITIES
Share capital 6.2 287,614 287,614
Share premium 470,846 470,846
Cash flow hedge reserve 8.2 3,115 10,021
Costs of hedging reserve (4,625) -
Actuarial gains 119 311
Other reserve capitals 6.2 78,521 78,521
Currency translatiomeserve (63,242) (73,630)
Retained earnings 1,126,491 1,413,913
Equity attributable to shareholders of the parent 1,898,839 2,187,596
Non-controlling interest 6.4 288 (2,951)
Total equity 1,899,127 2,184,645
Loans, borrowings and other dehstruments 7.1 1,340,742 1,130,482
Finance lease liabilities 7.4 17,623 20,145
Other noncurrent liabilities 7.2 112,631 103,567
Employee benefits reserve 7.6 11,851 10,789
Other provisions 7.7 79,080 71,812
Deferred income tax liability 4.3 74,828 32,487
Total noncurrent liabilities 1,636,755 1,369,282
Loans, borrowings and other debt instruments 7.1 291,924 199,437
Finance lease liabilities 7.4 5,917 4,743
Trade and other liabilities 7.3 761,467 758,581
Income tax liabilities 53,041 47,959
Employee benefits reserve 7.6 877 968
Other provisions 7.7 173,024 77,896
Total current liabilities 1,286,250 1,089,584
Total liabilities 2,923,005 2,458,866
Total equity and liabilities 4,822,132 4,643,511

¢
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The consolidated statemerdf financial position of the CIECH Group should be analysed together with the notes which

constitute an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS OF THE CIECH GROUP

Note 01.01-31.12.2018 01.01-31.12.2017
Cash flows from operating activities
Net profit/(loss) for the period 112,503 393,975
Adjustments
Amortisation/depreciation 275,203 244,388
Recognition of impairment allowances 4,137 1,166
Foreign exchange (profitloss 2,012 16,687
Investment property revaluation 1,165 (12,884)
(Profit) / loss on investment activities (17,309) (47)
(Profit) / loss on disposal of property, plant and equipment (3,169) (813)
Dividends and interest 39,181 32,429
Incometax 192,521 121,770
(Profit) / loss on the settlement of construction contracts (caverns) 1,963 (6,902)
Share of (profit) / loss on equity accounted investees (516) (225)
Change in liabilities due to loan arrangement fee (1,702) 2,614
Valuationof derivatives 15,267 2,248
Ineffective portion of hedge accounting 2,132 (1,287)
Other adjustments (7,027) (6,460)
Cash from operating activities before changes in working capital and provisio 616,361 786,659
Change in receivables 9.1 (74,056) (45,989)
Change in inventory 9.1 (49,228) (68,065)
Change in current liabilities 9.1 7,387 66,159
Change in provisions and employee benefits 9.1 24,946 (18,007)
Cash generated from operating activities 525,410 720,757
Interest paid (40,399) (49,954)
(Profit) / loss on the settlement of construction contracts (caverns) 19,534 18,868
Income tax (paid)/returned (39,797) (48,643)
Expenses for reserch (10,810) (12,196)
Net cash from operating activities 453,938 628,832
Cash flows from investment activities
Disposal of a subsidiary 69 454
Disposal of intangible assets and property, plant and equipment 7,762 8,070
Disposal of financial assets 60 -
Disposal of investment property 14,380 -
Dividendsreceived 594 1,163
Interest received 6,236 3,940
Subsidies received 2,005 1,091
Proceeds from repaid borrowings 20,887 7,072
Acquisition of a subsidiary (after deduction of acquired cash) (156,157) -
Acquisition of intangible assets apdbperty, plant and equipment (435,148) (373,893)
Acquisition of financial assets (8,116) -
Development expenditures (25,900) (9,709)
Expenditure on the purchase of emission rights (53,298) (27,318)
Other outflows (43) (@)
Net cash frominvestment activities (626,669) (389,137)
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Note 01.01-31.12.2018

01.01-31.12.2017

Cash flows from financial activities

Proceeds from loans and borrowings 595,448 -
Other financial inflows 3,534 1,352
Dividends paid to parent company (395,249) -
Repayment of loans and borrowings (321,640) (438)
Redumption of debt securities - (160,000)
Payments of finance lease liabilities (7,194) (6,687)
Net cash from financial activities (125,101) (165,773)
Total net cash flows (297,832) 73,922
Cash and cash equivalents as at the beginning of the period 489,754 414,369
Impact of foreign exchange differences 217 1,463
Cash and cash equivalents as at the end of the period 5.12 192,139 489,754

The consolidated statemermtf cash flows of the CIECH Group should be analysed together with the notes which constitute

an integral part of the consolidated financial statements.
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STATEMENT OF CHANGES IN CONSOLIDATED EQUITY OF THE CIECH GROUP
Attributable to shareholders of the parent company
Equity
Costs of Other Currency attributable to Norl‘?_ | .
i i t Tot
S e IO nesgng esee U aiton SO shorerldersof U To ey
P P reserve capitals g reserve 9 the parent

Note 6.2 8.2 6.2
31.12.2017 287,614 470,846 10,021 - 78,521 311 (73,630) 1,413,913 2,187,596 (2,951) 2,184,645
Changes in accounting policies - - 2,408 (5,240) - - - (1,356) (4,188) - (4,188)
01.01.2018 287,614 470,846 12,429 (5,240) 78,521 311 (73,630) 1,412,557 2,183,408 (2,951) 2,180,457
Transactions with the owners - - - - - - 771 (398,113) (397,342) 2,645 (394,697)
Dividend - - - - - - - (395,249) (395,249) - (395,249)
/ KFy3asS Ay GKS C - - - - - - 771 (2,864) (2,093) 2,645 552
Total comprehensive income for ; - (9,314) 615 - (192) 9,617 112,047 112,773 594 113,367
the period
Net profit / (loss) for the period - - - - - - - 112,044 112,044 459 112,503
Other comprehensive income - - (9,314) 615 (192) 9,617 3 729 135 864
31.12.2018 287,614 470,846 3,115 (4,625) 78,521 119 (63,242) 1,126,491 1,898,839 288 1,899,127
01.01.2017 287,614 470,846 (45,306) - 78,521 989 (46,336) 1,020,499 1,766,827 (3,335) 1,763,492
Total comprehensive income for - - 55,327 - - (678) (27,294) 393,414 420,769 384 421,153
the period
Net profit / (loss) for the period - - - - - - - 393,413 393,413 562 393,975
Other comprehensive income - - 55,327 - - (678) (27,294) 1 27,356 (178) 27,178
31.12.2017 287,614 470,846 10,021 - 78,521 311 (73,630) 1,413,913 2,187,596 (2,951) 2,184,645

The consolidated statement of changes in consolidated equity of the CIECH Group should be analysed together with thé&hatasstitute an integral part of the consolidated financial

statements.
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1 | GENERAL INFORMATION

11. LbChwa! ¢Lhb hb ¢19 Dwh!tQ{ !/ ¢LtL¢LO{

Parent company / L9/ 1 {L¥BCT
Registered office Warsaw
Address 2 3 LJs $trédt62, 00684 Warsaw

0000011687

KRS (National Court (District Court for the capital city of Warsaw in Warsi

Register number)
12th Commercial Division of the National Court Regisl

Statistical identification

number (REGON) 011179878
Tax ID No (NIP) 11800-19-377
BDO Registry Number 000015168
Website www.ciechgroup.com

/L9 1 {®! dQa
/' L9/ 1 { o! G€raany

YL / KSYAa
(a subsidiary of Kulczyk Investment

Branches held

Ultimate parent company

The CIECH Group is an international group with aes¢tiblished position of a leader of the chemical sector in Central and
Eastern Europe. It manufacturpsoducts which are used in the production of articles necessary in everyday life of people all
over the world- state-of-the-art products of the highest, world quality. Taking advantage of the support of a reliable strategic
investorg Kulczyk Investmentsit implements the strategy of global development.

The Parent company of the Group is CIECH S.A. It is a holding company that manages domestic and foreign manufacturing,
trade and service companies of the Group. CIECH S.A. also provides support serkeesubsidiariesKey products
manufactured by the CIECH Group include: sodium carbonate, sodium bicarbonate, evaporated salt, epoxy and polyester
resins, agrochemical products, polyurethane foams, lanterns and jars, sodium and potassium silicates.

The ore sales market for the CIECH Group is the European Union, including mainly Poland, Germany and Central Eastern
European countries. Products manufactured by the CIECH Group are also exported to overseas markets and sold mainly to
customers in India, NortAfrica and the Middle East.

A detailed description of the CIECH Group entities is provided in note 9.5 to these financial statements.

1.2. BASIS OF PREPARATION OF THE FINANCIAL STATEMENTS AND ACCOUNTING PRINCIPLES

1.2.1. REPRESENTATIONS OF THE MANAGEMENT BOARD

These consolidated financial statements of the CIECH Group for the period from 1 January 2018 to 31 December 2018,
including comparative data, were approved by the Management Board of CIECH ZbAlilgr2019.

The Management Board of CIECH S.A. reptegbat these consolidated financial statements of the CIECH Group for the
current and comparable period have been prepared in compliance with International Financial Reporting Standards approved
by the European Union and related interpretations issuedhigyEuropean Commission in the form of Regulations (IFRS).

The Management Board of CIECH S.A. represents that to the best of its knowledge these consolidated financial statements,
including corresponding figures, have been prepared in accordance withetierally acceptable accounting principles and

GKIFIG GKSe& NBLINBaSyd | GNHzSZ FFOO0dzNF 4GS IyR FIFANI NBFESSOlAzy 2

Furthermore, the Management Board of CIECH S.A. represents thaMamagement Bard Report on activities of
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including the description of major risks and threats.

The Management Board of CIECH S.A. represents th&@ SPsil § SNK2dza S/ 22 LJISNAR  t 2t a |l { LJk
2RLRGASRI AT Y21 OAND 1 dzRéd &aLIP|ld® 6AGK Ada NBIAAGSNBR 2FFA0S
financial statements under the registry no. 144 kept by the National Chamber of@tafwditors was chosen in accordance

with the binding legal regulations for the auditor of these consolidated financial statements. The above entity, inclading th

certified auditors performing the audit, satisfy all the conditions required in ordesstee an unbiased and independent audit

report, pursuant to the applicable domestic legal regulations.

1.2.2. BASIS OF PREPARATION

These consolidated financial statements have been prepared on the historical cost basis except for investment property as

well asfinancial assets and liabilities (derivative instruments) measured at fair value through profit or loss.

¢tKSaS O2yaz2ftARIGSR FTAYLFLYyOAlIfT adGlriSySyida KIFE@S 6S8SSy LINBLI NBR
parent company and its subsidies, prepared from the accounting ledgers maintained in accordance with the applicable
accounting principles of their respective countries of operation. For the purpose of these consolidated financial statements,
adjustments have been made to the accoimgt policies used in the preparation of the abovementioned individual financial
statements for them to be aligned with International Financial Reporting Standards.

Since 2007, the Parent Company, CIECH S.A., has been preparing separate financial stet@memidance with IFRS.

Acquisition of the newly acquired company, Proplan Plant Protection Company, S.L., was initially accounted for provisionally,
aspermitted byl Cw{ o & . dza A y Shisiconipany wak ifidiudetl i goasblidation as at 26 July 2018 on the basis
of the book values of its assets and liabilities.

Next, following the completion of the fair value measurement of the company's identifiable assets, liabilities and contingent
liabilities, any adjustments resulting from the completed initial provisional accounting were included in the consolidated
financial statements starting from the acquisition date as at subsequent balance sheet dates, including as at the balance she
date ofthis report for 2018. For a detailed description of the aforesaid merger, see Section 6.4.1 hereof.

Major accounting principles applied in the preparation of these consolidated financial statements are listed in note 1.4.
These principles have been agalion a continuous basis in all presented periedsept for the changes described in the
statement.

These consolidated financial statements were prepared under the assumption that the CIECH Group will continue as a going
concern in the foreseeable futuréAs at the date of approval of these consolidated financial statements, no facts or
circumstances are known that would indicate any threat to the Group continuing as a going concern.

All entities belonging to the CIECH Group operate according to the i@aear corresponding to the calendar year, except

for Cerium Sp. z 0.0. whose financial year ends on 30 September.

¢KS O2yaz2tARFGSR adGrdiSYSyid 2F LINRPFAG 2N t2aa 2F GKS / L9/
consolidatedstatement of cash flows is prepared under the indirect method.

Preparation of the financial statement in accordance with IFRS requires the Management Board to make own assessments

and apply certain assumptions and accounting estimates as part @fppkcation of accounting principles adopted by the

Group. Issues which require significant assessments or areas where the assumptions and estimates made have a significant
impact on these consolidated financial statements have been described in note 1.4.

1.2.3. NOEOF THE CORRECTION OF THE PREVIOUSLY PUBLISHED CONSOLIDATED STATEMENT
THE YEAR ENDING ON 31 DECEMBER 2018

On 26 March 2019, @nsolidated financial report of CIECH Group for the financial year ending on 31 December 2018 was
published. According téhe plan, the Shareholders were to validate the statement on 28 June 201% Jone 2019,

(i.e. following the publication but prior to the validation of the consolidated financial stateghettiree CIECH Group

companies: CIECH Soda Polska S.A., CIECHRCargm., and CIECH PiaBilkid | 2 ®2 @ OGKS &{dzmaiRAl NR
(dated 23 May 2019) of the Kujawskomorskie Tax Office Head, issued as a result of tax proceedingsl cautievith

regards to the 2015 corporate income tax inspection. According to said decisions, the inspectors denied the Subsidiaries the

right to account for losses stemming from participation in a partnership indirectly dependent on CIECH S.A. Additional
information pertaining to the areas called into question by the tax authorities, has been presented in Note 9.2.

The Parent Company, supported by an advisor, checked whether the decisions made any impaCiansttieated financial
statements of theCIECHKBroupfor 2018(published but not validated), taking into account the need to creatgravisionfor
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the uncertain tax standing or to decrease assets for the deferred tax in the area the Kujgasloske ¢ 1 E h FFA O0S | SI R
decisions mattered. As a resudf the analysis, the Management Board of the Parent Company decided that the events
F2ft26Ay3 GKS ol flyO0S aKSSi RIGS o0AdSd (KS ¢l E hTFFAOS | Sk R
affairs as of the balance sheet date, irating - according to the Management Board of the Parent Compamgrdly any

likelihood that the tax authorities would accept the tax approach adopted by the Subsidiaries. In view of the above, the
Management Board of the Parent Company decided that itweagssary to includeas of 31 Deember2018- an additional

provision for the uncertain tax standing, and to write down deferred tax assets with regards to five subsidiaries of

CIECH Group, which made the transactions called into question by vitiuk& ¢ E hFFAO0S | SI RQa RSOA&A
issued only for three companies, ooftfive).

Therefore, the Management Board of the Parent Company decided it was necessary to adjust the consolidated financial
statement (published but not validated)yand republish it.

In the adjustedConsolidated financial statements thfe CIECH Group for 2018 provision for the income tax was created,

and the deferred tax assets were written down (item: Income Tax) in the total amount of PLN @6#83%4nd as vell as

late payment interest was recognized in the amount of PLN 6thbdsand (item: Financial Cost). In pursuance of
LYGSNILINBGFGA2Y Ho 2F GKS LYyGSNYyFGA2y It CAYFYOALFft wSL2NIAYy
wS 02 3y Al A awits af the piiokiston forYthe uncertain tax standing, and the wetsvn of a previously recognized

asset for the deferred tax as regards uncertain tax standings, were estimated as the most likely amounts to be called into
question. The disclosures pemaig to said provision have been described in Notes 9.2 and 7.7.

According to the assessment, it was not necessary to adjust the state of affairs as of 1 January 2018 or any previqus periods
as there was no proof of there being any errors in previous yearregards the evaluation of the likelihood of the tax
authorities accepting the adopted tax settlements.

The impact of the adjustment on particular items in the statement of financial position, the statement of profit or loss, the
statement of other comprehensive income, and EPS have been presented below:

CONSOLIDATED STATEMENT 31.12.2018 i provision for W€ Of oo ottof  31.12.2018
FINANCIAL POSITION OF THE Note previ‘ously fa[gYiIZLJ(Jilri]ti?sr Iat(_e payment indc?:r?{;etix deferred tax _after
CECH GROUP published interest assets assets adjustment
ASSETS
Deferred incomeax assets 4.3 77,043 - - (18,337) 9,166 67,872
Total noncurrent assets 3,558,745 - - (18,337) 9,166 3,549,574
Total assets 4,831,303 - - (18,337) 9,166 4,822,132
EQUITY AND LIABILITIES
Retained earnings 1,197,479 (46,537) (6,114) (18,337) - 1,126,491
Eﬁ::ggg';:tgfb:ﬁéopamm 1,969,827  (46,537) (6,114) (18,337) - 1,898,839
Total equity 1,970,115 (46,537) (6,114) (18,337) - 1,899,127
Deferred income tax liability 4.3 65,662 - - - 9,166 74,828
Totalnon-current liabilities 1,627,589 - - - 9,166 1,636,755
Other provisions 7.7 120,373 46,537 6,114 - - 173,024
Total current liabilities 1,233,599 46,537 6,114 - - 1,286,250
Total liabilities 2,861,188 46,537 6,114 - 9,166 2,923,005
Total equityand liabilities 4,831,303 - - (18,337) 9,166 4,822,132
12 months - write -off of 12 months
CONSOLIDATED STATEMENT OF 31?;_62%18 provision for lgrtz";'%;?:t deferred 31?53.92%18
PROFIT OR LOSS OF THE CIECH C previously tax liabilities interest mc;sn;;;ax after
published adjustment
Financial expenses 3.5 (87,737) - (6,114) - (93,851)
Net financial income/(expenses) (68,578) - (6,114) - (74,692)
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12 months . 12 months
ended rovision for write-off of ended

CONSOLIDATED STATEMENT OF Note 31.12 2018 provision for Ir;te avment deferred 31.12 2018
PROFIT OR LOSS OF THE CIECH G e tax liabilities > bay income tax o

previously interest after

. assets .

published adjustment
Profit/(loss) before tax 311,138 - (6,114) - 305,024
Income tax 4.1 (127,647) (46,537) - (18,337) (192,521)
Net profit/(loss) on continuing 183,491 (46,537) (6,114) (18,337) 112,503
operations
Net profit / (loss) for the year 183,491 (46,537) (6,114) (18,337) 112,503
including:
Net profit/(loss) attributable to
shareholders of the parent company 183,032 (46,537) (6.114) (18,337) 112,044
Net pro_flt/(l_oss) attributed to non 6.5 459 459
controlling interest
Earnings per share (in PLN):
Basic 6.6 3.47 (0.88) (0.12) (0.35) 2.13
Diluted 6.6 3.47 (0.88) (0.11) (0.35) 2.13

12 months . 12 months

- write -off of
CONSOLIDATED STATEMENT OF ended rovision for  Provision for deferred ended
OTHER COMPREHENSIVE INCOME Note 31.12.2018 Fax liabilities late payment income tax 31.12.2018
THE CIECH GROUP previously interest after
. assets .

published adjustment
Net profit/(loss) on continuing 183,491 (46,537) (6,114) (18,337) 112,503
operations
Net profit / (loss) for the year 183,491 (46,537) (6,114) (18,337) 112,503
TOTAL COMPREHENSIVE INCOME 184,355 (46,537) (6,114) (18,337) 113,367
Comprehensive income including
attributable 1o° 184,355 (46,537) (6,114) (18,337) 113,367
Shareholders of the parent company 183,761 (46,537) (6,114) (18,337) 112,773
Non-controlling interest 594 - - - 594

The above changes have been included in the Consolidated Statemeaghoflows of the CIECH Group in the following
positions: net profit / (loss) for the period (PLKO0,988 thousand)jncome tax (PLN 64,874 thousang andchange in
provisions and benefits employeBI(N+6,114 thousanjl

1.3. FUNCTIONAL AND REPORTING CURRENCY

The Polish zloty (PLN) is the functional currency of the parent company, CIECH S.A., and the reporting currency of these
consolidated financial statements. Unless stated otherwise, all financial data in these consolidated financial stateneents hav
beenprét SY G SR Ay {(K2dzalyRa 2F t2fAaK 1f208a o6t[b Qannnood

The functional currencies for the significant foreign subsidiaries are as follows: SDC Group, Ciech Group Financing AB and
Proplan Plant Protection Company %, EUR, CIECH Soda RomaniacRON. For theurpose of conversion into PLN, the
F2tt26Ay3d F2NBAIYy SEOKFIYy3IS NI dGSa RSGSNX¥AYSR 2y (KS olara 2
have been applied for consolidation purposes:

NBP exchange rate as at the end day of tleporting period 31.12.2018 31.12.2017
EUR 4.3000 4.1709
RON 0.9229 0.8953
Average NBP rate for the reporting period 12 months ended 31.12.20%¢ 12 months ended 31.12.20%7
EUR 4.2669 4.2447
RON 0.9165 0.9282

h. t Q& | GSNI IS rates thidhe mpplicabls as@idl HeBeshber 2018.

2h.t Q& F@PSNIF IS F2NBAIYy SEOKIy3aS NI dGSa dGrofsS LIWXEAOFGES & G om 58
3 According to the exchange rate constituting the arithmetic mean of average exchange rates quoted by NBP on the lastlimonftea

of the period from 1 January 2018 to 31 December 2018.

4According to the exchange rate constituting the arithmetic mean of average exchange rates quoted by NBP on the lastldayoritlea

of the period from 1 January 2017 to 31 December 2017.
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1.4.

To ensure more legible presentation and better understanding of the information disclosed in the consolidated financial

ACOUNTING POLICIES

¢

9

I L9/

statements, key accounting policies applicable in the CIECH Group as well as judgements and estimates made have been
presented in separate notes.

Note Title Accounting principles Judgements and estimates
3.1 Sales revenues X

3.2 Cost of sales X

3.4;3.5 Other income and expenses X X
4.1 Income tax X

4.3 Deferred tax assets and liabilities X X
51 Property,plant and equipment X X
5.2 Right of perpetual usufruct of land X

5.3 Intangible assets X X
5.5 Investment properties X X
5.6 Longterm receivables X

5.7 Longterm financial assets X X
5.8 Shares in joint ventures / investments in associates X

5.9 Inventories X X
5.10 Shortterm receivables X X
5.11 Shortterm financial assets X X
5.12 Cash and cash equivalents X X
513 Discontinued_ operations, neaurrent ass_e_ts and liabilities . X

connected with norcurrent assets classified as hétd sale
6.2 Equity X
6.4 _Business combinations and acquisition of vsamtrolling X
interest

6.6 Earnings per share X

7.1 Information about significant financial liabilities X

7.2 Other noncurrent liabilities X

7.3 Current trade anather liabilities X X
7.4 Finance lease X

7.5 Operating leases X

7.6 Provisions for employee benefits X X
7.7 Other provisions X X
8.1 Financial instruments X X
8.2 Hedge accounting X X
9.2 Contingent liabilities and assets X X
9.5 Composition of the Group X
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1.5.

CHANGES IN ACCOUNTING POLICIES AND THE SCOPE OF DISCLOSURES

¢
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Two amendments to IFRS that became effective as of 1 January 2018, concerning the application of IFRS 9 and IFRS 15, had

an impact on these consolidated financ&atements of the CIECH Group. They are presented below, together with other

amendments to IAS/IFRS:

New Standards, amendments to Standards and Interpretations

Approved by the IASB for application after 1 Janu2g18

Impact on the financiaktatements

Effective year in the El

LCw{ ¢ GCAyLFyOAlf LyadNHzySyd

LCcw{ mMp awS@SydzS FNBY O2yiNI

/EENAFAOFGAZYE (2 LCw{ wmp d&w

' YSYRYSyGa 20 L5COW Ld GaESicatidiRnd
measurement of sharbased payment transactions

' YSYRYSyida G2 LCw{ nY ! LJLXe&A
GAGK LCw{ n aLy&dzNJI yOS O2yi(N

Annual Improvements to IFRSs, 22@16Cycle

' YSYRYSy( G20AYCSw{l Re LdiCkaan@alial ¥
short-term exemptions

' YSYRYSyGa G2 L!{ wHy qitvesthdnisi
in associates angint ventures measured at fair value
LCwL/ HH GC2NBAIY Od2NNByOe i
O2yaARSNI GA2YE

Amendmentsto IAS® &G Ly @S a i Y SgtiansfedNd LIS
investment properties

Approved by the IASB for application after 1 January 2019

Impact on the financial statement
described in Section 1.5.

Impact on the financial statemen
described in Section 1.5.

No material impact on the financi
statements is estimate(

No materiaimpact on the financia
statements is estimate«

No material impact on the financi
statements is estimate«

No material impact on the financi
statements is estimate«

No impact

No material impact on the financi
statements is estimate«
No material impact on the financi
statements is estimater
No material impact on the financi
statements is estimate«
Impact on the financial statement:

2018
2018
2018
2018
2018
2018
2018
2018
2018

2018

Effective year in the El

IFRS16 [ Sl aSa¢

' YSYRYSyida G2 LCw{
features with negative compensation
Amendmentsto IA8y da Ly @SaiYS ygmeasigment
of longterm investments

Gpreépaymefit y O

Annual Improvements to IFRSs, 262617 Cycle

' YSYRYSyia L! { ~mamerd@eritsio 2 &
defined benefit plans

a2

Approved by the IASB for application after 1 January 2020

Impact on the financial statement
described in Section 1.5.

No material impact on the financi
statements is estimater

No material impact on the financi
statements is estimate«

No material impact on the financii
statements is estimater

No material impact on the financi
statements is estimate«

The Group analyzeissues related to the
recognition of incora tax on an ongoint
basis- in case of significant uncertaintie

regarding the tax treatment o

transactions, their estimated effects a
recognized in the financial statement

Impact on thefinancial statements

2019
2019
2019
2019

2019

2019

Effective year in the El

Amendments to references to the Conceptual Framework in IF
' YSYRYSyia L Cw{ o cdeéfinitias df & S
business

Amendmentsto IAS 1and IA§RSFAYAGAZ2Y 2F

a2

Approved by the IASB for application after 1 January 2020

No material impact on the financii
statements is estimate(
Nomaterial impact on the financie
statements is estimate(
No material impact on the financii
statements is estimate(

Impact on tte financial statements

2020
2020

2020

Effective year in the El

LCw{ MT d&GLYy&dzNI} yOS /2y i{NI Oia

No material impact on the financii
statements is estimater

2021
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151 LCw{ & AGCAYylIYyOAlLf LyadNHzy¥Sy(as
On 1 January 2018, the CIECH Group adopted new financial reporting standards, IFRS 9 Financial.

Implementation of IFRS 9

For the purpose of the initial application of IFRS 9, the CIECH Group did not restate previous periods' figures. Angglifferen
between the previous carrying amount of financial assets and liabilities and their carrying amount at the beginning of the
annual reporting period that includes the date of initial application of IFRS 9 were recognised by the Group in the opening
retained earnings of the annual reporting period that includes the date of initial application of IFRS 9, i.e. as ayl20d@uar

IFfv{ & AYGNBRdzOSR | ySg AYLIAN¥YSydG Y2RSt F2NI FAYFYyOALt | &aasi
the rules of classification and measurement of financial instruments (particularly of financial assets) as well as acesh appr
towards hedge accounting.

Classification and measurement of financial instruments

Financial assets

In accordance with IFRS 9, on initial recognition a financial asset may be classified into the following measuremesesscategori
1. financial assets measured at artised cost;

2. financial assets measured at fair value through other comprehensive income;

3. financial assets measured at fair value through profit or loss.

A financial asset is classified into one of above measurement categories on initial recognitiorbatatiee sheet on the
oFaira 2F GKS DNRdAzZLIQ&d o6dzaAySaa Y2RSt F2NJ YIylF3IAay3a TFialylyOalf
asset.

Upon initial recognition of equity instruments not held for trading (or on the day of initiplication of IFRS 9), the Group
could have made an irrevocable decision to designate individual investments in equity instruments as measured at fair value
through other comprehensive income. Other equity instruments are measured at fair value througtoptoss.

At initial recognition, an analysis was carried out to determine if a financial instrument contains an embedded derivative.
Derivative instrument embedded in the hybrid contract, the host of which is a financial asset within the scope of IFRS 9, is
not bifurcated and the hybrid contract is recognised in accordance with the MSSF 9 requirements for classification of financial
assets. Derivative instrument embedded in the hybrid contract, the host of which is not a financial asset within the scope of
IFRS 9siassessed in order to determine whether it should be bifurcated.

Financial assets may be reclassified if, and only if, the Group changes its business model for managing financiaadsets. In

a case, all financial assets affected by the business nobdelge are subject to reclassification.

Based on the review of financiassets held by the Group aftdl December 2017, the CIECH Group:

1. determined and allocated groups of financial assets to the appropriate business model on the basis of the assessment
of the applied way of managing the financial asset portfolios by:

a) reviewing and assessing relevant and objective qualitative data whigthanae an impact on allocating financial
asset portfolios to the appropriate business model (in particular, the reasons of sales of the financial assets from
certain portfolios that occurred in the past);

b)  reviewing and assessing relevant and objectivengjtetive data which may have an impact on allocating financial
asset portfolios to the appropriate business model (e.g. the value of sales of the financial assets from certain
portfolios that occurred, if any, in previous reporting periods and the fregyef those sales);

c) analysis of expectations regarding the value and frequency of sales from certain portfolios;

2. determined, through identifying and analysing the contractual terms of financial assets with economic characteristics
of debts instruments, aa result of which the financial asset may not meet the SPPI criterion, whether these contractual
terms give rise on specified dates to cash flows that are solely payments of principal and interest on the principal
amount outstanding, i.e. whether they acensistent with the SPPI criterigsolely payments of principal and interest)

Financial assets with the characteristics of debt instruments

Following the analysis, the Group concluded that the implementation of IFRS 9 will not change the classification and
measurement of financial assets held with economic characteristics of a debt instrument. Trade receivables pending transfer
to the factor inder nonrecourse factoring arrangements could be an exception. These receivables are held by the Group in
order to transfer the entire balance of trade receivables agreed with the factor to the factor. The Group manages trade
receivables that are desigred to be transferred to the factor under nenecourse factoring arrangements with a view to
obtaining cash flows through the sale of assetsbtaining contractual cash flows is not an integral part of the business
model's objective. Therefore, in accordanwith IFRS 9, the Group classified these receivables as financial assets measured
at fair value through profit or loss however, due to the relatively short period of holding the receivables to be transferred
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to the factor in the balance sheet, the imgteof the change in their classification on the financial position of the Group was
deemed immaterial.

Equity instruments

The Group hold equity instruments (shares) which are classified as financial assets pursuant to IAS 39 and
IFRS 9. Pursuant to IAS 8% Group measured the equity instruments held at cost less impairment losses. The net present
carrying amount of these instruments is close to zero.

Pursuant to IFRS 9, the CIECH Group classified the equity instruments (shares) held as measwatliattfaugh profit

or loss. However, as at the date of implementation of IFRS 9, the estimated fair value of the equity instruments held was
Oft2a8 G2 TSNP ¢KSNBT2NBX G(KS AYLI OO 2F (KS OKdegned Ay
immaterial.

The table below presents a comparison of key changes in the classification of financial assets resulting from the

implementation of IFRS 9.

Categories of financia

Categories of financial

Classes of financia assets and Business model SPPI Reclassification assets and
assets measurement method  according to IFRS 9  Criterion measurement method
according tolAS 39 according to IFRS 9
Loans and receivable Holding financial asset Financial assets
Cash and cash ; -
) ¢ measured at in order to collect Met None measured at amortised
equivalents ;
amortised cost contractual cash flows cost
22l c_je_posns (th_e ' Loans and receivable Holding financial asset Financial assets
value is included in . >
¢ measured at in order tocollect Met None measured at amortised
cash and cash ;
) amortised cost contractual cash flows cost
equivalents)
Loans and receivable Holding financial asset Financial assets
Loans granted ¢ measured at in order to collect Met None measured aamortised
amortised cost contractual cash flows cost
Loans and receivable Holding financial asset Financial assets
Trade receivables ¢ measured at in order to collect Met None measured at amortised
amortised cost contractual cash flows cost
Fact_orlng Loans and receivable Holding financial asset Financial assets
receivables ; )
¢ measured at in order to collect Met None measured at amortised
(transferred to the ;
amortised cost contractual cash flows cost
factor)
Financial assets measure . Financial assets
L ) ) Other business Not )
Derivatives at fair value through profit . None measured at fair value
model applicable )
or loss through profit or loss
Derivative
instruments .
) N her n N N
designated as Hedging instruments Other business ot None Hedging instruments
. model applicable
hedging
instruments

Impairment of financial assets

Contrary to IAS 39, IFRS 9 does not require the entities to identify the impairment trigger in order to estimate losses. Inst
entities are obliged to constantly estimate the level of credit losses since the initial recognitiogivéraasset until its
derecognition.

Upon acquisition or granting of a financial asset, the Group is obliged to keep an allowance in the amountnofidhlZCL.

In the event of significant increase in credit risk since the initial recognition of get,abe Group is obliged to calculate

lifetime expected credit losses (the-salled Stage 2). Such an approach will result in the earlier recognition of credit losses
which will cause an increase in loss allowance and therefore it will also affectqrifgs.

Trade receivables and contract assets arising from transactions within the scope of IFRS 15 are exceptions to this rule. For
these categories of assets, the Group chose a simplified approach whereby lifetime expected credit losses are &stimated

the moment of initial recognition of exposures.

Following the analysis of financial instruments held, the CIECH Group calculated allowances based on the expected credit loss
model for the following classes of financial instruments:

Trade receivables,

Factoring receivables,

Contract assets from transactions within the scope of IFRS 15,
Loans granted,

Term deposits, cash.

S S o
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Hedge accounting
The CIECH Group decided to move to IFRS 9 as regards hedge accounting, as of 1 January 2018. The Group teak advantag
the option offered by IFRS 9 and applied the prospective approach from the date of initial application of IFRS 9.
IFRS 9 requires the Group to ensure that its hedging relationships are compliant with the risk management strategy applied
by the Group ad its objectives. IFRS 9 introduces new requirements with regard to, among others, the assessment of hedge
effectiveness, rebalancing of the hedge relationship as well as it prohibits voluntary discontinuation of hedge accounting
(i.e. in the absence dhe conditions to stop the application of hedge accounting, as defined in the Standard).
With respect to hedging relationships applied by the Group, IFRS 9 had a material impact on the following two issues:
1. The time value of the gas purchase option, whigs left outside hedge accounting by the Group in accordance with
IAS 39, was recognised in a separate component of equity as a cost of hedging during the option's life (reclassification
from retained earnings to the provision for the costs of hedging).
2. The Group applied a new approach to the basis currency spread for CIRS transactions, excluded it from hedge accounting
and recognised it as a cost of hedging in a separate component of equity.

152 LCw{ mMp awS@SydzS FTNRBY O2y{iNIOlia ¢AlGK Odzali2YSNEE¢

LCw{ wmp awS@SydzS FNRY /2yi{iN}IOGa osAGK /dzaliz2YSNEE A& STFTSOGA
CIECH Group decided to apply IFRS 15 retrospectively with the recognition of the cumulative effect of the initial application

of this IFRS as an adjustment to the initial balance of retained earnings in 2018. The standard introduces uniform
requirements for all entities with respect to recognition of revenue from contracts with customers based on-thdezb

5-step model:

identifyingthe contract;

identifying performance obligations;

determining the transaction price;

allocating the transaction price to performance obligations;
satisfying the performance obligation.

arwNE

This standard requires entities to evaluate contracts with customedgaidentify elements in them that constitute separate
performance obligations as defined in IFRS 15. For contracts that contain more than one performance obligation, the
expected consideration will be allocated to each of the contracts in successpgesstd the revenue will be recognised when

(or as) the performance obligation is satisfied. The obligation to identify the performance obligations also appliesitisontr
where the contract is assumed to consist of only one element (e.g. sale of a pradhen settled with the customer.

Based on the analysis of the impact of IFRS 15 on the consolidated financial statements of the CIECH Group, the following
areas were identified and adjusted in order to implement the standard. Due to the immateriatithef adjustments, only
the value of norcash consideration was adjusted as at 1 January 2018.

Non-cash consideration

Under construction services agreements, in addition to the consideration in cash, the Group receives from the customer the
raw materialsextracted during the performance of construction works, which are then used by the Group in the production
process to manufacture its products. Until the end of 2017, the revenue from gratuitous use of the raw material was not
recognised in the financiatatements.

In accordance with IFRS 15, in the case of contracts where the customer agreed to pay consideratiorciasa famm, the
non-cash consideration is recognised at the transaction price. The Group measures thastioconsideration at fair vau

As a result, revenue to be recognised from the performance of a given agreement will be higher by the fair valueashnon
consideration. The recognition requirements for assets received remain unchanged.

The assets received are initially recognisédh& amount and at the time determined in accordance with the standard
applicable to the given type of asset, i.e. inventory.

As at 1 January 2018, the value of revenues from-cash consideration amounted to PLN 2,156 thousand (the impact on
equity afer deferred tax amounted to PLN 1,489 thousand).

Consignment warehouses

The Group enters into agreements with customers under which it undertakes to deliver its products to the customer's
warehouses. Under the agreements, customers are supplied with raterrals to be used in production. Products in the raw
material warehouse remain the property of the Group until they are released for production to the customer. However, all
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risks related to the possibility of losing or damaging raw materials are traedféo the customer upon delivery of the raw
materials to the warehouse. The Group undertakes to deliver appropriate quantities of raw materials to the raw materials
warehouse in accordance with the customer's order, and the customer inspects the quafntéy materials in the raw
materials warehouse in terms of frequency and volume of deliveries.

The new IFRS 15 guidelines concerning the determination of the moment of revenue recognition, i.e. the transfer of control,
resulted in a change in the momewf recognition of revenue from the sale of products transferred to raw material
warehouses. Control over the raw materials is transferred to the customer upon their acceptance into storage and revenue
is recognised at this point.

Due to the immaterialityf adjustments related to consignment warehouses, the Group decided not to introduce them as at
1 January 2018. Revenue from sales of products delivered to raw material warehouses was recognised in accordance with
IFRS 15 in the first quarter of 2018.

Exdusive production

In the silicates and glass segment, some of the sales agreements concern specific products manufactured exclusively for a
particular customer. The customer declares the frequency and quantity of products to be received, however, theecusto

may not refuse to accept the batch of products dispatched. If the customer fails to collect the products within the specified
deadline, it bears the storage costs. In accordance with IFRS 15, the Group recognizes revenue from the sale of exclusive
production before the customer physically receives the products, whereas in accordance with IAS 18, the revenue was
recognized at the moment of transferring the products to the customer.

Due to the immateriality of adjustments related to exclusive productittie Group decided not to introduce them
as at 1 January 2018. Revenue from sales of products manufactured exclusively for a particular customer was recognised in
accordance with IFRS 15 in the first quarter of 2018.

Impact of the implementation of IFRS @nd IFRS 15 on the statement of financial position of the CIECH Group
as at 1 January 2018

As at 01.01.2018

As at 31.12.2017 IFRS 15 (data restated,

before adjustments IFRS 9 adjustment: adjustments

unaudited)

ASSETS

Non-current receivables 81,678 (1,531) 2,156 82,303
Deferred income tax assets 107,411 1,568 - 108,979
Total noncurrent assets 3,204,963 37 2,156 3,207,156
Trade and other receivables 509,824 (5,143) - 504,681
Cash and cash equivalents 489,754 (571) - 489,183
Total currentassets 1,438,548 (5,714) - 1,432,834
Total assets 4,643,511 (5,677) 2,156 4,639 990
EQUITY AND LIABILITIES

Cash flow hedge 10,021 2,408 - 12,429
Hedging costs - (5,240) - (5,240)
Reatined earning 1,413,913 (2,845) 1,489 1,412,557
Egrueitg/tattributable to shareholders of the 2.187,596 (5.677) 1,489 2,183,408
Non-controlling interest (2,951) - - (2,951)
Total equity 2,184,645 (5,677) 1,489 2,180,457
Deferred income tax liability 32,487 - 667 33,154
Total noncurrent liabilities 1,369,282 - 667 1,369,949
Total liabilities 2,458,866 - 667 2,459,533
Total equity and lliabilities 4,643,511 (5,677) 2,156 4,639,990

The tables below summarise the impact of the application of IFRS 15 on the Group's consolidated financial statements for
the period ended 31 December 2018. In order to ensure comparability of financial data presented in different periods, the
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Group presergd below a reconciliation of data prepared in accordance with IFRS 15 with data which would have been
prepared had IAS 11 and IAS 18 been in force in 2018.

01.01-31.12.2018 Nqn—Cash Exclus?ve Consignment 01.01:(?;_1.1%.2&188
according to IFRS 1! consideration  production  warehouses aCClOg/I::g 101
CONTINUING OPERATIONS
Sales revenues 3,672,658 (2,786) (2,013) (7,574) 3,660,285
Cost of sales (2,909,242) 2,027 1,448 6,279 (2,899,488)
Gross profit/(loss) on sales 763,416 (759) (565) (1,295) 760,797
Other operating income 89,040 - - - 89,040
Selling costs (271,734) - 171 - (271,563)
General and administrative expenses (144,997) - - - (144,997)
Other operating expenses (56,525) - - - (56,525)
Operating profit/(loss) 379,200 (759) (394) (1,295) 376,752
Financial income 19,159 - - - 19,159
Financial expenses (93,851) - - - (93,85)
Net financial income/(expenses) (74,692 - - - (74,692
S o o of e N :
Profit/(loss) before tax 305,024 (759) (394) (1,295) 302,576
Income tax (192,521) 209 75 207 (192,030
2';;%?;‘;’5('055) on continuing 112,503 (550) (319) (1,088) 110546
31.12.2018 Non-Cash Exclusive Consignment 31.12.2018
according to consideration production warehouses ~ according to IAS
IFRS 15 18/IAS 11
ASSETS
Non-current receivables 64,603 (2,926) - - 61,677
Deferred income tax assets 67,872 - - 203 68,075
Total noncurrent assets 3,549,574 (2,926) - 203 3,546,851
Inventory 438,518 - 1,448 6,279 446,245
Trade and other receivables 595,163 - (2,013) (7,574) 585,576
Total current assets 1,272,558 - (565) (1,295) 1,270,698
Total assets 4,822,132 (2,926) (565) (1,092) 4,817,549
EQUITY AND LIABILITIES
Currency translation reserve (63,242) 9) - - (63,251)
Retained earnings 1,126,491 (2,039) (319) (1,088) 1,123,045
tEh%uggr:rﬁrlbutable to shareholders o 1898839 (2,048) (319) (1,088) 1895384
Non-controlling interest 288 - 288
Total equity 1,899,127 (2,048) (319) (1,088) 1,895,672
Deferred income tax liability 74,828 (878) (75) (4) 73,871
Total noncurrent liabilities 1,636,755 (878) (75) (4) 1,635,798
Trade and other liabilities 761,46/ - (171) - 7612%
Total currentliabilities 1,286,250 - (171) - 1,286,079
Total liabilities 2,923,005 (878) (246) 4) 2921877
Total equity and liabilities 4,822,132 (2,926) (565) (1,092) 4,817,549
153 LCw{ wmMc d&[ SlFasas
LCw{ mMc G&[SFasSaé¢ gl a AaadzsSR o6& GKS LYGSNYyIFGA2YI 1 O02dzy G Ay:

periods beginning on or after 1 January 2019. TheCHsroup has not elected to early adopt the standartt decided to

adopt itfor usefrom 1 January 2019
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The standard has introduced a new definition of lease. A contract is, or contains, a lease if the contract conveystthe right
control the use of an identified asset for a period of time in exchange for consideration. Actatnveys the right to control

the use of an identified asset for a given period if, throughout the period of use, the customer has the right to botthdirect

use of the identified asset and obtain substantially all of the economic benefits fromidgebe use of the identified asset.

As a practical expedient, entities are not required to reassess whether a contract is a lease at the date of initiabappficat

the standard. Instead, the new definition may not be applied to contracts that wereiquisly assessed as to whether they
classified as leases in accordance with IAS 17 and IFRIC 4. If entities choose to apply the aforementioned expedient for the
identification of contracts as leases, the new lease definition would apply only to congemtsited after 1 January 2019.

For a contract that is, or contains, a lease, an entity accounts for each lease component within the contract as a lease
separately from nodease components of the contract, unless the entity applies the practical expedient. As a practical
expedient, a lssee may elect not to separate erse components, and instead account for the entire contract as a single
lease component.

For lessees, IFRS 16 departs from the classification of leases into operating and finance leases and introduces a kingle mode

of accounting treatment, broadly equivalent to the existing accounting model used for finance leases. The lessees will be
required to recognise (a) assets and liabilities for all leases unless the lease term is 12 months or less or the wsdetlying

has alow value and (b) amortisation of the leased asset separately from interest on lease liability in the statement of profit

2N f 24840 LCw{ mMcQa | LIINRIOK (2 tSaaz2Nl | 002dzyliAy3a aa adzmadil
clasdly leases as operating or finance leases, with each of them subject to different accounting treatment.

In the CIECH Groumee the new standard has been applied, operating leases will be recognised in the statement of financial
position, which will resulin an increase in the balance sheet total (by reporting the rafhise assets under fixed assets in

the statement of financial position with corresponding lease liabilities) and change the classification of expenses in the
statement of profit or loss (here lease expenses will be replaced by depreciation and interest expéssets due to the

right to use aregoing to bedepreciated on a straigHine basis and lease liabilities are settled usingshigableinterest rate.

The current value of the ls& paymentwvill be determined based on the marginklanrate. In calculating interest rates, the

credit risk (reflected in the assumed margin) was taken into consideration, the economic conditions in which the transactions
took place (country, currency dfie contract) and the duration of the contract (calculations for the relevant periods under
which the Group has lease agreements. The level of interest ranges between 0.81% an(at.62% 3.39%.74%; for EUR
0.819%5.73% for USD 4.92%12%; for RON.537%7.69%).

In addition, the period of the lease payment projections applied edemly to the irrevocable lease term, whereas under

IFRS 16, the lease term over which the lease liability is recognised also includes any periods resulting from an extension or
early termination if any of the above scenarios is sufficiently certain irettigy's judgement. In the case of contracts with

an extension option, the lease liability would be respectively higher, while termination options would result in a respective
reduction in the liability amount.

Additionaly,the Group companies recognis¢he land perpetual usufruct right received free of charge on the basis of an
administrative decision as an operating leagéthin the meaning of IFRS 1&nd perpetual usufruct righis treated as a
leaseandthe recognition of the assets held by the @poon this account h& first and foremost, a significant impact on total
assets.

The Group apj@d the simplifications for shorterm leases and lowalue asset leases provided for in the standard. It is
assumed that assets whose unit value does not ed@pproximately PLN6thousand, which corresponds to approximately
USD 5 thousand, are levalue assets. Shotérm leases are those whose term is shorter than 12 months.

The entry of IFRS 16 into forb@salso affecton the determination of the ratiocalculated in relation to the facilities
agreement(net leverage ratia)Should this be the case, the CIECH Group will strive to revise the definition in the facilities
agreement so that the change of presentation would not have a negative impact oevéleof the ratios calculated.

The impact of the implementation of IFRS 16 on the consolidated financial statements of the CIECH Group on January 1, 2019
is as followgamounts refer to newly recognized assets)

01.01.2019
Recognized rights to use asset 117,685
Recognized liabilities from lease 117,685
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2 | SEGMENT REPORTING

The CIECBNR dzLJQa 2 LISNI GAy3 aS3ayvySyida I'NBE RSarA3IyIGSR 2y GKS ol aa
Group and are regularly reviewed by the Management Board, which is responsible for operating decisions aimed at allocating
resources to segments drassessing the subsidiaries performance.

From the product perspective, the CIECH Group has been divided into the following operating segments:

Soda segment the most important manufactured goods in the scope of the segment products are: light and steglisen

carbonate, evaporated salt, sodium bicarbonate and calcium chloride. The products of this segment are sold mainly by the
parent company CIECH S.A. Production of the soda segment goods manufactured by the CIECH Group is implemented in
CIECH Soda Plds S.A., the Romanian company CIECH Soda Romania S.A. and in the German company CIECH Soda
Deutschland GmbH&Co. KG. (the German company also sells its products on its own). Soda segment goods are used in the
glass, food, detergent and pharmaceutical indiest.

Organic segment, the CIECH Group is a producer of a variety of organic compounds manufactured by the companies:
CIECH Sarzyna S.A. and Ciech Pianki Sp. z 0.0. In 2018, it was producing, among others, polyurethane foams, epoxy resins and
polyester esins. These products are used in the following industries: furniture, automotive, paints and electronics. The Group

also produces crop protection chemicals used in agriculiureluding through the Spanish company, Soda segment goods

are used in the gks, food, detergent and pharmaceutical industries, acquired in July 2018.

Silicates and glass segmeéntludes mainly the products of CIECH Vitrosilicon S.A. and CIECH Soda Romania S.A. Products
manufactured by Ciech Soda Romania S.A. are sold by CAEQHeSSilicates and Glass Segment covers the production of
glass and soda glaze, as well as glass packaging (lanterns and jars). The goods made of glass are used in constngtion and fo
industries, and for production of headstone lamps.

The transport sement is concentrated in CIECH Cargo Sp. z o0.0.,, rendering rail transport services
in Poland, within the scope of: rental of rail carriages, rail cargo transport and maintenance services of rail sidings. The
Transport segmerincludes also forwarding actfies carried out by CIECH S.A. for its subsidiaries, i.e. CIECH Pianki Sp. z 0.0.,
CIECH Sarzyna S.A., CIECH Vitrosilicon S.A., CIECH Soda Polska S.A. and CIECH Trading S.A.

Other activities segmentovers mainly services rendered outside the Group anddgosold mainly by CIECH S.A.
andCIECH Trading S.A.

Information for a given operating segment may include sales of products and goods also included in the core product range
of other divisions. Such items, however, are not significant for tibde@A & A 2y aQ Yl y I 3SYSyid | 002 dzy Ay
The Group financing is managed (including finance expenses and income with the exception of interest and exchange

differences on trade receivables and liabilities) and income tax is calculated on the Group level and they are not @dlocated
particular segnents.

The CIECH Group has been divided into the following geographical areas: Poland, European Union, Other European countries,
PFNROIFS !aAlY hiKSNJ NBIAZ2yad LYyF2NNIGAZ2Yy 2y GKS DNRdzZJ 3S2
localisaton.

Reporting segments are identical to operating segments. Revenues and costs, assets and liabilities of segments are recognised
and measured in a manner consistent with the method used in the consolidated financial statements.

Operational segmentsreui & | NB FaasSaaSR o6& G(KS /L9/1 {&!Qa alyl3asSySyi
profit, level of EBITDA and adjusted EBITDA.

EBITDA should be viewed as a supplement not as a substitute for the business performance presented in accondance wit
IFRS. EBITDA is a useful ratio of the ability to incur and service debt. EBITDA and adjusted EBITDA levels are not defined by
the IFRS and can be calculated in a different manner by other entities. The reconciliation and definitions applied by the
CIECHEroup when determining these measures are presented below.
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01.01-31.122018

01.01-31.122017

Net profit/(loss) on continuing operations 112,503 393,975
Income tax 192,521 121,770
Share of profit / (loss) of equigccounted investees (516) (225)
Financial expenses 93,851 86,787
Financial income (19,159) (13,499)
Amortisation/depreciation 275,203 244,388
EBITDA on continued operations 654,403 833,196

01.01-31.12.2018

01.01-31.12.2017

EBITDA on continued operations 654,403 833,196
Oneoffs including: (20,910) (25,059)
Impairment (a) 2,203 1,238
Cash items (b) (16,654) (2,017)
Non-cash items (without impairment) (c) (6,459) (24,280)
Adjusted EBITDA from continuing operations 633,493 808,137

(a) Impairment losses are associated with the recognition/reversal of impairmentderitas of assets value.

(b) Cash items include, among others, gain/loss of the sale of property, plant and equipment and other items (includsspcattd with

discontinued operations, fees and compensations).

¢

(c) Noncash items include: fair value measurement of investment properties, costs of liquidation of inventories and propewydplant
equipment, the costs of suspended investments, environmental provigiomsasions for liabilities and compensation, costs of unused
production capacity and other items (including extraordinary costs and other provisions).
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OPERATING SEGMENTS OF THE CIECH GROUP

Revenue and costs data as welbasets, equity and liabilities data of particular CIECH Group operating segments for periods disclosed in statemenesie iprédse tables below:

OPERATING SEGMENTS Soda Organic Silicates and Transport Other operations Corplorate EIimingtions
01.01-31.12.2018 segment segment glass segment segment segment fun'c.t|o.ns-' (cqnsolldaﬂon LIRS
reconciliation item  adjustments)
Revenues from third parties 2,366,114 885,344 248,887 16,772 155,541 - - 3,672,658
Revenue froninter-segment transactions 56,454 355 82 130,408 34,006 - (221,305) -
Total sales revenues 2,422,568 885,699 248,969 147,180 189,547 - (221,305) 3,672,658
Cost of sales (1,819,703) (729,278) (196,656) (129,196) (154,454) - 120,045 (2,909,242)
Gross profit /(loss) on sales 602,865 156,421 52,313 17,984 35,093 - (101,260) 763,416
Selling costs (247,197) (79,086) (32,157) (3,753) (11,084) (223) 101,766 (271,734)
General anchdministrative expenses (59,253) (21,776) (4,506) (4,361) (5,627) (53,636) 4,162 (144,997)
Result on management of receivables (1,149) (2,059) (13) (129) (1,988) - - (4,338)
Result on other operating activities 35,353 (12,080) (2,179) 3,897 15,267 (589) (3,816) 36,853
Operating profit /(loss) 330,619 42,420 14,458 13,638 31,661 (54,448) 852 379,200
Exchange differences and interest on trade settlements (7,182) (18,810) 179 (380) (586) - - (26,779)
Group borrowing costs - - - - - (66,504) - (66,504)
Result on financial activity (neattributable to segments) - - - - - 18,591 - 18,591
Share of profit / (loss) of equigccounted investees 516 - - - - - - 516
Profit /(loss) before tax 323,953 23,610 14,637 13,258 31,075 (102,361) 852 305,024
Income tax - - - - - - - (192,521)
Net profit /(loss) for the period - - - - - - - 112,503
Amortization/depreciation 209,234 33,961 19,964 5,747 1,103 5,194 - 275,203
EBITDA 539,853 76,381 34,422 19,385 32,764 (49,254) 852 654,403
Adjusted EBITDA* 536,856 75,983 34,603 15,333 19,560 (49,693) 851 633,493

* Adjusted EBITD#or the 12month period ended 31 December 2018 is calculated as EBITDA adjusted for untypafbleseats: valuation of investment properties to fair value: PLRillion; changes in
provisions: PLN313 million; gain on disposal of ndimancial noncurrent assets: PLN 17.8 million, change in impairment losses on asset2: Pirilion, settlement of a cavern construction contract: FA.Al

million; other: PLNL.6 million.
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“ CONSOLIDATED FINANCIAL STATEMENTS OF THE CIECHhGROUMI My O A Y
OPERATING SEGMENTS Soda Organic Silicates and Transport Other operations Corplorate E"m'”‘f"“o'.‘s
01.01-31.12.2017 segment segment glass segment segment segment fun'c.no.ns-' (cqnsohdaﬁon TOTAL

reconciliation item  adjustments)

Revenues from third parties 2,381,486 869,189 229,336 11,097 88,285 - - 3,579,393
Revenue from intesegment transactions 48,434 2,368 9 113,357 34,507 - (198,675) -

Total sales revenues 2,429,920 871,557 229,345 124,454 122,792 - (198,675) 3,579,393
Cost of sales (1,673,847) (718,489) (176,945) (107,599) (94,694) - 108,845 (2,662,729)
Gross profit /(loss) on sales 756,073 153,068 52,400 16,855 28,098 - (89,830) 916,664
Selling costs (242,522) (62,046) (30,019) (2,966) (11,165) (1,119) 86,356 (263,481)
General and administrative expenses (59,905) (19,688) (5,058) (3,644) (5,580) (49,586) 2,059 (141,402)
Result on management of receivables 8,227 1,823 83 - (197) - - 9,936
Result on other operating activities 61,162 (6,283) (219) (481) 12,701 807 (596) 67,091
Operating profit /(loss) 523,035 66,874 17,187 9,764 23,857 (49,898) (2,011) 588,808
Exchange differences and interest on trade settlements (16,322) (11,621) (279) (137) 432 - - (27,927)
Group borrowing costs - - - - - (38,352) - (38,352)
Result on financial activity (neattributable to segments) - - - - - (7,009) - (7,009)
Share of profit / (loss) of equigccounted investees 225 - - - - - - 225
Profit /(loss) before tax 506,938 55,253 16,908 9,627 24,289 (95,259) (2,011) 515,745
Income tax - - - - - - - (121,770)
Net profit /(loss) for the period - - - - - - - 393,975
Amortization/depreciation 181,335 29,894 19,657 5,846 2,443 5,213 - 244,388
EBITDA 704,370 96,768 36,844 15,610 26,300 (44,685) (2,011) 833,196
Adjusted EBITDA* 690,667 96,517 36,768 16,064 14,858 (44,727) (2,010) 808,137

* Adjusted EBITDA for the -b2onth period ended 31 December 2017 is calculated as EBITDA adjusted for untypiatakweaets: valuation of investment properties to fair value: PLN rilli®n; changes in

provisions: PLN 10.4 million; gain on disposal offiramcial norcurrent assets: PLN 2.9 million, change in impairment losses on assets:PiMlion, other: PLN 1.5 million.
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SALES REVENWEBUSINESS SEGMENTS

01.01-31.12.2018 01.01:31.12.2017 Change 2018/2017 Change %
Soda segment, including: 2,422,568 2,429,920 (7,352) (0.3%)
Dense soda ash 1,308,146 1,371,834 (63,688) (4.6%)
Light soda ash 498,849 490,220 8,629 1.8%
Salt 184,819 169,909 14,910 8.8%
Sodium bicarbonate 159,978 158,309 1,669 1.1%
Energy 143,154 97,645 45,509 46.6%
Gas* 3,367 7,645 (4,278) (56.0%)
Calcium chloride 26,815 25,614 1,201 4.7%
Otherproducts 40,986 60,310 (19,324) (32.0%)
Revenues from intesegment transactions 56,454 48,434 8,020 16.6%
Organic segment, including: 885,699 871,557 14,142 1.6%
Resins 326,518 316,452 10,066 3.2%
Polyurethane foams 317,222 314,174 3,048 1.0%
Cropprotection chemicals 240,488 224,032 16,456 7.3%
Other 1,116 14,531 (13,415)  (92.3%)
Revenues from intesegment transactions 355 2,368 (2,013) (85.0%)
Silicates and Glass segment, including: 248,969 229,345 19,624 8.6%
Sodium silicates 167,896 144,291 23,605 16.4%
Potassium silicates 6,305 5,696 609 10.7%
Container glass 73,270 78,578 (5,308) (6.8%)
Other 1,416 771 645 83.7%
Revenues from intesegment transactions 82 9 73 811.1%
Transport segment, including: 147,180 124,454 22,726 18.3%
Transport services 16,772 11,097 5,675 51.1%
Revenues from intesegment transactions 130,408 113,357 17,051 15.0%
Other segment, including: 189,547 122,792 66,755 54.4%
Revenues from third parties 155,541 88,285 67,256 76.2%
Revenues fronmter-segment transactions 34,006 34,507 (501) (1.5%)
Consolidation adjustments (221,305) (198,675) (22,630) (11.4%)
TOTAL 3,672,658 3,579,393 93,265 2.6%

* Resale of surpluses of the gas purchased.

In the CIECH Group, sales revenues are recogwized the service is performed, products or goods are delivered.

ASSETS AND LIABILITIES BY OPERATING SEGMENTS

ASSETS LIABILITIES
31.12.2018 31.12.2017 31.12.2018 31.12.2017
Soda segment 2,952,682 2,686,089 279,805 229,225
Organic segment 906,909 577,815 145,097 122,413
Silicates and glass segment 154,512 162,562 25,211 31,021
Transport segment 69,314 61,345 12,319 12,070
Other operations segment 50,298 110,002 30,272 25,026
Corporate functions reconciliation item 732,298 1,080,556 2,475,134 2,071,535
Eliminations (consolidation adjustments) (43,881) (34,858) (44,833) (32,424)
TOTAL 4,822,132 4,643,511 2,923,005 2,458,866
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INFORMATION ON GEOGRAPHICAL AREAS
Information2y G KS / L9/ 1 DNRdzLJ 38S23INF LIKAOFE T NBIF&a A& SaidlroftAaks
ASSETS DIVIDED ON gg;ctl;gﬁr}}n?nsgs Deferred income tax Other assets Total assets
GEOGRAPHICAL REGIONS instruments assets
31.12.2018
Poland 2,221,115 67,872 829,814 3,118,801
European Union (excluding Polan 1,244,721 - 338,863 1,583,584
Other European countries - - 44,549 44,549
Africa - - 12,699 12,699
Asia - - 62,142 62,142
Otherregions - - 357 S5
TOTAL 3,465,836 67,872 1,288,424 4,822,132
31.12.2017
Poland 2,178,433 107,411 1,067,014 3,352,858
European Union (excluding Polan 875,457 - 321,984 1,197,441
Other European countries - - 35,286 35,286
Africa - - 3,779 3,779
Asia - - 53,590 53,590
Other regions - - 557 557
TOTAL 3,053,890 107,411 1,482,210 4,643,511

SALES REVENUESEOGRAPHICAL STRUCTURE OF MARKETS

01.01-31.12.2018

01.01-31.12.2017

Dynamics 2018/2017

Poland

European Union (excluding Poland)

Germany
Romania
Czech Republic
Italy
The Netherlands
Finland
Sweden
Belgium
United Kingdom
Denmark
France
Luxembourg
Lithuania
Other EU countries
Other European Countries
Switzerland
Norway
Russia
Other European countries
Africa
Asia
India
Singapore

1,492,186
1,556,532
647,055
134,716
146,935
79,330
118,111
66,238
58,443
28,128
45,522
25,548
17,886
21,812
15,391
151,417
264,229
118,566
37,008
23,073
85,582
63,977
239,295
124,986
11,397

1,500,408
1,526,253
621,853
149,126
154,711
82,034
114,798
57,896
74,214
35,641
48,762
24,314
41,566
15,613
17,744
87,981
242,049
100,014
39,831
22,039
80,165
54,532
187,875
126,855
16,560

(0.5%)
2.0%
4.1%
(9.7%)
(5.0%)
(3.3%)
2.9%
14.4%
(21.3%)
(21.1%)
(6.6%)
5.1%
(57.0%)
39.7%
(13.3%)

72.1%
9.2%

18.5%

(7.1%)
4.7%
6.8%

17.3%

27.4%

(1.5%)

(31.2%)
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01.01-31.12.2018

01.01-31.12.2017 Dynamics 2018/201

Bangladesh 16,172 3,666 341.1%
Hong Kong 25,078 9,784 156.3%
Turkey 25,837 15,640 65.2%
Other Asian countries B5¥825) 15,370 133.1%
Other regions 31,243 33,719 (7.3%)
Cash flow hedge adjustment 25,196 34,557 (27.1%)
TOTAL 3,672,658 3,579,393 2.6%
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NOTES TO THE CONSOLIDATED STATEMENT OF PROFIT OR LOSS ¢
CONSOLIDATED STATEMENT OF OTHER COMPREHENSIVE INCOME

3.1. SALES REVENUES

Accounting policy

The Group recognises revenues based on thealled 5step modelg when it satisfies a performance obligation by
transferring a promised good or service (i.e. an asset) to a customer. An asset is transferred when (or as) the ci
obtains control of that asset. When (or as) a performance obligation is satisfied, the Grogpisssoas revenues the
amount of the transaction price that is allocated to that performance obligatiime obligation to identify the
performance obligations also applies to contracts where the contract is assumed to consist of only one eleme;
sak of a product) when settled with the customer.

Allocation of variable consideration

Variable consideration that is promised in a contract may be attributable to the entire contract or to a specific p
the contract. Allocation to the entire contract is done based on standalone selling prices of underlying perforr
obligations.

Revenues from the sales of products and goods in foreign currenciesi@®@2 3y A 8 SR Ay LINB FA
exchange rate from the date preceding the date of invoice, when the significant risks and rewards of ownershi
been transferred @ the buyer.

SALES REVENUES 01.01-31.12.2018 01.01-31.12.2017

Revenues from sales of products and services 3,473,482 3,467,900
- products 3,431,092 3,439,511
- services 42,390 28,389
Revenues from sales of goods and materials 199,176 111,493
- goods 192,094 108,552
- materials 7,082 2,941
Net sales of products, goods and materials 3,672,658 3,579,393

3.2. COST OF SALES

Accounting policy

Expenses arprobable decreases in economic benefits in the form of outflows or depletions of assets or increa
liabilities and provisions.

Cost of sales compriséise production cost of products and services sold and the value of sold goods and materi:
Selling costiclude, among others: sales commissions and the costs of advertising, promotion and distribution.

General and administrative expensesNB SELISyaSa | 4a20A1 SR 6AGK I OGAY
general functions.

COSDF SALES 01.01-31.12.2018 01.01-31.12.2017

Cost of manufacture of products and services sold (2,728,686) (2,569,707)
Cost of sold goods and materials sold (178,214) (92,402)
Reversal of impairment losses on inventory 7,794 6,922
Recognitiorof impairment losses on inventory (10,136) (7,542)
TOTAL (2,909,242) (2,662,729)
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3.3. COSTSBY TYPE

COST BY KIND (SELECTED) 01.01-31.12.2018 01.01-31.12.2017

Amortisation (275,102) (243,885)
Consumption of materials and energy (1,968,642) (1,819,018)
Employee benefits, including: (336,602) (338,857)
- payroll (277,483) (273,670)
- social security and other benefits (57,300) (63,288)
- expenditure on retirement benefit and jubilee awards (including provisions) (675) (781)
- expenditure on pension schemes with defined benefits (401) (402)
- other (743) (716)
External services (458,968) (395,324)

3.4. OTHER INCOME AND EXPENSES

Accounting policy

¢ KS NBLRZ2NIAY3 LISNR 2 RQ othelBparatinglincome hidd expehsedireckyFrdlafed o $hR
Group's core operations. The key items include:

V gains/ losses on disposal and liquidation of Himancial norcurrent assets,
V gains/ losses on sales of emission rights,

V recognition/ reversal oimpairment losses (including allowances for doubtful receivables) and recognition/ reve
of provisions,

V income from rental of investment property is recognised in profit or loss on a strhighbasis over the lease term
Any lease incentives grantedle an integral part of the net consideration agreed for the use of the asset,

V gains/losses on valuation of fair value of investment property,
V unused production capacity.

Subsidies

Government subsidies are recognised when there is reasonable assurance that the subsidy will be received ¢
the entity will comply with all relevant conditions of the subsidy. Subsidies are recognised as income in profit or |
a systematic basisshen the entity recognises, as expenses, the related costs that the subsidies are intend
compensate.

Government subsidies related to assets, including-mmmetary subsidies at fair value, are presented in the balar
sheet by setting up the subsidys deferred income. It is recognised as income over the useful life of the a:
Repayment of a subsidy related to income should be applied first against any unamortised deferred credit se
respect of the subsidy. To the extent that the repaymexteeds any such deferred credit, or where no deferred cre
exists, the repayment should be recognised immediately in profit or loss. Repayment of a subsidy related to a
should be recorded by increasing the carrying amount of the asset or redi@ndeferred income balance by the
amount repayable.

Judgements and estimates
Impairment of norfinancial assets

¢KS O NNEAY 3 | Y2 dzy-financi@l assefs fober thah sShtgfydatdddefafredyfax assets, are revie
at reporting date todetermine whether there is any indication of impairment. If any such indication exists, then
company estimates the recoverable amount of the respective -cgsterating unit.

For intangible assets that have indefinite lives or that are not yet avaiflablese, the recoverable amount is estimate:
at each reporting date, irrespective of the existence of the aforesaid indications.

The recoverable amount of an asset or a egeherating unit is the higher of its fair value less costs to sell and its v.
in use. The recoverable amount is determined for individual assets, unless the asset does not generate cash infl
are largely independent of the cash inflows from other assets or groups of assets. If the asset's carrying amount «
its recoverale amount, an impairment loss is recognised against the carrying amount of the asset. In assessin
in use, the estimated future cash flows are discounted to their present value usingtaxpidéscount rate that reflects
current market assessment tife time value of money and the risks specific to the asset.
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Impairment losses are recognised if the carrying amount of an asset or itgeashating unit exceeds its recoverabl
amount. Impairment losses recognised in respect of egferating units a allocated first to reduce the carrying
amount of any goodwill allocated to the unit (group of units) and then to reduce the carrying amount of the other ¢
in the unit (group of units) on a pro rata basis. Impairment losses are recognised in ptofsolmpairment losses ir
respect of assets are recognised in those expense categories that correspond to the function of the asset to whi

relate.

OTHER OPERATING INCOME

01.01-31.12.2018 01.01-31.12.2017

Subsidies 10,858 11,481
Theright to emit greenhouse gases 7,303 24,920
Rents/lease income 3,183 2,904
Gain on disposal of nefinancial norcurrent assets 17,852 579
Reversal of impairment allowances on receivables 3,381 11,445
Reversal of impairment losses property, plant and equipment and intangible ass¢ 580 1,727
Reversal of provisions on employee benefits 670 1,262
Reversal of provisions for compensatipohanging the base 204 5,035
Reversal of provisions for environmental protectipohanging the base 3,030 464
Reversal of provisions for liabilitiechanging the base 5,789 9,941
Reversal of other provisionshanging the base 12,356 4,607
Penalty fees and compensations received 1,152 1,777
Refund of taxes ancharges 4,319 4,156
Revenues from caverns - 6,902
Valuation of investment property in fair value - 11,515
Other services 3,579 3,427
Other 14,784 14,418
TOTAL 89,040 116,560

¢

As at 31 December 2018, the CIECH Group madessessment of premises, originating both from external and internal

sources of information, of indicators of impairment. These analyses did not indicate the need to estimate the recoverable

value.

Subsidies

Subsidies recognised in the statement of profit loss in the reporting period amounted to PLN 10,858 thousand
(PLN 11,481 thousand in the comparable period) settled over time in proportion to the depreciation/amortisation-of non
current assets to which they relate. Subsidies included in liabilitias2lsDecember 2018 amounted to PLN 74,848 thousand
(compared to PLN 82,604dbsand as at 31 December 201The CIECH Group companies receive subsidies for research and

development activities, purchase of property, plant and equipment and for adaptirgsiment projects to environmental

9

I L9/

requirements. The subsidies are mainly received by the CIECH Group companies from the European Regional Development

Fund.
The most significant subsidies are as follows:

SIGNIFICANT SUBSIDIES RECEIVED BY:

2y 2F GKS OSYyidiNB 2F RSC
A GKS tfbtyd Ay LYy26NROOUI ¢
wSRdzOGAZY 2F RdzAlG SYAaaArzya TNE

CIECH CIECH CIECH
SodaPolska S.A. Sarzyna S.A. R&D Sp. z o0.0.
15,904
10,930
5,727

modernising boiler ESROP 110 No 1, 2, 3,4
45S8S@St2LAYy3 FyR (GSaday3as 2y | F
innovative agrechemical preparations of a unique compositamd
F2NNdzZ | GA2YE

Establishment of a Research and Development Center of

CIECHR&D Sp. z 0.0.

14,645

6,031
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Other forms of State aid

The R&D activity is an important tool in the development of the CIECH Group contributing to increasiogpa@y's value

by enhancing innovation and developing a portfolio of stafehe-art, advanced products ensuring high profitability of the
business. Product development is possible mainly owing to the own research activities, including researchs activitie
conducted as part of clinanced projects. In 2018, the CIECH Group companies implementing research and development
projects under the Smart Growth Operational Programme received approximately PLN 2 million in reimbursement under the
cofinancing agreemets signed.

In 2018, CIECH Cargo Sp. z 0.0. received the first funding in its history. The company may draw on a grant of PLN 14.2 millio
for the purchase of rolling stock used for intermodal transport, which will allow the company to expand its parffolio
transport services offered.

The CIECH Group companies operating outside Poland also benefit from the available sources of state aid.
CIECH Soda Romania S.A., operating in Romania, received RON 918 thousand (EUR 200 thousand) for the implementation of
a project aimed at building a smart energy monitoring system.

Desalination of caverns

The SDC Group, in accordance WiB 15 Revenue from contracts with customattsibutes revenues and costs connected

with contracts concerning cavern desalinationp@rticular periods in which the works were conducted.

Project 2 (Project 1 has been completedhe Contractincludes the salef mining rights landand preparatiorof four gas
caverngS113o S11§. The stage of completion is determined as a proportietween the costs incurred for work performed

to date and the estimated total contract costs or completion of a physical proportion of the contract work.

Revenue recognised in statement of profit or loss represent the amount of the expected sales reneiitigiged by the
percentage of completion of the contract in the accounting period.

In 2018, no revenues from the cavern desalination contract were recognised, while in the corresponding period these
revenuesamounted to PLN 6,902 thousaf@UR 1,62@housand). The receivables relating to the cavern desalination
contracts (Project 2) recognised in assets as-teng receivables amounted to PLN 64,517 thousand (EUR 15,004 thousand)
as at the end of 2018. As at 3ed@mber 2017, they amounted t®LN 81552 thousandEUR 19,553 thousand). The total
amount of costs incurred and profits recognised (less recognised losses) due to ongoing contracts for the period of duration
of these contracts amounted to PLN 151,394 thand (in the comparable perio®LN 18,704 thousand).

OTHER OPERATING EXPENSES 01.01-31.12.2018 01.01-31.12.2017
Costs related to investment property (1,803) (1,648)
Recognition of impairment losses on receivables (7,719) (1,509)
Recognition of impairment losses on property, plantd equipment and intangible (2,783) (2,965)
assets

Recognition of provisions on employee benefits (1,914) (1,279)
Recognition of provisions for compensatigohanging the base (876) (884)
Recognition of provisions for environmental protectiponhanging the base (2,539) (50)
Recognition of provisions for liabilitiechanging the base (3,321) (2,686)
Recognition of provision for anticipated lossehanging the base (90) (1,677)
Recognition of other provisionshanging the base - (1,455)
Liquidation costs of property, plant and equipment (183) (362)
Liquidation costs of materials (544) (1,622)
Amortisation/depreciation (201) (503)
Costs of idle assets and production capacity (18,990) (11,053)
Costs of remediating theffects of fortuitous events (2,003) (797)
Valuation of investment property at fair value (2,040) -
Receivables writterff (68) (3,759)
Penalties and compensations paid (1,883) (1,129)
Other (10,668) (6,155)
TOTAL (56,525) (39,533)

Thetotal amount of expenditure on research and development expensed in the period, as not meeting the capitalisation
criteria, amounted to PLN 2,245 thousand (PLN 1,464 thousand in the comparable period).
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3.5. FINANCIAL INCOME AND EXPENSES

Accounting policy
Financial income and expensedsS t | S (2

by SyidArdeQa

TAYlI yOAy3

I OGA ¢

securities, drawing of loans and borrowings, issuance of debt securities. Accordingly, key items of financing a

include:

V interest on borrowings determined based on the effective interest method,

V interest earned by the Group on cash and cash equivalents (bank deposits and accounts loans grant
receivablesy;, accounted for in the profit and loss on accrual basis usingtfeetive interest method,

write-downs on investments,
net foreign exchange gains or losses,
gains/ losses on sales of financial assets,

< < << <K< KL

ineffective mrtion of hedge accounting.

FINANCIAL INCOME

dividend incomggNB O2 I3y A dSR Ay LINBFAG 2N f2aa

01.01-31.12.2018

6KSy G(KS DN

01.01-31.12.2017

Interest 6,852 6,158
Dividends and shares in profit 379 737
Net foreign exchange gains 6,241 -
Reversal of impairment losses 622 968
Decrease iprovisions due to change in discount rate - 3,031
Income from liquidated companies 72 454
Ineffective portion of hedge accounting - 1,287
Balance sheet valuation of derivative financial instruments 112 -
Reversal of provision éihancial liabilities changing the base 35 748
Other 4,846 116
TOTAL 19,159 13,499

FINANCIAL EXPENSES

01.01-31.12.2018

01.01-31.12.2017

Total interest (69,632) (41,059)
Net foreign exchange losses - (32,603)
Recognition obther impairment losses (3,497) (989)
Factoring commissions (4,032) (3,996)
Bank fees and commissions (3,574) (3,523)
Recognised provisions (1,347) (1,321)
Increase in provisions due to change in discount rates (6,016) (513)
Costs offiscounting of liabilities (12,181) -
Ineffective portion of hedge accounting (2,132) -
Other (2,440) (2,783)
TOTAL (93,851) (86,787)
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3.6. COMPONENTS OF OTHER COMPREHENSIVE INCOME

Tax effect of each component of other comprehensive incometa CIECH Group

01.01-31.12.2018

Tax effect of each component of other comprehensive
income of the CIECH Group

Before tax Tax

After tax Before tax

01.01-31.12.2017

Tax After tax

Net currency at translation differences 8,808 945 9,788  (24,121) (3,351) (27,472)
Cash flow hedge reserve (12,489) 3,174 (9,315) 69,226 (13,899) 55,327
Costs of hedging reserve 615 = 615 - - -
Valuation of actuarial provisions (235) 43 (192) (834) 156 (678)
Other components of othetomprehensive income 3 o 3 1 - 1
TOTAL (3,298) 4,162 864 44,272 (17,094) 27,178

Income tax and reclassification adjustments in other comprehensive income

Other comprehensive income before tax

01.01-31.12.2018

01.01-31.12.2017

Currency translation differences (foreign companies) 8,808 (24,121)
remeasurement for the current period 8,808 (24,121)
Cash flow hedge reserve (12,489) 69,226
fair value remeasurement in the period (7,971) 80,207
reclassification to profit or loss (4,518) (10,981)
Costs of hedging reserve 615 -
fair value remeasurement in the period 615 -
reclassification to profit or loss = -
Valuation of actuarial provisions (235) (834)
remeasurement for the current period (235) (834)
reclassification tgrofit or loss - -
Other components of other comprehensive income 3 1
remeasurement for the current period 3 1
reclassification to profit or loss - -
Income tax attributable to other components of other comprehensive income 4,162 (17,094)
accrued forthe current period 3,322 (19,353)
reclassification to profit or loss 840 2,259
Other comprehensive income net of tax 864 27,178
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4.1. MAIN COMPONENTS OF TAX EXPENSE

Accounting policy
Current tax

4 INCOME TAX, DEFERRED TAX ASSETS AND LIABILITY

Current tax receivables and liabilities for the current and prior periods are measured in the amount of the expect
amount to be paid to tax authorities (recoverable from tax authorities) using tax rates and tax laws that are leg

substantivelyenacted at the reporting date.

The main components of tax expense include:

THE MAIN COMPONENTS OF TAX EXPENSE (TAX INCOME) 01.01-31.12.2018 01.01-31.12.2017

Current income tax (132,550) (49,605)
Income tax for the reporting period (50,581 (43,131)
Adjustment to tax for previous years (81,969 (6,474)
Deferred tax (59,971) (72,165)
Origination/reversal of temporary differences (61,693 (37,813)
Unrecognized deferred tax assets 1,722 (34,352)
INCOME TAX RECOGNISED IN STATEDERROFIT OR LOSS (192,521) (121,770)

Under the current income tax, the Group presentagnong othersa provision recognised for a potential tax liability, in the
amount of PLN)0,237thousand. For a detailed description of this case, see note 9.2 to these financial statements.

INCOME TAX RECOGNISED IN OTHER COMPREHENSIVE INCOME

01.01-31.12.2018

01.01-31.12.2017

Net currency at translation differences 945 (3,351
Cash flonhedge 3.174 (13,899
Valuation of actuarial provisions 43 156
TOTAL 4,162 (17,094)

4.2. EFFECTIVE TAXRATE

9

The following represents a reconciliation of income tax calculated by applying the currently enacted statutory tax rate to th
D NE dzLIe@aifindntilresult to income tax calculated based on the effective tax rate:

EFFECTIVE TAX RATE

01.01-31.12.2018

01.01-31.12.2017

Profit/(loss) before tax 305,024 515,745
Income tax based on currently enacted tax rate (57,955 (97,992)
Differencedue to the application of tax rates of other tax jurisdictions (3,749) (7,871)
Withholding tax unrealised (58) (386)
Tax effect of revenues adjusting profit (loss) before taxes (permanent difference) 7,288 6,162
Effect of participation in equitaccounted investees 64 132
Tax effect of costs adjusting profit (loss) before taxes (permanent difference) (24,663 (11,347)
Current income tax adjustment of previous years (85,826 (4,028)
Realese od eferredtax asset from tax losses from previous years (32,063 -
Tax losses from statement periods from which deferred tax asset was not includec - (13)
Special economic zone 4,165 10,457
Tax reliefs 187 (145)
Settlement ofthe asset for deferred tax (2,048) (14,717)
Other 1,137 (2,022)
Income tax recognised in income statement (192,521) (121,770)
EFFECTIVE TAX RATE 63.1% 23.6%
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4.3. DEFERRED INCOME TAX

Accounting policy
Deferred tax

Deferred tax is recognised iespect of temporary differences between the tax values of assets and liabilities anc
carrying amounts recognised in the financial statements.

Deferred tax liability is recognised for all taxable temporary differences, unless the deferred tax baisiis/from:

V the initial recognition of goodwill or the initial recognition of an asset or liability in a transaction that is not agmis
combination and at the time of the transaction affects neither accounting profit nor taxable profit, or

V unlessthe investor is able to control the timing of the reversal of temporary differences in respect of investr
in subsidiaries, associates and joint ventures, and it is probable that the temporary differences will not reve
the foreseeable future.

A deferred tax asset is recognised for all deductible temporary differences and for unused tax credits and tax
carried forward to the extent that it is probable that taxable profit will be available against which the deduc
temporary differences antbsses can be utilised:

V unless the deferred tax asset arises from the initial recognition of an asset or liability in a transaction that is
business combination and at the time of the transaction affects neither accounting profit nor taxable gmdfit,

V deductible temporary differences in respect of investments in subsidiaries, associates and joint venture
recognised in statement of financial position only to the extent that it is probable that the temporary difference
reverse in the foreseable future and taxable profit will be available against which the temporary difference ca
utilised.

The carrying amount of a deferred tax asset is reviewed at the end of every reporting period and is reduced

extent that it is no longer probaélthat sufficient taxable income will be available against which the asset cat

utilised. Any previously unrecognised deferred tax asset is reassessed at each reporting date and is recognise
extent that it has become probable that future taxalplfit will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to be applied to the tem
differences when they reverse, based on the tax rates and laws that have beere&@athe reporting date or whose
application in the future is certain at the reporting date.

Income tax related to items recognised outside profit or loss statement is itself recognised outside profit or loss:
in other comprehensive income, whenritlates to items recognised in other comprehensive income, or directly
equity, when it relates to items recognised directly in equity.

Deferred tax assets and liabilities are offset solely if there is a legally enforceable right to offset curressietsxaad
liabilities, and they relate to income taxes levied by the same tax authority on the same taxable entity.

Judgements and estimates
Deferred tax

Deferred income tax asset is based on the assumption that future taxable profit will allow fordes. isaetermining
the amount of deferred tax assets, the CIECH Group subsidiaries base their calculations on estimates relate
term and amount of future taxable income.

Deferred income tax is attributable to the following items:

DEFERRED INCOWKEX ASSETS AND DEFERRED

INCOME TAX LIABILITY 31.12.2018 31.12.2017
Total asset Ii;l())itliiatil Net value Total asset ”;kc))it”atly Net value

Property, plant and equipment 1,664 151,728 (150,064) 2,199 140,234  (138,035)
Intangible assets 8,005 25,334 (17,329) 12,258 333 11,925
Right of perpetual usufruct - 5,003 (5,003) - 5,074 (5,074)
Investment property 1,043 1,555 (512) 2,003 1,761 242
Financial assets 646 13,899 (13,253) 700 16,983 (16,283)
Inventory 2,645 1,916 729 2,123 2,077 46
Trade and other receivables 4,869 23,445 (18,576) 2,448 30,172 (27,724)
Provisions for employee benefits 2,455 3 2,452 2,673 31 2,642
Other provisions 17,067 - 17,067 20,007 - 20,007
Tax losses carried forward 43,521 - 43,521 84,999 - 84,999
Foreign exchange differences 2,492 281 2,211 3,664 20 3,644
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DEFERRED INCOWEX ASSETS AND DEFERRED

INCOME TAX LIABILITY S 31122017

Total asset Ii-all-t())itl?tly Net value Total asset ”;git”atly Net value

Liabilities 52,921 62 52,859 46,927 810 46,117
Special economic zone 131,278 - 131,278 132,535 - 132,535
Other 161 12,003 (11,842) 2,952 752 2,200
Cash and cash equivalents 103 - 103 - - -
Deferred tax assets/liability 268,870 235,229 33,641 315,488 198,247 117,241
Set- off of deferred tax assets/ liability (160,401) (160,401 - (165,760) (165,760) -
Unrecognized deferred tax assets (40,597) - (40,597) (42,317) - (42,317)
Deferred tax assets/liability recognised in the 67.872 74,828 (6,956) 107,411 32,487 74,924

statement of financial position

The Group estimates that over 12 months from the period for which the consolidated financial statements are presented,

the deferred tax asset will be realized in the amount of RBR,067thousand(the amount does not include unrecognized
asset value for deferred tax)n the same period, the estimated amount of deferred tax provision will amount to

PLN 202,503 thousand.

Change in
Openin (;?frf];?grrwireys Change in
CHANGE IN TEMPORAR' Changes in bglancg recoanised temporary Currency Change in
DIFFERENCES IN THE  01.01.2018 accounting 09 differences translation D N2 dzL 31.12.20.8
. after in the . . -
PERIOD policies . recognised differences composition
adjustments statement . .
. in equity
of profit or
loss
Property, plant and (638,940) . (638,940) (53,553) - (5,094 - (697,587)
equipment
Intangible assets 39,239 - 39,239  (16,696) - (320)  (103,639) (81,416)
Right of perpetual usufruct  (26,703) - (26,703) 371 - - - (26,332)
Investment property 13,629 - 13,629 (5,320) - - - 8,309
Longterm receivables - 625 625 (625) - - - -
Financial assets (155,748) - (155,748) 39,012  (18,442) (489) - (135,667)
Inventory 322 - 322 3,594 - - - 3,916
Trade and other (89,488) 5143  (84,345) 32,054 - (L481) - (63772
receivables
Provisions for employee 13,837 - 13,837  (1,256) 236 142 - 12,959
benefits
Other provisions 63,892 - 63,892 (3,059) - 1,770 - 62,603
Tax losses carried forward 447,860 - 447,860 (214,620) - - - 233,240
Foreign exchange 25,540 - 25540  (10,379) 2,827 - - 17,988
differences
Liabilities 165,899 - 165,899 45,006 - 2,599 - 213,504
Other 11,068 - 11,068  (72,902) - - - (61,834)
Cash and cash equivalent: - 112 112 (10) - - - 102
TOTAL (129,593) 5880  (123,713) (258,383) (15,379) (2,873)  (103,639) (503,987)
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Change in Change in
CHANGE IN TEMPORARY DIFFERENCI (tj?frf];?grrwireys temporary Currency
01.01.2017 . . differences translation 31.12.2017
THE PERIOD recognised in the . . .
) recognised in differences
statement of profit equit
or loss quity

Property, plant and equipment (609,996) (39,458) - 10,514 (638,940)
Intangible assets 142,488 (102,222) - (1,027) 39,239
Right of perpetual usufruct (27,089) 386 - - (26,703)
Investment property 14,091 (462) - - 13,629
Financial assets (123,503) (27,937) (5,770) 1,462 (155,748)
Inventory 8,237 (7,917) - 2 322
Trade and other receivables (96,151) 577 - 6,086 (89,488)
Provisions for employee benefits 16,705 (3,228) 834 (474) 13,837
Other provisions 72,270 (4,719) - (3,659) 63,892
Tax lossesarried forward 733,710 (285,844) - (6) 447,860
Foreign exchange differences 24,584 17,301 (16,345) - 25,540
Liabilities 239,057 (67,387) - (5,771) 165,899
Other (8,764) 19,833 - 1) 11,068
TOTAL 385,639 (501,077) (21,281) 7,126 (129,593)

The above table does not contain any temporary differences from the deferred tax asset of the special economic zone as
according to the rules, the abowaentioned relief is tasxdeductible rather than incomeeductible.

Dividend payment tahe shareholders of the CIECH Group has no effect on deferred tax.

The CIECH Group companies who recognised deferred tax assets in respect of tax loss carried forward, on the basis of their
tax budgets, predict that sufficient taxable profits will be isadl withinperiod possible to use lossagainst which the Group

can utilise the benefits therefronb. y 2y S 2F DNR dzLJQa O2YLI yASas RSTFFSNBR GFE |

realesed up to the amount possible to use on the basis oaitsudgetIn addition, three companies reduced the value of
the recognized deferred tax asset due to the tax loss recognized for the share in the indirect subsidiary of ACIECH S

In August 2016, the headcounglated condition provided for in the Zone Permit No 126/PSSE dated 23 May 2014 for carrying

out business activities in the Pomeranian Special Economic Zone, was fulfilled. Thereby CIECH Soda Polska S.A. had fulfilled
all the conditions related to the Zone Permit and, as of 1 September 2016, started to take advantage of its exemption from
the corporate income tax on account of operations carried out in the Pomeranian Special Economic Zone. In view of the
above, in 2016 CIECHd&oPolska S.A. recognised a deferred tax asset of PLN 95,422 thousand. Following the receipt of
explanations from the European Commission, via the Office for Competition and Consumer Protection, regarding the
definition and calculation of the value of axgle investment project, the value of available State aid determined for the
Company increased by PLN 44,911 thousand in 2017. The Company cautiously analyzed the capabilities of using available
public aid by calculating the amount of the exemption in adeace with the methodology adopted in this respect and
decided to recognisBLN 10,457 thousand the financial statementfor 2017 for 2018 an additional amount of the deferred

tax asset due to operating in a special economic zone, i.e. PLN 20,93@uidoand not to recognize a deferred income tax

asset in the amount of PLN 13,515 thousafisl.at the end of 2018, after the remeasurement, the asset resulting from
operations carried outn the Special Economic Zond?isN117,763thousand.

In the lightof provisions of the General Adti@2 A R y OS wdzZ § 6aD! ! wé o | LILXAOIo6tS | a
the origination and use of factitious legal structures designed to avoid payment of taxes in Poland, the Management Board
of CIECH S.A. considd the impact of transactions which could potentially be subject to the GAAR regulations on the
deferred tax, tax value of assets and deferred tax provisions. In the opinion of the Management Board, the analysis conducted
did not demonstrate the need tadjust the reported current and deferred income tax items. However, in the opinion of the
Management Board, there is an inherent uncertainty arising from GAAR that tax authorities will interpret these provisions
differently, will change their approach tbeir interpretation or the rules themselves will change, which may affect the ability

to utilise the deferred tax assets in future periods and the possible payment of an additional tax for past periods.
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NOTES TO ASSETS REPORTED IN THE CONS®IADEVEDNT OF
FINANCIAL POSITION

5.1. PROPERTY, PLANT AND EQUIPMENT

Accounting policy
Own property, plant and equipment

Items of property, plant and equipment are measured at cost less accumulated depreciation and accum
impairment losses. The cost of &m of property, plant and equipment comprises its purchase price and all ot
costs directly attributable to the acquisition of the asset and bringing it to a working condition for its intended use
cost also includes the cost of replacing compdsesf machinery and equipment when incurred if the recognitic
criteria are met.

Property, plant and equipment used under finance lease agreements

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership of apripertyf
plant and equipment are classified as finance leases. Upon initial recognition the leased item of property, pla
equipment is measured at an amount equal to the lower of its fair value and the present value of the minimum
payments.Sa a Slj dzSy i G2 AyAGAFET NBO23yAdAz2ys (GKS aasSiQa
accumulated impairment losses.

In the case of an asset used under a finance lease, if it is not reasonably certain that the lessee wilirsteteship of
the asset by the end of the lease term, then the tangible asset is depreciated over one of the following two pe
whichever shorter:

V the lease term,

V the expected useful life of the asset.

When an agreement is classified as a finance ldage,S dzy RSNI e Ay3a aaSi Aa NBO2
property, plant and equipment and is depreciated in accordance with principles specified below. Payments
operating lease agreements are recognised as an expense over the lease term.

Subsequent costs

The cost of replacing a part of an item of property, plant and equipment are capitalised. Other costs are capitalis:
to the extent that it is probable that the future economic benefits embodied within the part will flow to the Gandp
its cost can be measured reliably. Other subsequent costs are recognised in the profit or loss statement as i
expenses.

A separate component of an item of property, plant and equipment, requiring replacement at regular interve
depreciatedover its economic useful life.

The Group increases the value of property, plant and equipment by the value of outlays for periodic major ovel
necessary for the functioning of a given item of property, plant and equipment. These expendituresaaee e a

separate item of property, plant and equipment and depreciated through the anticipated period to the next pla
overhaul. Upon capitalisation of new costs of overhauls, the-aepreciated value of previous repairs is allocated

operating exenses.

Upon the acquisition or creation of an item of property, plant and equipment, the Group separates from the ¢
value equal to the expenditures that need to be made during the next overhaul of a given item of property, plar
equipment and depeciates it through the anticipated period left until the next planned overhaul.

Depreciation

Items of property, plant and equipment, and also their significant and separate components, are depreciatec
straightline basis over their respective estineat useful lives. Land is not depreciated. The estimated useful lives
as follows:

Buildings 20-50 years
Machinery and equipment 2-20 years
Means of transport 2-20 years
Other 1-15 years
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Borrowing costs

For qualifying assets, the borrowingsts that otherwise would have been avoided if the expenditure on the qualify
asset has not been made are included in purchase price of these assets. The amount of borrowing costs el
capitalisation is defined as the appropriate portion ofriaaterest, the cost of arranging financing and respective
foreign exchange differences on foreign currency loans.

Judgements and estimates

Depreciation ratesThese are determined on the basis of the expected useful lives of property, plasgaisment
and are subject to annual verification. Any adjustments resulting from the verification are made prospectivel
change in estimate.

Impairment losses on nefinancial assets detailed principles of estimation of impairment losses are descriin
accounting policies, in note 3.4.

Buildings
offices and Machinery Other Tangible
01.01-31.12.2018 Land land and and Means of tapglble fixed assets TOTAL
water : transport fixed under
. . equipment )
engineering assets  construction
facilities
Grossvalue of property, plant and
equipment at the beginning of the 79,737 1,154,203 2,919,663 107,552 46,055 342,673 4,649,883
period
Purchase - 18,268 25,260 8,526 3,966 379,217 435,237
Reclassification - 82,706 184,243 (898) 5,260  (326,820)  (55,509)
Capitalised borrowing costs - - - - - 5,884 5,884
Exchange differences 2,427 7,273 28,758 557 345 4,366 43,726
Sales - (2,585) (1,798) (238) (6) - (4,627)
Liquidation - (2,671)  (14,395) (455) (1,679) (4,865)  (24,065)
/ KIy3asS Ay G(KS DNEd - - 323 340 34 - 697
Other - 894 (10,179) - - - (9,285)
Gross value of property, plant and 82,164 1,258,088 3,131,875 115384 53975 400,455 5,041,941
equipment at the end of the period
Accumulated depreciation at the
beginning of the period (10,977)  (480,434) (1,348,495)  (59,136) (31,608) - (1,930,650)
Annual depreciation charge - (57,348) (195,572) (7,350) (5,510) - (265,780)
Sales - 1,377 1,794 209 6 - 3,386
Liquidation - 2,322 13,999 433 1,649 - 18,403
/ KIy3aS Ay G(KS DNRd - - (228) (95) (34) - (357)
Exchange differences (340) (3,710) (15,013) (335) (274) - (19,672)
Reclassification - - (539) 539 - - -
Other - 88 13,147 - 83 - 13,318
Accumulated depreciation atthe end of 1, 512y (537 7085) (1,530,007)  (65,735) (35,688) - (2,181,352)
the period
Impairment losses athe beginning of .
the period (1,744) (787) 1) 95 (4,544) (6,981)
Recognition - (179) - - - (1,263) (1,442)
Reversal - 580 - - - - 580
Liquidation - - - - - 4,524 4,524
Exchange differences - (52) (23) 1 3 - (71)
Impawment losses at the end of the ) (1,395) (810) ) 08 (1,283) (3,390)
period
Carrying amount of property, plantand  gg 765 675025 1570,381 48415 14542 338129 2,712,252
equipment at the beginning of period
Carrying amount of property, plantand 74 947 718988 1,600,158 49,649 18385 399,172 2,857,199

equipment at the end of the period
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Buildings
offices and Machinery Oth_er _Tangible
01.01-31.12.2017 Land land and and Means of tanglble fixed assets TOTAL
water . transport fixed under
engineering equipment assets  construction
facilities
Gross value of property, plant and
equipment at the beginning of the 84,579 1,083,972 2,717,796 101,559 46,304 340,585 4,374,795
period
Purchase 318 2,018 37,778 5,321 2,740 364,413 412,588
Reclassification - 84,903 228,583 200 5,673  (367,534) (48,175)
Capitalised borrowing costs - - - - - 10,593 10,593
Exchange differences (5,160) (15,740) (61,221) (1,315) (730) (4,696) (88,862)
Sales - (295) (382) (167) (32) (616) (1,492)
Liquidation - (659) (4,899) (143) (7,902) 77) (13,680)
Other - 4 2,008 2,097 2 5 4,116

Gross value of property, plant and

equipment at the end of the period 79,737 1,154,203 2,919,663 107,552 46,055

342,673 4,649,883

Accumulated depreciation at the

beginning of the period (10,855)  (438,511) (1,207,530)  (53,934) (34,372) - (1,745,202)
Annual depreciatiorcharge (756) (50,062) (175,100) (7,024) (5,169) - (238,111)
Sales - 295 382 154 32 - 863
Liquidation - 374 4,400 141 7,899 - 12,814
Exchange differences 634 7,470 29,812 820 611 - 39,347
Reclassification - - 615 (6) (609) - -
Other - - (2,074) 713 - - (361)
:ﬁgﬁ?wwmmmmm%mm (10,977)  (480,434) (1,348,495)  (59,136) (31,608) - (1,930,650)
Impairment losses at the beginning of

thfpenod ginning - (978) (411) - - (4544)  (5,933)
Recognition - (1,798) (2,151) 3) (13) - (2,965)
Reversal - 921 581 2 111 - 1,615
Liquidation - - 154 - - - 154
Exchange differences - 111 40 - 3) - 148
Impairment losses at the end of the ) (1,744) (787) 1) 05 (4,544 (6,981)

period

Carrying amount of property, plant and

. L ) 73,724 644,483 1,509,855 47,625 11,932
equipment at the beginning of period

336,041 2,623,660

Carryingamount of property, plant and

equipment at the end of the period 68,760 672,025 1,570,381 48,415 14,542

338,129 2,712,252

In 2018, the capitalisation rate applied to determine the amount of borrowing costs to be capitalised was approx. 4%, whereas

in 2017 it amounted to approx. 8%.

In 2018 and 2017, there were no significant impairment allowances of property, plant andrezniip

Depreciation of property, plant and equipment was charged to the following line items in th
statement:

e consolidated profit

PROPERTY, PLANT AND EQUIPMENT DEPRECIATION CHARGES 01.01-31.12.2018 01.01-31.12.2017
Cost of sales (257,344) (230,656)
General and administrative expenses (8,315) (7,322)
Other operating expenses (121) (133)
TOTAL (265,780) (238,111)
RECOGNIZED N@WRRENT ASSETS (OWNERSHIP STRUCTURE) 31.12.2018 31.12.2017
Owned 2,812,902 2,669,789
Finance lease agrements 44,297 42,463
TOTAL 2,857,199 2,712,252
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In the reporting period the CIECH Group received compensation from third parties for impaired tangible fixed assets in the

amount of PLN 1,421 thousand (PLN 1,830 thousand inaheparable period).

As at 31 December 2018, all tangible assets at CIECH S.A. were pledged as collateral for financiadliakiditiesn loan,

RCHoan and overdrafts

Future commitments arising from agreements concerning acquisition of propermyt pind equipment amounted to

PLN 76,173 thousand in 2018 (in the comparable period: PLN 79,908 thousand).

OFFBALANCE SHEET PROPERTY, PLANT AND EQUIPMENT 31.12.2018 31.12.2017

Used under lease, tenancy and other agreements including: 127,357 133,612
Land in perpetual usufruct 51,049 51,135
Operating lease agreement 4,678 6,372
Renting agreement - 899
Tenancy agreement 71,630 75,206

CIECH S.A. is a lessee of office space. The largest item (approx. 2 thouwaisl the office in Warsaw at
23l ftylr {GNBSGY gKSNB GKS /2YLIyeoa NBIAAGSNBR BITher OS
company does not have a valuation report concerning the lease real property and is of the opinion tasttbépreparing

such report would be higher than its informative value. The value of payments incurred in relation to the leased asset and
the total amount of future minimum lease payments are disclosed in note 7.5 to these statements. Another mizt@rial i

comprises leases of locomotives and carriages at CIECH Cargo Sp. z o.0.

5.2. RIGHT OF PERPETUAL USUFRUCT OF LAND

Accounting policy

Purchased rights of perpetual usufruct of land are recognised as separate items in the statement of financial pt
Perpetual usufruct rights obtained based on an administrative decision are recordbdlaffce sheet (recognised a:
operating lease). Rights of perpetual usufruct of land are depreciated on a stliaigltasis over the lease term.

The carrying amourtf the right of perpetual usufruct purchased by the CIECH Group is presented in the table below.

RIGHT OF PERPETUAL USUFRUCT OF LAND 01.01-31.12.2018 01.01-31.12.2017

Gross value at the beginning of the period 39,250 38,977
Purchase - 273
Gross value at the end of the period 39,250 39,250
Amortisation at the beginning of the period (9,181) (8,758)
Amortisation for the period (423) (423)
Amortisation at the end of the period (9,604) (9,181)
Impairment losses at the beginning dfie period - -
Impairment losses at the end of the period > -
Net value as at the beginning of the period 30,069 30,219
Net value as at the end of the period 29,646 30,069
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5.3. INTANGIBLE ASSETS

Accounting policy
Goodwill

Goodwillarises on a combination of two separate entities or businesses into one reporting entity. It specifically r
to the acquisitions of subsidiaries, associates, or jointly controlled entities. All business combinations of unr
entities are recognisgusing the acquisition method.

The Group initially measures goodwill as the difference between the total value:
V the acquisitiordate fair value of the consideration transferred,

V the amount of any nostontrolling interest in the acquiree measured eitherfair value or at their proportionate
share in the fair value of the acquiree's net assets, and

V in a business combination achieved in stages the acquigiionii S ¥+ A NJ @ f dz§8 2F GKS
interest in the acquire

and the net recogised amounts (fair value) of the identifiable assets acquired and liabilities assumed measured
acquisition date.

Occasionally, a bargain purchase may occur, i.e. a business combination in which the net recognised amoun
identifiable assetsacquired and liabilities assumed measured at the acquisition date exceed the aggregate ¢
acquisitiondate fair value of the consideration transferred, the amount of any-oontrolling interest measured at fair
value or at their proportionate share the acquiree's net assets, and in a business combination achieved in stage
acquisitionRl ©1S Tl ANJ @I £ dzS§ 2F GKS I Olj dzA NENR& LINBJA2dzaf &
a bargain purchase, the acquirer reassesses whetheas correctly identified and measured the amounts of ass:
acquired and liabilities assumed, noontrolling interest, consideration transferred, and in a business combinat
FOKAS@PSR Ay aGl3aSaz GKS | Ol dzi atiuid The lpINIB8 bf 2hedzdssessiieditis
ensure that the measurements appropriately reflect consideration of all available information as of the acquisition
Any remaining gain from a bargain purchase after completing the reassessment isisedoignprofit or loss at the
acquisition date (as other operating income).

At the date of an acquisition, any goodwill acquired in a business combination is allocated to tigeoashting units
that are expected to benefit from the synergies of the canaltion. Each caspenerating unit or a group of units to
which the goodwill was allocated:

V is the lowest level within the Group at which goodwill is monitored for internal management purposes,
V s not larger than an operating segment as defined in IRBAIS NI G Ay 3 { SIAYSyias o

Goodwill represents an asset with indefinite useful life and as such is subject to annual impairment tests. Goo
tested at a minimum at the operating segment level.

Goodwill related to investments in associates is reflectdl KS A NJ OF NNE Ay 3 | Y2dzyia Ay
statements. Consequently, any investments in associates and the related goodwill are analysed for impairme
combined basis.

Other intangible assets

Other intangible assets that are acqudrdy the Group are measured at cost less accumulated amortisation
accumulated impairment losses. Any expenditure on internally generated goodwill and brands, is recognised
profit or loss as incurred.

The costs of registering a substance in RIBACH system, such as participation in research, consulting services
to a specific registration, costs of preparing the registration documents and Chemical Safety Reports, registrati
and authorisation, are capitalised as intangible assets.

Sibsequent costs

Subsequent expenditure on existing intangible assets is capitalised only when it increases the future economic |
embodied in the specific asset to which it relates. All other subsequent expenditure is expensed as incurred.

44


https://cloud.ciechgroup.com/public.php?service=files&t=39e8ba07d98f111f493f8634e5927cd1

AN /hb{h[L5!1¢95 CLb!b/L![ {¢!1¢9a9b¢{ hC

Amortisation

Intangible assets are amortised on a straitihe basis over their estimated useful lives. The estimated useful live
intangible assets are as follows:

Development costs 2-5 years
Patents and licences 2¢10 years
Other 2-12 years

Amortisation periods and residual values are reviewed at each reporting date with any resulting adjustments ma
adjustments resulting from the verification are made prospectively as a change in estimate.

Amortisation of intangible assets related toet costs incurred in respect of registration in the REACH system begins
month following the month of proper registration of a given substance. The amortisation period is 12 year
amortisation charged to cost of sales.

Costs of completed development activities

Research activities represent an innovative and scheduled search for solutions, undertaken with the prospect of
new scientific or technical knowledge. Development activities are understood as a prapptiahion of discoveries o
achievements of other knowledge in planning and designing the production of new or considerably improved mg
devices, products, technological processes, systems or services, taking place prior to starting mass padogtioto
their application.

All expenditure on research activities is recognised in profit or loss as incurred. Whenever a clear distinction k
research and development activities cannot be made, the Group treats the related expenditure asitheeghincurred
in the research phase only.

Development expenditure is capitalised as part of intangible assets only if the Group is able to prove:

V that the product or process is technically and commercially feasible (assessed from a technical pejspective
V its intent to complete development and to use or sell the asset,

V the ability to use or sell the asset,
\Y

the manner in which the asset will bring future economic benefits (inter alia, the entity should prove the existe
a market for new products créad by the asset or a market for the asset itselfcaf the asset is to be used by th
Groupg the usefulness of the intangible asset to the Group),

V the availability of appropriate technical, financial and other resources required to complete develbpeterities
and then use or sell the asset, and,

V its ability to reliably measure development costs attributable to the asset.

Internally generated trademarks, magazine titles, editorial titles, customer lists and other items of similar nature ¢
recognised in the financial statements.

The amortisation periods of capitalised development costs should reflect their estimated useful lives.

Judgements and estimates

Amortisation ratesAmortisation ratesare determined on the basis of the expected usdftés of intangible assets, an
are subject to annual verification. Any adjustments resulting from the verification are made prospectively as a ch
estimate.

Impairment losses on nefinancial assets detailed principles of estimation of impairmeiisses are described i
accounting policies, in note 3.4.

45

[}

9

I L9/


https://cloud.ciechgroup.com/public.php?service=files&t=39e8ba07d98f111f493f8634e5927cd1

AN / hb{h[L51¢95

CLb! b/ L!

{¢1¢9a9b¢{ hC ¢109

Development

Licences,patents,

Intangible Other

01.01-31.12.2018 Goodwill permits, etc. assets under intangible = TOTAL
costs obtained development assets
nggisnsn‘i’:‘éugf ?;é”;ae?%g'e assets atthe 10,668 463,789 98,770 71,467 108,183 761,877
Purchase - - 1,919 2,453 534 4,906
Investment outlays - - - 127,905 - 127,905
Reclassifications 1,065 - 3,928 (61,383) 50,271 (6,119)
Exchange differences - 13,337 (22) 20 2,899 16,234
Liquidation - - (736) - (254) (990)
Cancellation of C{emission rights - - - - (35,638) (35,638)
/ KFy3asS Ay GKS DNed - 77,970 128,145 - 1,747 207,862
Other - - - 548 - 548
Gross value of intangible assets at the 20,733 555,096 232,004 141,010 127,742 1,076,585
end of the period
Accumulated amortisation at the
beginning of the period (14,942) - (87,451) - (43,935) (146,328)
Annual amortisation charge (1,419) - (7,207) - (2,661)  (11,287)
Exchange differences - - (98) - (2,277) (1,375)
/ KIy3asS Ay G(G(KS DNed - - (120) - - (120)
Liquidation - - 729 - 170 899
Other 349 - (349) - - -
Accumulated amortisation at the end of
the periad (16,012) - (94,496) - (47,703) (158,211)
Impairment losses at the beginning of - (402,416) (3,253) ) (40,122) (445791)
the period
Recognition - - - (1,216) - (1,216)
Exchange differences - (11,967) - - (1,242)  (13,209)
'p"e‘ﬂ("’)“éme”t losses at the end of the - (414,383) (3,253) (1,216)  (41,364) (460,216)
Net value of intangible assets at the 4726 61,373 8,066 71,467 24,126 169,758
beginning of theperiod
Net value of intangible assets at the enc 4721 140,713 134,255 139,794 38,675 458,158
of the period
Development _ Licencgs,patents, Intangible _ Othgr
01.01-31.12.2017 Goodwill permits, etc. assets under intangible = TOTAL
costs obtained development  assets
bGégisnsn‘i’rf‘é“gf i’:]é”;aerr‘%g'e assets atthe 17,541 492,065 95,605 26,570 114410 746,191
Purchase - - 936 950 14 1,900
Investmentoutlays - - - 77,236 - 77,236
Reclassifications 2,127 - 2,394 (32,789) 27,318 (950)
Exchange differences - (28,276) (179) - (5,405)  (33,860)
Sales - - - - (6) (6)
Liquidation - - - - (306) (306)
Cancellation of C&emission rights - - - - (31,160) (31,160)
Other - - 14 (500) 3,318 2,832
Gross value of intangible assets at the
end of the period 19,668 463,789 98,770 71,467 108,183 761,877
Accumulated amortisatiorat the
beginning of the period (13,653) - (85,316) - (44,026) (142,995)
Annual amortisation charge (1,289) - (2,278) - (2,287) (5,854)
Exchange differences - - 146 - 2,373 2,519
Sales - - - - 5 5
Other - - 3) - - ?3)
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Development Licences,patents, Intangible Other

01.01-31.12.2017 P Goodwill permits, etc. assets under intangible = TOTAL
costs ;
obtained development assets

Accuml_JIated amortisation at the end of (14,942) ) (87,451) ) (43,935) (146,328)
the period
Ln;ﬁ(a)u(;’ment losses at the beginning of th - (427,885) (3,365) ) (42,557) (473,807)
Reversal - - 112 - - 112
Exchange differences - 25,469 - - 2,435 27,904
Imp_alrment losses at the end of the - (402,416) (3,253) ) (40,122) (445,791)
period
Net value of intangible assets at the 3,888 64,180 6,924 26,570 27,827 129,389
beginning of the period
Net value of intangible assets at the end 4726 61,373 8,066 71,467 24126 169,758

of the period

I AAIYAFAOIYG AyONBFasS Ay OFLAGHS

implementation of the SAP system in the CIECH Group.

¢

Following the acquisition of Proplan Plant Protection Company, S.L. ROJiythere was a significant increase in intangible

assets due to the fair value measurement of assets acquired, including primarily registrations of crop protection
chemicalsProplan holds a portfolio of more than 120 product registrations and signtfiotellectual property assetshe
total increase in intangible assets on this account is PLN 128,729 thousand. Moreover, this transaction resulted in the

recognition of a goodwill, as described in Section 5.4 hereof.

An important component is also théient database in the SDC Group in the amount of PLN 4,932 thousand (recogrised up
acquisition of the companyThe valuation was executed in relation to the most significant clients of the productiolfeaiH
Soda Deutschland GmbH & Co,lé@ember oftte SDC Groupidentified on the basis of an analysis of data for 22087,

who have a stable and lorigrm relationship with the company and will remain clients @ECH Soda Deutschland
GmbH & Co.K@lso in the future. These are the relationships with the clients who are, to a large extent, dependent on
CIECH Soda Deutschland GmbH & CasKi@eir main or secondary supplier of raw materials.

Other intangible assets of the CIECH Group include mdirdystems, licences and patents, other software, development
works and other intangible assets. All intangible assets belong to the CIECH Group.

Amortisation of intangible assets was included in the following line items of the consolidated statemenfitodipiass:

AMORTISATION CHARGES ON INTANGIBLE ASSETS

01.01-31.12.2018

01.01-31.12.2017

Cost of sales (2,027) (2,285)
Selling costs (7,633 (2,166)
General and administrative expenses (1,627) (1,403)
TOTAL (11,287) (5,854)

As at 31December 2018, all intangible assets at CIECH S.A. were pledged as a collateral for financialdisbidiésrm

loan, RCHoan and overdrafts.

In the current period changes in accounting estimates did not have a material impact and it is not expattéey will
have a material impact in future periods.

As at 31 December 2018, future commitments arising from agreements concerning acquisition of intangible assets amounted

to PLN 20thousand (in the comparable period: PLN 1,359 thousand).

Apart from goodwill, the CIECH Group does not have other intangible assets with an indefinite useful life. Additional

information about the goodwill is presented in note 5.4.

Development works

Development works carried out by the CIECH Group are aimedraasing economic potential; and are related mainly to

the modernisation of technological processes, reduction of manufacturing costs and optimisation of technical and
technological parameters. The Group continues the development of the R&D area torstigpdevelopment of products

being a response to growing needs of the market.
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Internally generated intangible assets 01.01-31.12.2018 01.01-31.12.2017

Gross value as at the beginning of the period 59,882 36,415
Expenditure incurred 46,265 23467
Gross value as at the end of the period 106,147 59,882
Accumulated amortisatioq as at the beginning of the period 13,011 11,790
Amortisation for the period 1,448 1,221
Accumulated amortisation as at the end of the period 14,459 13011
Net value as athe end of the period 91,688 46,871

5.4, GOODWILL IMPAIRMENT TESTING

In preparing the consolidated financial statements of the CIECH Group, the goodwill recognised in the consolidated financial
statements in relation to a subsidiary CIECH Sarzyna S.A. and German SDC Group, as well as to the Spanish company Proplan
Plant Preection Company S.L. acquired in July 2018, was tested for impairment. The recoverable amount was calculated
oFasSR 2y (GKS @ltdzS Ay dzaSod ¢KS @I f dzS -ykaypladsil§2088| na impeirrbedtdzt | G SR
of goodwill was idetified for any of the above entities.

Moreover, following the acquisition of 52.83% of shares in Smart Fluid Sp. z 0.0. by CIECH R&D Sp. z 0.0. in October 2018,

a goodwill of PLN 2,953 thousand was recognised (this goodwill was not tested for impaéueetd the short period

between the acquisition of majority interests in the conmgaand the balance sheet date).

The following assumptions were applied in the impairment tests:

1 the weighted average cost of capital for CIECH Sarzyna S.A. was;férléash flows in PLN, 7.58or cash flows in
EUR and 9.8%for cash flows in USD;

1 the weighted average cost of capital for the SDC Group for cash flows in EUR was 6.6%;

1 the weighted average cost of capital for Proplan Plant Protection Company, S.Lhffloeasin EUR was 7.7%r cash
flows in USD was 9.9%;

1  the assumed growth rate for the residual period was 2.0% for all companies.

According to the estimates of the Management Boéwd CIECH Sarzyna S@0QC Group and’roplan Plant Protection

Company S.Lan increase in the weighted average cost of capital of 1 p.p. for each currency without changing other factors

would not lead to any change in the carrying amount of goodwill

Goodwill is the most valuable componeritintangible fixed assets and is presented at the level of the CIECH Group and on

the lower tier group levet the SDC Group. Goodwill presented in consolidated financial statements was recognised as a

result accounting for business combinations in 2008 2807 and acquisition of companies in 2018. Goodwill presented in

the consolidated financial statements as at 31 December 2018 amounted to PLN 140,713 thousand (soda cé&diNent

47,696 thousand, silicates and glass segmer®LN 39 thousand, organic segnt ¢ PLN 90,025, other segmermt

PLN 2,953 thousand).

As compared to 2017, goodwill increased by PLN 79,340 thousand as a result of:

1 acquisition of Proplan Plant Protection Company, Shly. PLN 74,955 thousand. The goodwill on acquisition of Proplan
was allocated to the following CGUs: Proplan Plant Protection Company, S.L. and CIECH Sarzyna S.A. The amounts
allocated were as follow®LN 57,620 thousand and PLN 17,335 thousand.

1 acquisition of smart Fluid Sp. z ocdby PLN 2,953 thousand,

1 change inthe EUR exchange rate used to translate the goodwill recognised in the statements of the lower tier group,
the SDC Group, in 20%&y PLN 1,432 thousand.
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5.5. INVESTMENT PROPERTIES

Accounting policy

Investment property is held to earn rentals or for capitapegziation (or both). Investment property is remeasured at f
value. At initial recognition, investment property is accounted for in accordance with policies applicable for propetty
and equipment i.e. purchase price or cost. In subsequent rempggriods change in fair value of investment property
recognised in profit or loss in the period when change occurred and is presented in other operating expenses. Inv
properties held under operating lease may be classified and accounted fawvestrnent property if they meet the
definition of investment property and the Group elects to do so.

Judgements and estimates

Investment property valuationThe CIECH Group presents investment property at fair value, recognising the fair
valuation inthe statement of profit or loss. Investment property valuation is performed using:
V comparative method based on observable market data, including the price of comparable investment properti

adjusted with the specific factors such as the capabilitthefproperty, its location and condition, or
V income method (based on a discounted cash flow model) in the absence of comparable market data.

INVESTMENT PROPERTIES 01.01-31.12.2018 01.01-31.12.2017

Valueat the beginning of period 44,268 31,384

Sales (5,471) -

Goodwill valuation (1,040) 11,515

Other 9 1,369

Value at the end of the period 37,766 44,268
¢CKS AGSY aLy@SadyYSyid LINBPBLISNIe&é¢ LINBSaSydiSR o6& GKS /L9/1 DN

acquiredonly in order to achieve economic benefits from rents or for the increase of their value. The fair value of an

investment property is determined with comparative and income method by an independent appraiser.

As at 31 December 2018, the CIECH Group helébifowing investment property:

T / L9/ 1 bASNUZXKR YI2d Odm { S@SYOGSNI nnamy s
AyOf dzZRSR NBFf LINRPLISNIe t20FGiSR Ay . @R
liquidation bankruptcy.

1 CIECH Soda Polska &.Buildings acquired by CIECH Soda Polska S.A. as a result of a merger with Soda Med. Sp. z 0.0.
These are buildings leased for medical outpatient, clinics, nursing and treatment rooms as well asfpivéxé 2 N & | y R
RSyiAradQa O2yadzZ GAy3 NR2YaAOD

1 CIECH Sarzyna S¢A35 buildings and structures located on the premises of CIECH Sarzyna S.A. In the past, they were
used by the company for its own needs, currently they are leased to generate rental income.

1 CIEE Trading S.Ac the company recognises land located in Bydgoszcz as investment property (acquired from
LYFNF adNHzl GdzNI  YI LidzZl OAall {d! & Ay fAldARFGAZ2Y oF y 1 NbzLJi e 0

01.01-31.12.2018 01.01-31.12.2017

KS Ay@Sady
3 o)

a Sy i LINR LISN
To ¢K&

NB £ LJ

Income from investment property rental 1,648 2,139
Operating costs related to investment property

generating rental income in the given period faSE 2,334
Operating costs related to investment property 1040 )

not generating rental income in the given period
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5.6. LONGIERM RECEIVABLES

Accountingpolicy

Contract assets resulting from transactions that are within the scope of IFR®dé&ivables in relation to caverns.

In the case when an entity (contractor) incurs costs due to future activity related with the execution of a contrac
costsare recognised as an asset provided it is probable that they will be recovered. Such costs represent an am

from the customer and are often classified as contract work in progress.

For these categories of assets, the Group chose a simplified apptoastimating impairment due to expected crec
losses, whereby lifetime expected credit losses are always estimated from the moment of initial recognition of exp

whether or not an evidence of a significant increase in credit risk exists.

LONGTERM RECEIVABLES 31.12.2018 31.12.2017
Receivables in relation to caverns 64,517 81,552
Other 86 126
Net nonrcurrent receivables 64,603 81,678
Write-down on receivables (1,441) -
Gross norcurrent receivables 66,044 81,678
CHANGE IN IMPAIRMENT ALLOWANCES ONTERMRECEIVABLES 31.12.2018 31.12.2017
Opening balance -

Changes in accounting policies (2,531) -
Opening balance after adjustments (1,531) -
Reversed 137 -
Exchange differences 47)

Closingbalance (1,441) -

As at 31 December 2017, in accordance withd®Shere were no grounds for recognising impairment losses ontienmy

receivables. As at 1 January 2048&;ording to IFRS 8 default rate was determined for these receivables on the basis of the
02 dzy (G SNLI NI & Q& -teNd récdiwilie paypidnt séh&dfle. f 2 y 3

5.7. LONGTERM FINANCIAL ASSETS

Accounting policy

Accounting policy concerning financial instruments is presentexbie 8.1.

LONGTERM FINANCIAL ASSETS 31.12.2018 31.12.2017

Shares 12,819 10,618
Derivatives 11,859 35,086
Embedded derivatives 4,007 8,576
Other 89 152
TOTAL 28,774 54,432

¢

In 2018 and in the comparable period, there waschange in impairment writelowns on longerm financial assets. These

write-downs amounted to PLN 1,343 thousand.
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5.8. SHARES IN JOINT VENTURES / INVESTMENTS IN ASSOCIATES

Accounting policy

Associates are those entities in which the Group has significtménce, but not control, over the financial and operatin
policies. Joint venture is a contractual arrangement whereby two or more parties undertake an economic activity <
to joint control and have rights to the net assets of the arrangement.

The consolidated financial statements include the Group's share of the income and expenses of equity acc
associates and joint ventures from the date that significant influence or joint control commences until the date
significant influence or jat control ceases. The Group also measures impairment of the share in the net asst
Faa20AFGSa yR 22Ayi @SyGdza2NBa yR ONBIFGSa | LILINE LINR
amount of its interest in an associate or a fouenture, such carrying amount is reduced to nil and the recognition
further losses is discontinued if the Group is not obliged to cover them.

The CIECH Group holds a 50% share in Kaverngesellschaft Stassfurt mbH. It iscarjuiitlsd companyneasured under

the equity method at the lowetier group levek the SDC Group (50% direct share in Kaverngesellschaft Stassfurt mbH). This
company is not listed on the stock market so the fair value of this investment is not available. Balance shead deysrting
periods of Kaverngesellschaft Stassfurt mbH are the same as those adopted by the Group.

The following table presents the carrying amounts of investments in eqaitpunted associates and jointpntrolled
entities:

INVESTMENTS RESOCIATES AND JOINTJOXTROLLED ENTITIES 31.12.2018 31.12.2017
Investments in associates and jointgntrolled entities 5,556 5,095
Share in net profit of associated entities measured under the equity method 516 225

The table below presents condensed information related to the investment in Kaverngesellschaft Stassfurt mbH:

Kaverngesellschaft Stassfurt mbH 31.12.2018 31.12.2017

Share in the equity 50.0% 50.0%
Non-current assets 512 229
Current assets 5,598 5,226
Equity 4,270 3,312
Shortterm liabilities 1,840 2,143
Sales revenues 6,853 10,429
Profit before tax 1,600 675
Income tax (572) (212)
Net profit/loss 1,028 463

5.9. INVENTORIES

Accounting policy

Raw materials and goods are measured at cost bsiegourchase price increased by other costs incurred in bringing
asset to its present location and condition or place on the market but not higher than the selling price possible to a«

Finished goods and work in progress are measured at costdingl direct manufacturing costs and reasonable portic
of costs indirectly connected with the manufacturing process, but not higher than the selling price possible to ac
The cost of inventory is based on the finstfirst-out principle (FIFO).

Judgements and estimates

The CIECH Group companies recognise inventory impairment allowances for damaged and slow moving in
Inventory impairment allowances are also recognised for inventory with a carrying amount that exceeds the rea
netselling price. Reversal occurs as a result of the use or sales of inventory in the course of business activities wh
is the result of inventory being scrapped.
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INVENTORY 31.12.2018 31.12.2017
Materials 231,381 166,268
Semifinishedproducts and work in progress 48,672 23,339
Finished products 109,514 110,108
Goods 48,951 64,802
TOTAL 438,518 364,517

CHANGE OF INVENTORY IMPAIRMENT MURNVRIS

01.01-31.12.2018

01.01-31.12.2017

Opening balance (37,987) (38,218)
Recognized (10,136) (7,542)
Reversed / released 7,794 6,922
Used - 198
Exchange differences (202) 653
/ KFy3aS Ay GKS DNRdzZLIQa &G NHzOG dzNB (194) -
Other 30 -
Closing balance (40,695) (37,987)

As at 31 December 2018ll inventories at CIECH S.A. were pledged as a collateral for financial liathil@ies term loan,

RCHoan and overdrafts.

5.10. SHORTERM RECEIVABLES

Accounting policy

After initial recognition, current trade and other receivables are measured at thertgsad cost using the effective
interest method less any impairment losses.

Receivables denominated in foreign currencies are recognised at the average NBP exchange rate effective on the
day immediately preceding the date of the transactionjess a different exchange rate was indicated in the custo
declaration or another binding document.

At the reporting date, receivables denominated in foreign currencies are translated at the average exchang
established for that date by the NBP eptfor prepayments made for deliveries, which are translated using sell exche
rate of the bank effective on the payment date.

Factoring

The Group companies use ndHB O2 dz2NES FIF OG2NAy 3 aSNWAOSad ¢KS FI O
account in the full amount of invoices accepted for financing. The financing of receivables transferred is provi
various timeframes, therefore, as at the balance sheet date, there may be receivables which have not been finan
and are reported a factoring receivables. Advance payments received are posted as factoring liabilities. In the stat
of financial position, factoring receivables and liabilities are recognised on a net basis up to approx. 90% of the \
advance payments receivdtbm the factor (the approx. 90% limit results from the level of the receivables insurar
The remaining 10% of receivables value is reported as factoring receivables, and 10% of the value of advance
received is reported as factoring liabilities

Judgements and estimates

Impairment allowances are recognised on interest receivable on late payments of receivables, in the full amc
interest accrued. These allowances are recognised upon accrual, as at the due date or balance sheet diedieicted
from finance income from interest accrued.

The Group estimates allowances always at the amount oflerng expected credit losses, regardless of whether the
is an evidence of a material increase in credit risk.

At each balance sheet date, tltity estimates allowances for all receivables regardless of their repayment status
Group estimates impairment allowances primarily on the basis of portfolio PD ratios estimated on the basis of his
observations for debt portfolios with similaharacteristics. If it is not possible to estimate portfolio ratios, the Gro
permits the use of individual parameters (benchmark or expert parameters). Pursuant to Article 163 of tha €RF
ratio may not be lower than 0.03%.

1 Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on prudential requiremeittsitutiods and investment

firms
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In addition, regardlessf the foregoing, the Group recognises impairment allowances in respect of receivables:

1. from debtors in liquidation or bankruptcy, up to the amount not guaranteed or secured in another manne
reported to a receiver or judgeommissioner during bankrtigy proceedings;

2.  from debtors where a bankruptcy petition has been dismissed, if the debtor's assets are not sufficient to cov
cost of bankruptcy proceedingsin full;

3.  contested by debtors (disputed receivables) and where payments due are deladged 8k G K SNJ (i K S
standing makes the collection no longer probablep to the amount of receivables not guaranteed or secured
another manner;

4.  receivables claimed in court.

Moreover, allowances in the full amount of receivables are ressghin relation to receivables that are more than 1¢&
days past their maturity as at the balance sheet date.

The amount established as a result of the abovementioned allowances may be decreased if the Management Bo
possession of reliable documeniadicating that the receivables were secured and their payment is highly probable

Impairment allowances on receivables are charged to other operating expenses. Allowances are also recogn
amounts that increase the value of receivables, includtitg payment interest, for which impairment allowances wei
previously recognised.

Trade receivables held in accordance with the business model the objective of which is to hold financial assets tc

their contractual cash flows, are classified iaafficial assets measured at fair value through profit or loss and, therefi
they are not subject to provisions concerning the impairment of financial assets.

TRADE AND OTHER RECEIVABLES 31.12.2018 31.12.2017

Trade receivables, including: 377,073 339,092
- up to 12 months 376,326 337,668
- over 12 months 22 -
- prepayments for inventory 725 1,424
Prepayments for nomcurrent assets 3,834 3,522
Public and legal receivables (excluding income tax) 120,381 91,169
Receivablefrom sales of energy 5,306 9,343
Insurance receivables 684 798
Purchase costs 772 569
External services 1,421 1,099
Factoring receivables 59,045 47,256
Other receivables 26,647 16,976
NET TRADE AND OTHER RECEIVABLES 595,163 509,824
Impairment allowances with respect to trade receivables including (38,357) (28,919)
- impairment allowance recognized in the current reporting period (6,537) 1,712)
Impairment allowances with respect to other current receivabilesluding (20,634) (15,694)
- impairment allowance recognized in the current reporting period (4,530) (15)
GROSS TRADE AND OTHER RECEIVABLES 654,154 554,437

As at the balance sheet date, continuing involvement is reported. It is calculatachesduct of the financing received,
interest and the maximum period of delay in payments. As at 31 December 2018,the asset from continuing involvement
amounted to PLN 2,103 thousand (presented under other receivables). The value of receivables tatstbedactor and
derecognised from trade receivables in the statement of financial position was PLN 291,779 thousand as at 31 December
2018 (as at 31 December 2017: PLN 340,535 thousand). Fair value of trade receivables and other receivables ffiees not di

significantly from their carrying value.

Changes in gross value of trade receivables in the current reporting period are presented in the table below:

Trade receivables gross as at 01.01.2018 366,587
Created 3,493,880
Paid (3,468,387)
/ KIy3aS Ay DNRdzZLIQ& O2YLRaAlAzy 22,604
Trade receivables gross as at 31.12.2018 414,685
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CHANGE IN IMPAIRMENT ALLOWANCES ON-SHRRTRECEIVABLES

01.01-31.12.2018

01.01-31.12.2017

Opening balance (44,613) (57,938)
Changes in accountimplicies (5,143)

Opening balance after adjustments (49,756) (57,938)
Recognized (11,067) 1,727)
Reversed 3,327 11,503
Used 637 1,084
Exchange differences (922) 2,629
/ KIy3aS Ay GKS DNPRdzLIQa & NHzOG dzZNB (1,054) -
Other (156) (164)
Closing balance (58,991) (44,613)

¢

The principles for recognising impairment allowances for sherh receivables are described above, in the
a! 002dzy G Ay 3 Temné dof EadsactichSn@hiralateyf @ntities have been presented in note 9.3.

Commercial contracts concluded by the CIECH Group include various terms of payment of trade receivables depending on

the type of transaction, market characteristics and tradeditans. The most common payment terms are: 14, 30, 60 and

90 days.

As at 31 December 2018, all recewivables (long and gbort) at CIECH S.A. were pledged as a collateral for financial

liabilities due to term loan, ®Hoan and overdrafts.

5.11. SHORTERM NANCIAL ASSETS

Accounting policy

Accounting policy concerning financial instruments is presented in note 8.1.

SHORITERM FINANCIAL ASSETS 31.12.2018 31.12.2017

Derivatives 16,060 24,751
Embedded derivatives 11,972 7,141
Loans granted 1,800 26,087
Total (net) shortterm financial assets 29,832 57,979
Impairment of shorterm financial assets (27,953) (24,532)
Total (gross) shorterm financial assets 57,785 82,511

CHANGE IN IMPAIRMENT ALLOWANCES ON-SHRRTFINANCIASSETS

01.01-31.12.2018

01.01-31.12.2017

Opening balance (24,532) (24,601)
Recognized (3,421) (841)
Reversed - 910
Closing balance (27,953) (24,532)

5.12. CASH AND CASH EQUIVALENTS

Accounting policy

Cash and cash equivalents include cashaind and bank deposits repayable on demand. Current investments that
not subject to significant changes in value and that may be easily exchanged for a determinable amount of cash ¢
form an integral part of the Group cash management are recegres cash and cash equivalents for the purposes of

statement of cash flows.

At the reporting date, any foreign currencies in bank accounts and on hand are measured at the average exchar

for a given currency, quoted by the President of the NBP.

For cash and cash equivalents for which no evidence of impairment due to credit risk has been identified, imp
allowances are estimated using individual parameters determined on the basis of benchmarks (using information

ratings), scaled dowto the horizon for estimating expected credit losses.
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For cash and cash equivalents for which there is evidence of impairment due to credit risk, the Group analyses re:

using probabilityweighted scenarios.

CASH AND CASH EQUIVALENTS 31.12.2018 31.12.2017

Bank accounts 171,924 321,326
Shortterm deposits 10,758 168,396
Cash in hand 65 32
Other cash 9,534 -
Impairment of cash and cash equivalents (142) -
Cash and cash equivalents 192,139 489,754
CHANGE IMPAIRMENT CASH AND CASH EQUIVALENTS 31.12.2018 31.12.2017

Opening balance - -
Changes in accounting policies (571) -
Opening balance after adjustments (571) -
Recognized (92) -
Reversed 521 -
Closing balance (142) -

¢

9

I L9/

The valueof restricted cash

As at 31 December 2018, all cash and cash equivalen8olish companies (CIECH &WCH Soda Polska S.A.,

CIECH Sarzyna S.A.), German companies (CIECH Soda Deutschland GmbH & Co. KG, CIECH Energy Deutschland GmbH), and
Romanian company CIECH Soda Romania S.A., who are guarantors of the term loan, were pledged as a collateral for financial
liabilitiesdue to term loan, RHoan and overdrafts

As at 31 December 2018, the balance of cash restricted due to a deposit placed for imarsamincluded with
the PGE Brokerage House (futures contracts for the purchase gpt@flicates) amounted to PLN 11,551 thousand
(EUR 2,686 thousand) (as at 31 December 2017: PLN 7,503 thousand (EUR 1,799 thousand)).

The effective interest rates ghort-term bank deposits are similar to the nominal interest rates, and fair value of-tvont
bank deposits is not significantly different from carrying value. Interest rates are based on WIBOR, EURIBOR and LIBOR.

5.13. DISCONTINUED OPERATIONSCNERENT 35TS AND LIABILITIES CONNECTED WATH NON
CURRENT ASSETS CLASSIFIED AS HELD FOR SALE

In the reporting periods presented, there were no discontinued operations at the CIECH Group.

Assets and liabilities classified as held for sale

Accounting policy

Noncurrent assets are classified as held for sale when their carrying amounts are expected to be recovered pi
through a sale transaction and when they are available for sale in their current condition with such transaction
highly probable.

As at 31 December 2018 and 31 December 200KS / L9/ 1 DNRdzlJ LINBaSyidSR (KS F2tf26A
OdzNNBy il laasSia OflaarTASR a KSER F2NJ alfSéy
9 CIECH Vitrosilicon S.A. presented property, plant and equipment in the amount of PLN 368 thanshloddted in the
G266y 2F LOUO26F0 NBRdzyRFIyld FTNBY (G(KS LRAyl 2F OASs 2F GKS S
These assets are included in the segment of silicates and glass;
1 CIECH Transclean Sp. z 0.0. presented a real prapintyhe carrying amount of PLN 422 thousgiRLN 547 thousand
as at 31 December 201 7pcated in Bydgoszcz, containing an administrative building together with equipment. These
FaasSia FNB LINBASYGSR Ay (GKS ahdiKSNI I OdA@AGASae aS3avySyido
In addition, CIECEI N} RAy 3 { ®! & LINBaAaSyidSR Iy 9tL AyaidlttlrdArazy I Ol dzi NX
bankruptcy and a part of the catholyte installation (total carrying value of PLN 2,315 thousand}@sreot assets held for
sale. These assetswerBlB & Sy G4 SR Ay (KS ahiKSNI FOliABGAGASEE aS3aYSyil FyR &
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6 | EQUITY

6.1. CAPITAL MANAGEMENT

Capital structure management

The capital structure of the Group consists of debt comprising the credit facility, cash and cash equivalents and equity
attributable to shareholders of the parent, including shares issued, reserve capital and retained earnings.

The Group manages its capital in order to ensure that subsidiaries are able to continue their activity and at the same time
maximise returns for steeholders by optimising the debt to equity ratio.

In 20172018 there were no changes in aims, principles and processes of capital management.

The Group monitors the effectiveness and stability of capitals using the debt ratio calculated based on thlet veduk in

relation to EBITDA. The consolidated net debt of the Group calculated as the sum-airnemt and current liabilities for
credits, loans and other debt instruments (finance lease + liabilities for net loss on derivatives calculated sefomragaeh
instrument + factoring liabilities) less cash.

EBITDA is calculated as operating profit plus amortisation and depreciation.

31.12.2018 31.12.2017
Loans, borrowings and debt securitiebonds issued 1,632,666 1,329,919
Financial leasBabilities 23,540 24,888
Factorindiabilities 20,309 28,162
Net valuation of liabilities due to derivative instruments 17,392 43,459
Gross debt 1,693,907 1,426,428
Cash and cash equivalents 192,139 489,754
Net debt 1,501,768 936,674
EBIT 379,200 588,808
Amortization 275,203 244,388
EBITDA 654,403 833,196
Debt ratio 2.3 1.1

As at 31 December 2018, the value of the debt ratio was 2.3 and was higher than the ratio at the end of 2017 by 1.2.
Thedeterioration of this ratio was due to lower cash flows from operating activities, expenses related to the purchase of the
Proplan company and payment of dividends. The lower EBITDA also had a negative impact on the ratio.

6.2. CONSOLIDATEQUITY

Accounting pdicy

¢KS G201t O2yaz2ftARFGiISR akKlI NSBK2ft RSNEQ SljdAaide AyOf dzR
controlling interest.

¢KS DNRdzZLJQ&a aKFINB OFLAGEE A& NBLINBaSyidSR o6& (tKnSmiralk
value adjusted by the effects of hyperinflation in the years 19896.

Postt OljdzA aAGA 2y OKIy3IS& Ay (KS SldzAiite 2F adzoaiARAI NR
O2YLJ yeoa AyGaSNBaid Ay ingdqaitaddtheconsoidatéentitdd iSrécdgnigediSaontdINig
interest, described below.

When a foreign operation is disposed of, the relevant amounts in the currency translation differences are transfe
profit or loss.

When shares areepurchased by the parent company or a consolidated subsidiary, the amount of the consideratior
which includes directly attributable costs, is recognised as a change in equity. The purchased shares are prese
deduction from total equity.

A liability for a dividend payable is recognised when authorised.
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Dividends payable from pracquisition profits do not reduce the acquisition price of the shares, however, they
provide evidence of impairment.

¢KS O2yaz2tARFGSR ySi LINRPFALG o60f2a40 Aa LINBaSyiSR Ay
the net profit (loss) of the parent company, its share in net profit (loss) of equity accounted investees, net profitf (|
consdidated subsidiaries and profit (loss) of roantrolling interest.

Non-controlling interest

NonO2y i NRffAYy3a AyGSNBad NBLINBaASyidia AydSNBad Ay I ac
parent company.

Noncontrolling inerest is measured:

V  at the amount of proportionate interest in subsidiary's net assets, or

V  at fair value,

for each business combination separately at the time of initial recognition.

The carrying amount of necontrolling interest should correspond to tlenount calculated by adding changes in t
current period to the carrying amount of nerontrolling interest at the end of the preceding period. These changes
result from:

V  changes in the percentage share of interest held by-ocontrolling shareholdersg e.g. purchase, sale, increase
decrease of share capital;

V  changes in equity not related to the changes in the interest keddy. increase or decrease of equity with no effe
on shareholding, additional equity contributions made by fwomtrolling $iareholders, net result of the curren
year, transactions recognised directly in other comprehensive income, dividends paid.

Profit or loss as well as any component of other comprehensive income are attributable to the shareholders of the
company ad to noncontrolling interest even where the attribution results in a negative carrying amount of |
controlling interest.

As at 31 December 2018, the carrying amount of the share capital of the parent company CIECH S.A. amounted to PLN 287,614
thousand and comprised the share capital from the share issues and from the hyperinflation adjustment.

The shares of CIECH S.A.lsted on Warsaw Stock Exchange and on Frankfurt Stock Exchange. The share capital of CIECH
S.A. amounts to PLN 263,500,965 and is divided into 52,699,909 shares with a nominal value of PLN 5 each, including:

w 20,816 Aseries ordinary bearer shares,
19,775200 Bseries ordinary bearer shares,
8,203,984 &eries ordinary bearer shares,
23,000,000 Eseries ordinary bearer shares,

€ € € €

1,699,909 Eseries ordinary bearer shares.

The shares of all series are ordinary shares and do not carry any additional righéseipces or restrictions as to dividend
distribution or return of capital.

Shareholder structure of CIECH S.A. as at the date of approval of the financial statements (according to the best knowledge
of the Company)

Number of votes at Share in the total

Shareholder Tvpe of shares Number of the General number of votes at Stake in share
yp shares Meeting of the General Meeting capital (%)
Shareholders of Shareholders

YL / KSYAaadN ordinar

with its registered office Y 26,952,052 26,952,052 51.14% 51.14%

. bearer

in Luxembourg*

NationaleNederlanden Ordinar

Otwarty Fundusz y 3,900,000 3,900,000 7.40% 7.40%
bearer

Emerytalny**

Other Ordinary 21,847,857 21,847,857 41.46% 41.46%
bearer

* In accordance with information dated 9 June 2014 provide8hareholder under Article 77(7) and Article 69(1)(1) of the Actaflg2005
on Public Offering and Conditions Governing the Introduction of Financial Instruments to Organised Trading, and on PablesQGR
26/2014).
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** On the basis of the list afhareholders holding at least 5% of votes at the Ordinary General Meeting of Shareholders of CIECH S.A.
on 28 January 2019, CR 5/2019 prepared and published pursuant to Article 70(3) of the Act of 29 July 2005 on Puldicd3Efeniditions
Governinghe Introduction of Financial Instruments to Organised Trading, and on Public Companies (Journal of Laws of 2009, o 185, ite
14309).

The percentage share of abolisted shareholders in the share capital of CIECH S.A. equals the percentage share in the
number of votes at the General Shareholders Meeting of CIECH S.A.

Share premium

The share premium arose from the surplus in excess of nominal value achieved upon the issue of C, D and E series shares.

Other reserve capital

The table below presents thealances of other reserve capital, consisting of the following items:

OTHER RESERVE CAPITAL BY PURPOSE 31.12.2018 31.12.2017

Commercial risk fund 3,330 3,330
Fund for purchasing soda companies 15,200 15,200
Development funds 57,669 57,669
Other 2,322 2,322
TOTAL 78,521 78,521

Cash flow hedge reserve

The cash flow hedge reserve reflects the valuation and settlement of hedging instruments to which the hedge accounting
applies.

Hedge cost reserve

The hedge cost reserve includes tivae value of the gas purchase option which, in accordance with IFRS 9, has been left
outside hedge accounting by the Group and the value of the basis currency spread for the CIRS transaction which was
excluded fromhedge accounting.

Currency translation differences (foreign companies)

The balance of this equity item is adjusted by exchange differences on the translation of the financial statements of foreign
subsidiaries, i.e. CIECH Soda Romania S.A., SDC Grdu@r@igcFinancing AB and Proplan Plant Protec@iompany S.L.

The balance of this item of equity also represents accumulated exchange differences on the measurement of net investments
in a foreign entity and effective part of profit and losses from measient of an instrument used for hedging shares in net
assets of foreign companies.

Non-controlling interest

Profit or loss as well as any component of other comprehensive income are attributable to the equity of shareholders of the
parent company and tmon-controlling interest even where the attribution results in a negative carrying amount of non
controlling interest.

6.3. DIVIDENDS PAID OR DECLARED

On 22 May 2019, the Management Board of CIECH S.A. has adopted a resolution in which he recommends to the Ordinary

General Meeting of CIECH S.A. the allocation for net profit for the year 2018 in amount PLN 270,612 thousand as follows:

1 PLN 17,182 thousartd cover the loss recognised am adjustment in the opening balance, which isoasequence of
application of IFRS 9 Financial Instruments,

1  PLN 253,430 thousand be allocatedo the supplementary capital of the Company.

By virtue of the resolution 027 May 2019, the Supervisory Board of CIECH S.A. approved the recommendation of the

Management Board of CIECH S.A.
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On 22 June 2018, the Ordinary General Meeting adopted a resolution to allocate the following to the payout of dividend in
the amount ofPLN 395,249 thousand:

9 the entire net profit earned by CIECH S.A. in 2017, amounting to PLN 243,907 thousand;
1 a part of profits included in the supplementary capital, amounting to PLN 151,342 thousand.
The dividend record and payment dates were set respebt for 2 July 2018 and 31 August 2018.

6.4. BUSINESS COMBINATIONS AND ACQUISITIONDORNNRBOILLING INTEREST

Basisi of consolidatiog ) o ) o ’ ’
¢CKS adzZwaARAIFINASAaQ ySiu SldzAade Ay 0UKS |Y2dzya la |d
share capital, is compensated with acquisition value of the shares included in statement of financial position of the
company at the date of acquisition. Consolidation adjustments, depending on their nature, are recorded a
appropriate items oequity. Changes in the parent company's ownership interest that do not result in a loss of cc
of the subsidiary are accounted for as equity transactions.

Subsidiaries of the CIECH Group are fully consolidated from the date on which coiménosfierred to the Group, and
cease to be consolidated from the date such control ends.

Balances, revenues and costs, unrealized profits or losses from transactions between the Group subsidial
eliminated in the process consolidation.

6.4.1. Acquisition oProplan Plant Protection Company, S.L.

hy Hc WdzZ & wamyd / L9/ 1 {! | OldANBR mnm: 2F aKINB& Ay t NRLX |
of the supplier of crop protection products. The acquisition price determined in the shaohase agreement was set at
EUR 44.5 million.

Proplan manufactures and sells generic crop protection products. It operates in the European market, mostly in Spain, and
on other continents; mainly in Australia and Africa. In 2017, Proplan earned reveoiuggsproximately EUR 16 million, with

high operating profitability. Proplan holds a portfolio of more than 120 product registrations and significant intellectual
property assets. Owing to this acquisition, CIECH S.A. has gained access to new salesvhexk&soplan operates, and

has acquired a portfolio of active substances and 120 product registrations.

Potential synergies from the acquisition of Proplan by CIECH S.A. include mutual exchange of portfolios of products available
in their home marketsd access to R&D infrastructure.

The above are the key factors comprising the goodwill recognised as a result of this transaction.

t N2PLIX I yQad NB@GSydzS aiAyO0S GKS O0ljdAaAicdAazy RFEGSZ AyOftdzZRSR Ay
reporty 3 LISNRA 2RI | Y2dzyda (2 t[ metmdithmourgs tdiPKN 3282 tholsand.l y R t NR LI | y Q3
If the transaction was executed as at 1 January 2018, the Management Board estimates that thie@@usmvenueof the

CIECH Groupwould amount toPLN3,716,235 thousand, and the consolidated net profit for the pegad PLN 188,036
thousand.

The Group incurred costs related to the transaction, mainly legal costs and due diligence costs. The costs related to the
transaction were recognized inthe cuyféi LISNA 2 RQa LINRPFAG 2N 2840

Consideration transferred

¢KS DNRdzZLJ RSGUSNNVAYSR (KS O2yaARSNIGAZ2Y GNIFYyaFTFSNNBR Ay &aSii
elements as consideration transferred:

1 EUR 40,053 thousand paid in cash at theugition date (90% of the acquisition price from the share purchase
agreement),

1 EUR 3,614 thousand of discounted deferred payment (the remaining 10% of the purchase price), payable in cash in
4 installments of EUR 1,115 thousand on subsequent annivergarizg®192022 respectively) of the takeover of
control over Proplan (nominal value of EUR 4,461 thousand) and
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thousand).

The total amount of the consideration transferred included in the purchase settlement is EUR 47,373 thousand

(PLN 203,866 thousand)

EUR 3,706 thousand of discounteadinditional payment as at the acquisition date relates to the compensation for former
tNRLX Fyd ¢KS O2YLISyaliAizy A&
20182019. In the Group's opinion, this considgon refers to the value of Proplan that was acquired by the Group (taking

26ySNR 27

K2dzal yR 2F RA&a02dzyiSR O2yRAGAZ2YI €
payable respectively in 2019 a2620 (estimation of nominal paymerds the moment of acquisitiors EUR 4,270

%

¢

iKS FT2NXY 27

9

into account the specific nature of the crop protection products market), therefore, this amount was included in the

consideration transferred.

Fair value of receivables acqed

I L9/

RSFSNNBR L

a0

The gross value of contractual receivables amounted to EUR 3,901 thousand (PLN 16,746 thousand). It was estimated that an
inflow of receivables in the amount of EUR 245 thousand (PLN 1,052 thousand) is not expected.

Receivables comprised mainly tradeceivables (EUR 3,504 thousand or PLN 15,042 thousand), while other receivables

comprised mainly public law receivables and other prepayments and accrued income.

Fair value of acquired assets and liabilities

The following table presents the estimation tife fair values of the acquired net assets of Proplan divided into main

categories.

ASSETS

Fair value as at 26.07.2018 (in thousands of E

Non-current assets

Intangible assets 30,155
Property, plant and equipment 79
Norrcurrent receivables 19
Current assets
Inventory 5,348
Trade and other receivables 3,656
Cash and cash equivalents 2,956
Total assets 42,213
LIABILITIES
Non-current liabilities
Loans, borrowings and other debt instruments 2,088
Deferred income tax liability 6,072
Current liabilities
Loans, borrowings and other debt instruments 2,035
Trade and other liabilities 1,806
Other provisions 92
Total liabilities 12,093
NET ASSETS 30,120
Goodwill

Based on the above arrangements regarding consideratiorsferred and fair values of the acquired net assets, the goodwill

was determined as follows:

Calculation of goodwill £ f£dz2S 6AY 9! w Wn
Acquisition price, including: 47,373
- consideration transferred 40,053
- deferred payments 7,320
Net@l £ dzS 2F t NRLX I yoa FaasSiaa 30,120
Goodwill 17,253
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Calculation of goodwill +£dz2S 60Ay 9!w Wn
EUR exchange rate as at the day preceding the transaction da 4.3035
25 July 2018 '

Goodwill inPLNW 1 n n 0 74,248

Goodwill was recognised in the consolidated statemenftfiodncial position under intangible assets. As expected, the
goodwill will not be deductible for tax purposes.

The above accounting was preceded by the process of allocation of the acquisition price carried out by the Company together

with a complete anakyis of Proplan's net assets, including in particular the fair value measurement of identified intangible

assets, such as trademarks and registrations of crop protection products. As a result of allocation of the acquisitfair price,

value adjustments weB8 NB O23yAadSRX NBRdzOAYy3I GKS ySi grtdzS 2F t N
O0t[b TyXIHnn (K2dz&AlyRO® Ly GKS DNRdzZLIQa 2LIAYA2YS GKS 106238 | (

6.4.2. Other ownership changes at the CIECH Group

Ly uwnmys OKFy3aSa Ay (i Kdscurted i velationdi\ie darifaniesinwkita@ECHNSA. field hares,
either directly or indirectly, were related to, among others:

1) changes in control from indirect to direct control

On 3 January 2018, the Court registered the increase of the $hareJA G £ 2 F / A S QKK D A/SNHOKR2&YRd O8K I+
capital was increased by PLN 18,000 thousand by way of issue of 900 million series D bearer shares with the nominal value

and issue price of PLN 0.02 per share. CIECH SA acquired series D shetnaesge éar cash, thus control over the Company
OKIyaSR FTNBY AYRANBOG (2 RANBOlG® !'{d LINBaSydGz / L9/ {d! & K2f

2) Increased shareholding in companies

1 CIECH Cerium Sp. z 0.0. Sp. k.

In April 2018, tthe general meeting of partners of CIECH Cerium Sp. z 0.0. Sp. k., it was decided to express consent for CIECH
S.A. to make a new contribution in the amount of PLN 150 thousand, therefore the current contribution of CIECH S.A. amounts
to PLN 625 thousand

1 CIECHR&D Sp. z o.0.

hy n hOG26SNI Hamys GKS 9EGNI 2NRAYEFNE {KINBK2f RSNEQ aSSiAy3
share capital by PLN 5 thousand, i.e. from PLN 40,000 thousand to PLN 40,005 thousand through creatioevpfelfital

and indivisible shares with a value of PLN 50 per share. The new shares were earmarked for acquisition by CIECH S.A. in
exchange for a cash contribution of PLN 5,700 thousand, where the amount of PLN 5,695 thousand represents the share
premium dlocated to the supplementary capital. By way of a representation of 4 October 2018, CIECHu&&d 460 new

sharesThe court registered the share capital increase on 30 October 2018.

hy HH b2@SYOSNI Hamy s (GKS 9EG NECHRRDSPlzNibo. intcréalseIh& @oimpasyessiare a S S A
capital by PLN 2 thousand, i.e. from PLN 40,005 thousand to PLN 40,007 thousand through creation of new, equal and
indivisible shares with a value of PLN 50 per share. The right to acquire 40 new shar@satattmominal value of PLN 2

thousand was granted to CIECH S.A. in exchange for a cash contribution of PLN 2,200 thousand, where the amount of

PLN 2,198 thousand represented the share premium allocated to the supplementary capital. The court retjistshede

capital increase on 23 January 2019.

1 Vasco Polska Sp. z o.0.

hy Mn b2@SYOSNI HamyZ (GKS 9EGNI 2NRAYINE {KIFINBK2f RSNAQ aSSiA
capital by PLN 500, i.e. from PLN 50 thousand to PLN 50.5 ttbtigaugh creation of 10 new, equal and indivisible shares

with a nominal value of PLN 50 per share. Thegmptive right of existing shareholders to acquire new shares in the

increased share capital pro rata to their respective holdings in the shaitatas waived. The right to acquire the new

shares was granted to CIECH S.A. in exchange for a cash contribution of PLN 130 thousand, where the amount of PLN 129.5
thousand represents the share premium and was allocated to the supplementary capitehyByf a representation of 15
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b2@3SYOSNI Hamy X / L9/ 1 {d!l & |OljdANBR (KS yS¢ akKlNBad ¢KS / 2dz
January 2019.

On 15 November 2018, CIECH S.A. and a minority shareholder signed an agreement orofHi®6albares in Vasco Polska

sp. z 0.0. with a nominal value of PLN 50 per share, representing 10% of the Company's share capital in total. Following the
aforementioned operations, CIECH S.A. was registered by the Court as the sole shareholder ofpey@onil January

20109.

1 Beta Cerium sp. z 0.0.

On 30 October 2018, the Extraordinary Shareholders' Meeting of Beta Cerium Sp. z 0.0. adopted resolutions approving the
sale of shares in the Company to its shareholder, CIECH Soda Polska S.A., by tirgrehaaeholders, i.e.:

V by CIECH Sarzyna 800 shares in Beta Cerium Sp. z 0.0.,
V by CIECH Pianki Sp. z @.@9,103 shares in Beta Cerium Sp. z 0.0.,
V by Cerium Sp. z 0.Q.1 share in Beta Cerium Sp. z 0.0.

On 30 October 2018, following tlaForementioned decision of the Extraordinary Shareholders' Meeting of Beta Cerium Sp.

z 0.0., CIECH Soda Polska S.A. concluded relevant agreements on the sale of shares in Beta Cerium Sp. z 0.0. with CIECH
Sarzyna S.A., CIECH Pianki Sp. z 0.0. and Cepriarn.8. The transfer of rights and obligations arising from the shares sold

was effected at the time of signing the agreements and as of that moment all rights and obligations relating to the shares
acquired by CIECH Soda Polska S.A. were transferr@tE@H S.A., i.e. as of 30 October 2018. As a result of the above
operations, CIECH Soda Polska@nhose previous share in the share capital of Beta Cerium Sp. z 0.0. was §b@&4me

the sole shareholder of Beta Cerium Sp. z 0.0

3) merger of companies

The merger plan concerning the merger of CIECH Soda Polska S.A. with Beta Cerium sp. z 0.0. and Cerium Finance Sp. z 0.0.
was adopted on 31 October 2018. In accordance with the Merger Plan, the merger of the companies was effected through

the transfer ofall assets of the Acquirees (Beta Cerium Sp. z 0.0. and Cerium Finance Sp. z 0.0.) to the Acquirer (CIECH Soda
Polska S.A.) without increasing the share capital of the Acquirer due to the fact that the Acquirer was the sole pdrtner of t
Acquirees. As asult of the merger, the Acquirees ceased to exist.

4) dissolution of a partnership

1 CIECH Ceriu®p. z 0.0. sp.k.

hy mp b2@SYoSNI vamys GKS tIFNIYySNEYU aSSGAay3a 2F / L9/ 1 [/ SNAdzy
decided to dissolve thdéPartnership and agreed on the manner of terminating the Partnership's operations without
liquidation. The Partnership's operations were terminated without liquidating the Partnership, by dividing the Partnership's

assets on an Hiind basis, without the ned to convert them into cash. The Partnership's assets were first allocated for the
repayment of its liabilities, including any known noratured or disputable liabilities, except for liabilities towards the

Partners. According to the resolution of the BPears' Meeting, other assets of the Partnership have been distributed among

the Partners in the proportion in which they participate in the Partnership's profit. The Partnership was deleted from the
National Court Register on 27 November 2018.

5) acquisitionof shares in new companies

1  Smart Fluids. z o.0.

On 12 January 2018, CIECH R&D sp. z 0.0. became a shareholder of Smart Fluid Sp. z 0.0. by acquiring 12 shares with a nominal
value of PLN 50 per share, in exchange for a total contribution of PLtkdi28and. Subsequently, on 1 October 2018 CIECH

R&D Sp. z 0.0. acquired 100 shares in Smart Fluid Sp. z 0.0. with a nominal value of PLN 50 per share, in excharige for a tota
contribution of PLN 5,700 thousand@hus, as at 31 December 2018 CIECH R&DpSp'szshare in the share capital of Smart

Fluid Sp. z 0.0. stood at 52.83%. CIECH R&D Sp. z 0.0. has the right to purchase further shares by 31 October 2019, and the
cost of measurement of the purchase option as at the balance sheet date is close to zero.
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1 Insignes Lab$p. z 0.0.

¢

9

I L9/

On 23 November 2018, CIECH R&D Sp. z 0.0. became a shareholder of Insignes Labs Sp. z 0.0. by acquiring 59 shares with a

nominal value of PLN 100 per share, in exchange for a total contribution of PLN 2,200 thousand. Tha$, Rscamber

2018 CIECH R&D Sp. z 0.0.'s share in the share capital of Insignes Labs Sp. z 0.0. stood at 22.78%.

6.5. SIGNIFICANT SUBSIDIARIES WITEQMINROLLING INTEREST

In 2018 nad2017, there was no significant naontrolling interest in any of the significant subsidiaries of the CIECH Group.

6.6. EARNINGS PER SHARE

Accounting policy

Basic earnings per share is the net profit for the year attributable to ordinary shareholders airéve pntity divided by

the weighted average number of ordinary shares outstanding during the year.

Diluted earnings per share is the net profit for the year attributable to ordinary shareholders of the parent entity d
by the weighted average numbeir ordinary shares outstanding during the year adjusted for the effects of all dilt

potential ordinary shares.

The table below presents profit and shares data used in the calculation of the basic and diluted earnings per share:

In PLKD 01.01-31.12.2018

01.01-31.12.2017

Basic and diluted earnings per share (continuing operations) 213
Basic and diluted earnings per share (discontinuing operations) -

7.47

01.01-31.12.2018

01.01-31.12.2017

Net profit (loss) frontontinuing operations attributable to the shareholders of the

112044 393,413
parent
Net profit (loss) from discontinued operations attributable to the shareholders of the ) .
parent
Weighted average number of issued ordinary shares used in calcutdiimsic and 52,699,909 52,699,909

diluted earnings per share
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7 LIABILITIES, PROVISIONS, EMPLOYEE BENEFITS

7.1. INFORMATION ABOUT SIGNIFICANT FINANCIAL LIABILITIES

Accounting policy

CAYlLYyOALFf tAFOAEfAGASEA | NB IafsetsSty anbtiied entity of fo lexchhahge @& firfuac
instrument with another entity under conditions that are unfavourable. When a financial liability is recognised initia
entity shall measure it at its fair value plus, in the case of a finanaklity not at fair value through profit or loss
transaction costs that are directly attributable to the acquisition or issue of the financial liability. Interest accri
recognised under finance costs or, if it is subject to capitalisation, to prppelent and equipment or intangible assets

LOANS, BORROWINGS AND OTHER DEBT INSTRUMENTS 31.12.2018 31.12.2017

LONGTERM 1,340,742 1,130,482
Loans and borrowings 1,340,742 1,130,482
SHORATERM 291,924 199,437
Loans and borrowings 291,924 199,437
TOTAL 1,632,666 1,329,919

The change in liabilities due to credit taken by the companies of the CIECH Group is presented in the table below:

31.12.2018 31.12.2017

Opening balance 1,329,919 1,345,993
Credits received 599,072 -
Interest 37,623 42,724
Repayment of liability, including: (356,936) (43,778)

Repayment of principal (319,515) 8

Interest paid (37,421) (43,786)
Exchange differences realized 7,208 10
Exchange differences from valuation of liability 2,011 (17,644)
Change in Group composition 15,471 -
Other (1,702) 2,614
Closingbalance 1,632,666 1,329,919

Debt financing of the Group
The Group's debt financing is secured mainly through loans made available to CIECH S.A. under
1. the Facilities Agreement dated 9 January 2018:
o term loan in the amount of PLN 1,212,520 thousand and EUR 30,000 thousand (the total amount of the loan as at
31 December 2018 was PLN 1,341,520 thousand),
o revolving credit facility granted to CIECH S.A. in the amount of up to PLN 250,000 thousantb{iheof used credit
as at 31 December 2018 was PLN 250,000 thousand).

2. overdrafts, with a limit of up to PLN 100,000 thousand and EUR 10,000 thousand on the basis of contracts dated 28 and
29 August 2018 (the amount of credits used as at 31 DecembePiMd832,873 thousand).

Detailed information about loan liabilities is disclosed in tihdanagement Board Report on activities of
the CIECH Group and CIECH S.A. in 20%8ction 4.6.

Interest rate:

The interest rate of the Loans is a floating rate anid iletermined on the basis of the WIBOR / EURIBOR base rate, plus
margin, the level of which depends on the level of the net debt index to EBITDA. The initial value of the margin wag 1.5%. Th
current value of the margin is 1%ased on the level of theeh debt to EBITDA as at the end of 2018, the loan margin will
increase to 1.5%.
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Information about the financial covenants included in loan agreements

During the period covered by these financial statements, no loan agreement was called to maturityea@dvere no

violations of payment terms for repayment of principal or interest due in relation to financial liabilities recognised in the
balance sheet. Under the Facilities Agreement dated 29 October 2015, CIECH S.A. and its selected subsididiigeavere o

to, among others, maintain a certain level of net leverage ratio for the Group specified in the Facilities Agreemenio(the rat

2F GKS / L9/ 1 DNRdzIQ& O2yaz2ftARIFIGSR ySi RSol G2 O2yaest ARI (SR
in the amount of at least 4.0, measured at the end of a year and first six months of a year). As at the balance she=t date, i

31 December 2018, this ratio was maintained and amounted to 2.4.

7.2. OTHER NOGEBURRENT LIABILITIES

Accounting policy
Accountingpolicy concerning financial instruments is presented in note 8.1.

OTHER NORURRENT LIABILITIES 31.12.2018 31.12.2017

Subsidies 42,260 47,796
PUT options 8,600 8,342
Derivatives 38,181 41,528
Liabilities from the initial recognition dfe valuation of embedded derivatives 1,296 5,618
Liabilities due to the purchase of shares and other financial assets 21,235 -
Other 1,059 283
TOTAL 112,631 103,567

Liabilities due to purchase of shamansist of the longerm part of the deferred payment for the purchase of Proplan Plant
Protection Company, S4imore information in note 6.4.1.

7.3. CURRENT TRADE AND OTHER LIABILITIES

Accounting policy

Trade and other liabilities are classified as cur@mnoncurrent based on the following principles:

\% trade liabilities are reported as current liabilities, regardless of maturity,

Vv other liabilities due to be settled within 12 months of the balance sheet date are classified as current liabiliti
\% other payables, which do not meet the current liability conditions, are classified asunwant liabilities.
[ALoAfAGASAE RSYy2YAYyFGiSR Ay F2NBAIYy Od2NNByOASa | NB
working day before the date ofansaction.

At the reporting date foreign currency denominated liabilities are translated at the average exchange rate announc
that day by the NBP except for received prepayments. Currency translation differences arising upon the repayme
liability (realised) or its valuation (unrealised) are presented within financial income or expense. Prepaymer
deliveries denominated in foreign currencies are recognised at the exchange rate applicable as at the transaction

Judgements and estimates
At the reporting date trade payables are measured at amortised cost (i.e. they are discounted using the effective i
method) and increased by any applicable late interest accrued.

Late interest is not accrued when a formal waiver is received frontthmterparty. In all other cases such interest
accrued and recognised in accordance with the following principles:

Vv on an ongoing basis, based on interest notes received;

\% in estimated amounts, with such estimates based on comparison of interest chartfezlpast by a counterparty
to the related amounts owed.

CURRENT TRADE AND OTHER LIABILITIES 31.12.2018 31.12.2017

Trade liabilities and advances taken 447,871 387,331
-inup to 12 months 441,225 380,404
- above 12 months 14 -
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CURRENT TRADE AND OTHER LIABILITIES 31.12.2018 31.12.2017
- prepayments received for supplies 6,632 6,927
Public and legal liabilities (excluding income tax) 30,296 23,737
Liabilities for purchase of property, plant and equipment 32,068 79,624
Financial instruments liabilities 6,587 2,141
Liabilities to employees 13,943 13,686
Payroll liabilities 7,785 27,878
Holiday leave accrual 8,088 8,200
Taxes and charges 47,159 53,486
Materials and energy consumption 50,949 22,019
Subsidies 32,588 34,808
External services 1,669 3,752
Environmental charges 17,108 28,549
Social security and other employee benefits 1,433 2,746
Factoring liabilites 20,309 28,162
Liabilities from the initial recognition of the valuation of embedded derivatives 4,494 5,184
Liabilities due to the purchase of shares and other financial assets 11,419 -
Other 27,701 37,278
TOTAL 761,467 758,581

Terms of transactions with related entities have been presented in note 9.3.

Trade liabilities do not beanterest. Commercial contracts concluded by the CIECH Group include various terms of payment
of trade liabilities depending on the type of transaction, market characteristics and trade conditions. The most common

payment terms are: 14, 30, 60 and 90 days.

7.4. FINANCE LEASE

Accounting policy

Accounting policy concerning finance leases is described in note 5.1.

The CIECH Group uses property, plant and equipment (mainly means of transport and various types of machinery and
equipment) pursuant to finance lease agreements. The agreements include the return option, extension of the agreement or
the option to buy albr a part of the equipment after the lease period. As at 31 December 2018, the carrying amount of leased
property, plant and equipment amounted to PLN 44,297 thousand (as at 31 December 2017, it amounted to
PLN 42,463 thousand). There were no contindease charges.

¢

9

I L9/

In 2015, 2016 and 2018, CIECH Cargo Sp. z 0.0. signed finance lease agreements, under which the Company uses additional

wagons to carry coal fines and stones. In the agreements, purchase options are provided for after the end of lease. As at
31 December 2018, the carrying value of property, plant and equipment covered by these agreements amounted to
PLN 28,585 thousand (PLN 24,953uttand as at 31 December 2017).

The nominal value and the present value of minimum lease payments areagsfoll

FINANCE LEASE LIABILITIES

Nominal value of
minimum lease

Future financial
costs due to

Present value of

minimum lease

payments finance lease payments

31.12.2018

Upto 1 year 6,422 505 5,917
Between 1 and 5 years 18,038 1,037 17,001
Over 5 years 624 2 622
TOTAL 25,084 1,544 23,540
31.12.2017

Upto 1 year 5,261 518 4,743
Between 1 and 5 years 15,638 1,282 14,356
Over 5 years 5,870 81 5,789
TOTAL 26,769 1,881 24,888
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7.5. OPERATING LEASES

Accounting policy

A financial lease is when all the risks and rewards incidental to ownership of the subject matter of the contract (in
a lease contract) remain with the financing pattyin such case the company does not recogtigeasset as property
plant and equipment. Costs are recognised proportionally to the term of the agreement (on a straight line basis)
another systematic basis is representative of the time pattern of the user's benefit, even if the payments arethat
basis. Initial direct costs incurred before the conclusion of a lease contract, if substantial, are settled ove
proportionally to lease payments disclosed in financial statements, or are recognised as an expense in the state
profit or loss in the period in which they are incurred.

All incentives for the agreement of a new or renewed operating lease should be recognised as an integral part of
consideration agreed for the use of the leased asset, irrespective of the incentigéire or form or the timing of
payments.

The Group recognises the aggregate benefit of incentives as a reduction of rental expense over the lease tel
straightline basis unless another systematic basis is representative of the time pattern fsdee's benefit from the
use of the leased asset.

The largest item subject to operating lease in the CIECH Group, in accordance with the adopted accounting principles, is the

[}

right of perpetual usufruct of land obtained by administrative decision. Furthermore, the SDC Group recognisdsranlong

sewage gstem agreement effective until 2095 as an operating lease. Group companies also recognise lease agreements of

property and lowvalue property, plant and equipment, e cpffee makersOperating lease is a renewable lease, making it

possible to acquire aasset at its estimated market value at the end of its use. The companies are not obliged to purchase
the leased assets. No conditions for extending lease agreements or purchasing the subject of lease have been included in
administrative decisions concermgrthe right of perpetual usufruct of land. Price indexation may occur in relation to land

revaluation.

Total amounts of future minimum lease payments are presented in the table below:

TOTAL FUTURE MINIMUM OPERATING LEASE PAYMENTS 31.12.2018 31.12.2017

Up to 1 year 19,209 20,343
Between 1 and 5 years 57,310 55,547
Over 5 years 168,534 157,975
TOTAL 245,053 233,865

In 2018, the costs of lease payments amounted to P4 R62thousand (PLIZ2,507thousand in the comparable period).

7.6. PROVISIONS FOR EMPLOYEE BENEFITS

Accounting policy
Jubilee awards, retirement benefits pays and disability pay:

F4SR 2y (KS DNRdzZLIQ& NBYdzy SNI GA2y LI Iy Iermijubife Svardstar éc

retirement benefits. ThRdD NB dzLJQa 206f A3l GA2ya Ay NBaLSOG 2F GKS |
employees have earned as a result of their service in the current and prior years.
Net defined benefit liabilities are calculated separately for each plan yagon of future payments required to settl
the obligation resulting from employee service in the current and prior periods (discounted to its present valt
reduced by the fair value of plan assets). The discount rate is the rate of return faislowebt securities with simila
YIGdzZNAGE RFEGS Fa GKS DNRdzLlQa fAFoAfAGASA Fa G GK!
authorised actuary with the application of forecast discounted unit right method.

The Company recognisén the statement of profit or loss:

V  current service cost, which is the change in liability resulting from increase in value of the defined benefit obl
due to increase in the period of service and age of employees;

V  past service cost connected wifitan amendment during the current period;
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V interestq change in liability resulting from unwinding of discount.

The Company recognises in other comprehensive income actuarial gains anc;ltssesfects of differences betweel
the previous actuarial assystions and what has actually occurred and the effects of changes in actuarial assum
and change in discount rate.

Judgements and estimates

The amount of the provision for employee benefits is determined based on actuarial valuations performed by indep
professional firms. By actuarial valuation estimates are made regarding the rotation in employment, wage ¢
discount rates and inftaon.

. LONGTERM SHORATERM

PROVISIONS FOR EMPLOYEE BENEFI

01.01-31.12.2018 01.01-31.12.2017  01.01-31.12.2018 01.01-31.12.2017
Opening balance 10,789 10,752 968 1,194
Recognition 1,403 663 511 708
Use and reversal (392) (1,048) (789) (1,028)
Foreign exchange differences 139 (308) - -
Other (88) 730 187 94
Closing balance 11,851 10,789 877 968

In 2018, a change in provision in the amount of P2B5 thousand was recognised in equity (RBBY thousand in the

comparable period).

Employee benefits are measured on the basis of actuarial valuations. A discount rate of 3.0% p.a. was applied in order to

¢

determine the current value of future liabilities due to employee benefits. The discounapgiéed is established in nominal

value. At the same time, future inflation in the amount of 2.5% per annum was taken into account. The estimated nominal
growth rate of 1% was applied. The remuneration growth rate of 1% was applied for the residual geaibdurnover ratio
is established based on historic data, adjusted for employment restructuring plans. According to the Group estimations, a

change in actuarial assumptions will not have a significant impact on financial results.

7.7. OTHER PROVISIONS

Accounting policy

A provision is recognised if, as a result of a past event, the Group has a present obligation and it is probable
outflow of economic benefits will be required to settle the obligation. If the effect is material, provisions are detern
by discouting the expected future cash flows at a gee rate that reflects current market assessments of the time val
of money and the risks specific to the liability.

Provision for environmental protection

Ly | OO2NRIyYyOS 6A0GK (KSydnRedzdaréanmedttpblidyarid SpRlicably IRgal@edghtaddn
a provision for site restoration in respect of contaminated land, and the related expense, is recognised. The prov
recognised in the amount of the expected future restoration calitsounted to present value.

Judgements and estimates
For measurement of the provisions, the Group is required to make estimates, assumptions regarding discoun
expected costs and payment terms.

. Provision for .
Provision for Provision for

CHANGE IN OTHER LONERM PROVISIONS liabilities (costs) environmental expected losses TOTAL
protection

01.01-31.12.2018

Opening balance 1,047 70,765 - 71,812
Recognition - 228 - 228
Use and reversal - (2,686) (4,261) (6,947)
Foreign exchange differences - 1,898 - 1,898
Change in discount rate - 6,016 - 6,016
Other - (427) 6,500 6,073
Closing balance 1,047 75,794 2,239 79,080
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. Provision for .
Provision for Provision for

CHANGE IN OTHER LONERM PROVISIONS o environmental TOTAL

liabilities (costs) . expected losses

protection

01.01-31.12.2017
Opening balance 6,547 77,737 - 84,284
Recognition - 50 - 50
Use and reversal (5,500) (100) - (5,600)
Foreign exchange differences - (3,775) - (3,775)
Change in discount rate - (2,539) - (2,539)
Other - (608) - (608)
Closing balance 1,047 70,765 - 71,812
CHANGE IN OTHER Provision for  Provision for Pri\élrSlon Provision for - Provision me\élrSlon Other
SHORITERM restructuring compensation liabilities environmental for expected provisions LIRS
PROVISIONS g P protection bonuses P P

(costs) losses
01.01-31.12.2018
Opening balance - 5,138 22,376 951 610 48,793 28 77,896
Recognition - 876 124,559 2,311 - 90 - 127,836
Use and reversal - (204) (6,017) (2,377) (1,136) (6,929) (28) (15,691)
F_orelgn exchange . . 416 ) 5 345 . 763
differences
Reclassification from
(to) longterm - - - - - (6,500) - (6,500)
provisions
Other 218 - (12,448) 426 524 - - (11,280)
Closing balance 218 5,810 128,886 2,311 - 35,799 - 173,024
01.01-31.12.2017
Opening balance - 9,337 26,598 2,391 3,661 46,507 292 88,786
Recognition - 884 2,686 - 1,447 2,998 - 8,015
Use and reversal - (5,083)  (5,730) (2,048) (4,343) - (264) (17,468)
Foreign exchange ) ) ) )
differences (1,178) (155) (712) (2,045)
Other - - - 608 - - - 608
Closing balance - 5,138 22,376 951 610 48,793 28 77,896

The mostignificant provisions of the CIECH Group are:

Provisions for expected losses and liabilities

CIECH S.Ashortterm provision for expected losses and provision for liabilities in the total amount of PLN 103,284 thousand,
related to potential claims (principal liability plus interest liabilities and litigation costs) resulting from litigatiomportant

item is the provision for potential tax liability and default interest, respectively, in the amount of PLN 43,700 thousand and
PLN 23,511 thousand.

CIECH Sarzyna S.-Aurovision for income tax and interest in connection with potential tax liability in aheunt of
PLN14,104thousand and PLN 1,862 thousand respectively.

CIECH Soda Polska S.provision for income tax and interest in connection with potential tax liability in the amount of
PLN3,882thousand and PLN 855 thousand respectively.

CIECH \ibsilicon S.A: provision for income tax and interest in connection with potential tax liability in the amount of
PLN 0,571thousand and PLN 1,320 thousand respectively.

CIECH Pianki Sp. z o.@rovision for income tax and interest in connection wjbtential tax liability in the amount of
PLNO,271thousand and PLN 1,243 thousand respectively.

CIECH Cargo Sp. z o.provision for income tax and interest in connection with potential tax liability in the amount of
PLN8,709thousand and PLN 834 thousand respectively.
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SDC Group shortterm provision of PLN 6,321 thousand (EUR 1,470 thousand) related to negative valuation of a contract
between the SDC Group and EVZA, concerning supply of technological steam and electricity.

CIECH Cargo Sp. z ocadue to a damage to a leased locomotive, railway infrastructure, traction network and damage to
property and load, a provision in the amount of PLN 3,076 thousand was recognised in connection with the repair of these
damages and payemt of contractual penalties.

CIECH Soda Polska &.langterm provision in the amount of PLN 1,047 thousand for potential environmental fees resulting
from exceeded emission limits. In addition, provisions of PLN 2,658 thousand, related to customers' claims in connection with
defective deliveries of prodts and the resulting losses, were recognised.

Provisions for environmental protection

SDC Grouplongterm provision for environmental protection in the amount of PLN 66,796 thousand (EUR 15,534 thousand)
comprising, among others, reclamation of rainemtponds in Unseburg, mine reclamation activities in the limestone,
reclamation of remains of the old limestone outcrops and closing of caverns.

CIECH Soda Polska &.provision for land reclamation costs, calculated in accordance with expenditureqalanmtil 2042,
in line with the expected inflation rate: 2.5% adjusted by a discount factor, calculated as the average of the discount facto
at the beginning and end of every annual period. The annual expenditure arising therefrom will amount tr. yN®B50
thousand until 2042The amount of the respective provision recognised in the statements amounts to PLN 8,862 thousand;

CIECH Sarzyna S;Arovision for water and land reclamation costs in the amount of PLN 2,250 thousand, comprising a long
term provision of PLN 1,250 thousand and skerm provision of PLN 1,000 thousand. The provision was estimated based
on a technical and financial project including a schedule of works for the year2P@0&f expenses to be incurred and the
Marshal of Podkigpackie Province decision, discounted for a 1.5% inflation rate.
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IMPAIRMENT

8.1. FINANCIAL INSTRUMENTS

Accounting policy

Principles of measurement after initial recognition/ahe end of reporting period and presentation of financial instruments in financi
statements

Category of assets or
liabilities Measurement Recognition

Remeasurement changes adjust the carryi
At fair value amount of the asset and are recognised in curre
period profit or loss.

Assets at fair value through
profit or loss

Remeasurement changes adjust thearrying
amount of the asset and are recognised in curre
period profit or loss.

Financial assets measured at At amortised cost using the effective
amortised cost interest rate (IRR)

Changes from remeasurement at fair value &
recognised in other comprehensive income. F
debt instruments interest is recognised directly |
profit or loss.

Financial assets at fair value
through other At fair value
comprehensive income

Remeasurement changes adjust the carryi
At fair value amount of the asset and are recognised in curre
period profit or loss.

Purchased or originated
credit impaired (POCI) assets

Remeasurement changes adjust the carrying
] R At amortised cost using the effective amount of the liability and are recognised in
Other financial liabilities . ) )
interest rate (IRR) current period profit or loss.

Remeasurement changes adjust the carrying
At fair value amount of the asset and are recognised in currel

period profit or loss.

Liabilities at fair value
through profit or loss

Impairment of financial assets

At each balance sheet date, the Group assesses whether there has been a sigimficzage in credit risk for a sing|
financial asset (financial instrument) since its initial recognition. If such a significant increase has taken placéytt
estimates allowances in the amount of leteym expected credit losses. Otherwise, the Grestimates allowances il
the amount of 12month expected credit losses, even if in previous periods allowances were recognised in the am
longterm expected credit losses.

The Group assumes that in the case of financial instruments that meet fivetibe of a low credit risk instrument as

a given balance sheet date, there has been no significant increase in credit risk and therefore the allowance is e

at the amount of 12month expected credit losses. The credit risk on a financialumstnt is considered low for thes

purposes, if:

a) the financial instrument has a low risk of default,

b) the borrower has a strong capacity to meet its contractual cash flow obligations in the near term and

c) adverse changes in economic and business conditiotise longer term may, but will not necessarily, reduce t
ability of the borrower to fulfil its contractual cash flow obligations.

Iy SEGSNYyLEf NIdGAy3a 2F aAygSadySyid 3INFRSéE Aa |y SEI

credit risk.

The Group considers that there has been a significant increase in credit risk for a given financial instrument, if tt
been a delay in contractual payments of more than 30 days.
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For a financial asset that is creditpaired at the reporig date, but that is not a purchased or originated creuatipaired
financial (POCI) asset, the Group measures the expected credit losses as the difference between the asset's gros
amount and the present value of estimated future cash flows distaxliat the financial asset's original effective intere
rate. Any adjustment is recognised in profit or loss as an impairment gain or loss.

A financial asset is credinpaired when one or more events that have a detrimental impact on the estimatedefatash

flows of that financial asset have occurred. Evidence that a financial asset isienedited include observable data abol

the following events:

a) significant financial difficulty of the issuer or the borrower;

b) abreach of contract, such as afdelt or past due event;

c) the lender(s) of the borrower, for economic or contractual reasons relating to the borrower's financial diffi
having granted to the borrower a concession(s) that the lender(s) would not otherwise consider;

d) itis becoming pzbable that the borrower will enter bankruptcy or other financial reorganisation;

e) the disappearance of an active market for that financial asset because of financial difficulties; or

f)  the purchase or origination of a financial asset at a deep discoatréflects the incurred credit losses.

It may not be possible to identify a single discrete eveinistead, the combined effect of several events may have cat

financial assets to become credihpaired. Regardless of the above criteria, the Group idens that there has been ai

impairment loss in the event of a delay in payment of more than 180 days.

The amount established as a result of the abovementioned allowances may be decreased if the Management Bo
possession of reliable documents, indicating that the receivables were secured and their payment is highly proba

For financial assets favhich no evidence of impairment due to credit risk has been identified, impairment allowance
estimated using individual parameters determined on the basis of benchmarks (using information on bank rati
values provided by experts, scaled dowerthe horizon for estimating expected credit losses.

For financial assets for which there is evidence of impairment due to credit risk, the Group analyses recoveri
probability-weighted scenarios.

Trade receivables and contract assets arifiom transactions within the scope of IFRS 15 are exceptions to this rule
these categories of assets, the Group may choose a simplified approach wherebyawite are estimated over the
lifetime horizon- right from the initial recognition of exposes.

Impairment of financial assets according to previously applied accounting standards: IAS 39

Impairment of financial assets

At each reporting date the Group assesses whether there is any objective evidence that a financial asset or a
finandal assets is impaired.

Financial assets measured at amortised cost

If any objective evidence indicates that loans valued at amortised cost are impaired, the impairment loss is the an
the difference between the carrying amount of the financial ass@ the present value of estimated future cash flov
The amount of allowance decreases the carrying amount of financial asset and is recognised in profit or loss.

TheGroupfirst assesses whether there is any objective evidence of impairment of individually significant financial
and also whether any indications of impairment exist in respect of financial assets that are not individually signif
the analysis des not reveal any objective evidence of impairment of an individually assessed financial asset, regat
whether it is significant or not, the Group includes such an asset in a group of financial assets with similar credit
evaluates them cdgctively in terms of impairment. Assets that are individually assessed for impairment and for wh
impairment loss was recognised or it was considered that the existing allowance should not change, are not tal
account when assessing the groufpassets for impairment.

If in a subsequent period the amount of impairment loss decreases and the decrease can be objectively associe
an event occurring after the recognition of the impairment loss, the previously recognised impairment losssede
The subsequent reversal of the impairment loss is recognised in profit or loss to the extent that the asset's carrying
at the reversal date does not exceed its amortised cost.

In particular, in relation to trade receivables from entitiesiquidation or bankruptcy, or not admitted to bankruptcy,
in relation to receivables that are contested by debtors (disputed receivables), or where payments due are dela)
SAGKSNI GKS RSoG2Nna FAYLFYyOALFT &ileyRsugi delay éxteéds 180 #as,
impairment loss is recognised in the full amount due after taking into account the amounts of any existing securit
the Board considers highly probable of execution.
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Availablefor-sale financial assets

If objective evidence indicates that availaffte-sale financial assets are impaired, the amount of the difference betw
GKS laasSiqga IOljdAaAridazy O02adGz ySi 2F |yeée LINRyYyOALN
impairment loss preiously recognised in profit or loss, is removed from other comprehensive income and reclassifit
profit or loss. Reversals of impairment losses on equity instruments classified as avaitedzlk2 cannot be recognised i
profit or loss. If, in a sasequent period, the fair value of an impaired availatdesale debt security increases and tt
increase can be objectively related to an event occurring after the impairment loss was recognised in profit or los
the impairment loss is reversed, tivithe amount of the reversal recognised in profit or loss.

Financial assets measured at cost

If objective evidence indicates that impairment may exist in respect of an unquoted equity instrument that

recognised at fair value due to the fact that fair value cannot be reliably measured, or a derivative which is linked
must be settled through delivery of such an unquoted equity instrument, the amount of impairment loss is determi
the difference between the carrying amount of the finaal@sset and the present value of its estimated future cash flt
discounted at the current market rate of return for similar financial assets.

Embedded derivatives

Agreements with an embedded derivative are agreements containing conditions causingpduatod cash flows due tc
the agreement changes similarly to cash flows arising from independent derivatives. Embedded derivatives are si
exclusion from a compound instrument and to separate measurement at fair value if all the following condrto
satisfied:
V the economic characteristics and risk of the embedded derivative are nor closely related to the ecc
characteristics and risk of the host contract,
V a separate instrument with the same terms as the embedded derivative would meet theititefi of a
derivative,
V itis possible to reliably establish the fair value of an embedded derivative,
V  the hybrid (combined) instrument is not valued and recognised at fair value in financial statements.
The FIFO (first igfirst out) method is applied testablish the costs due to the outflow of financial instruments.

The main financial instruments disclosed in the statement of financial position of the CIECH Group as at 31 December 2018

include:

Financial assets:

1 loans granted,

financial instrumentsvith positive valuation,
embedded instruments with positive valuation,

trade receivables and factoring receivables,

== = =4 =N

cash and cash equivalents.

Financial liabilities:
1 term loan liabilities, revolving loan liabilities and overdraft liabilities,
trade liabilities and factoring liabilities,

finance lease agreements,

== = =4

financial instruments with negative valuation.

Carrying amount of financial instruments

¢

Classes of financial instruments note 31.12.201€ 31.12.2017 Categories of financial instruments

Cashand cash equivalents 5.12 192,139 489,754  Financial assets at amortised cost

Loans granted 511 1,800 26,087 Financial assets at amortised cost

Trade receivables 5.10 376,348 337,668 Financial assets at amortised cost

Factoring receivables 5.10 59,045 47,256  Financial assets at amortised cost

Hedging derivatives with positive value 5.7;5.1. 27,807 59,837  Hedging instruments

Futures contracts 5.7:5.1" 112 i Il;iggr;iicacl)j:tsets valued at fair value thru profit c
Embedded instruments withositive value 5.7;5.1. 15,979 15,717  Hedging instruments

ASSETS 673,230 976,319
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Classes of financial instruments note 31.12.201€ 31.12.2017 Categories of financial instruments
Trade liabilities 7.3 (441,239) (380,404) Financial liabilities at amortised cost
Loans and borrowings 7.1 (1,632,666 (1,329,919) Financial liabilities at amortisezbst
Factoring liabilities 7.3 (20,309) (28,162) Financial liabilities at amortised cost
Financial lease liabilities 7.4 (23,540) (24,888) Financial liabilities excluded from IFRS 9
Hedging derivatives with negative value 7.2,;7.3 (44,768) (43,669) Hedging instruments

LIABILITIES (2,162,522 (1,807,042)

In the CIECH Group selected trade receivables are subject to factoring. This is factoring with the assumption of insklvency r
whereby the factor assumes the risk in the amount specifigtiéninsurance policy.

Revenues, costs, profit and loss recognised in the income statement by the category of financial instruments.

Revenues, costs, profit and loss recognisec
the statement of profit or loss

Interest income /(costs) including income / cos

01.01-31.12.2018 01.01-31.12.2017 Categories of financial instruments

calculated using the effective interest rat (68,297 (39,767)
method
4,472 3,661 Financial assets at amortised cost
(72,077 (42578) Financialiabilities at amortised cost
(692) (850) Financial liabilities excluded from IFRS
Foreign exchange gains/(losse 6,199 (32,603)
6,241 - Financial assets at amortised cost

- (32697) Financial liabilities at amortised cost

(42) 94 Financial liabilities excluded from IFRS
Recognition of impairment losse (7,795) (1,509) Financial assets at amortised cost
Reversal of impairment losse 4,005 11,503 Financial assets at amortised cost
Income / costs on account of use dérivatives 21,934 30,983
Financial assets/liabilities at fair value
ez (817) through profit or loss
24,176 31,300 Hedging instruments
Gain / (loss) on the disposal of financii Financialssets/liabilities at fair value
; 2,758 (653) )
instruments through profit or loss
TOTAL (41,196 (32,046)

8.2. FINANCIAL INSTRUMENTS DESIGNATED FOR HEDGE ACCOUNTING

Accounting policy

Hedge accounting recognises the offsetting effects on profit or loss of changes in the fair values of the h
instrument and the hedged item. Derivatives such as options, forwards, swaps are held to hedge the fair value o
or liabilities or expeted future cash flows.

For the hedging instruments, the Group may apply hedge accounting if, and only if, all the following conditions ai

V  the hedging relationship consists only of eligible hedging instruments and eligible hedged items.

V  at the incepion of the hedging relationship there is formal designation and documentation of the hed
relationship and the entity's risk management objective and strategy for entity the hedge. That document
shall include identification of the hedging instruntethe hedged item, the nature of the risk being hedged ai
how the entity will assess whether the hedging relationship meets the hedge effectiveness requirements (inc
its analysis of the sources of hedge ineffectiveness and how it determines dlge hnatio).

V  the hedging relationship meets all of the following hedge effectiveness requirements:

a) there is an economic relationship between the hedged item and the hedging instrument;
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b) the effect of credit risk does not dominate the value changes that résuh that economic relationship;
and

c) the hedge ratio of the hedging relationship is the same as that resulting from the quantity of the he
item that the entity actually hedges and the quantity of the hedging instrument that the entity actu
uses b hedge that quantity of hedged item. However, that designation shall not reflect an imbalz
between the weightings of the hedged item and the hedging instrument that would create he
ineffectiveness (irrespective of whether recognised or not) thatidwasult in an accounting outcome
that would be inconsistent with the purpose of hedge accounting.

Cash flow hedge:

A cash flow hedge is a hedge of the exposure to variability in cash flows that is attributable to a particular risk ess
with all, ora component of, a recognised asset or liability (such as all or some future interest payments on-vat@ab
debt) or a highly probable forecast transaction, and could affect profit or loss.

Cash flow hedge shall be accounted for as follows:

V  the separate component of equity associated with the hedged item (cash flow hedge reserve) is adjus
the lower of the following (in absolute amounts):
a) the cumulative gain or loss on the hedging instrument from inception of the hedge; and
b) the cumulative bange in fair value (present value) of the hedged item (ie the present value of
cumulative change in the hedged expected future cash flows) from inception of the hedge.

V  the portion of the gain or loss on the hedging instrument that is determined tarbeffective hedge (ie the
portion that is offset by the change in the cash flow hedge reserve calculated in accordance with (a)) s
recognised in other comprehensive income.

V  any remaining gain or loss on the hedging instrument (or any gain ordgaged to balance the change ir
the cash flow hedge reserve calculated in accordance with (a)) is hedge ineffectiveness that st
recognised in profit or loss.

The effective portion of the hedge is transferred to profit or loss as a reclassifieatjostment in the period or periods
when the hedged expected future cash flows affect profit or loss.

Hedges of a net investment in a foreign operation
Hedges of a net investments in a foreign operation shall be accounted for as follows:

V ltis a hedge of aet investment in foreign operations with functional currency different than the one of t
parent entity, by foreign currency liabilities.

V revaluation of foreign currency liabilities designated for hedge accounting is recognised in
comprehensive income and offset with the opposite revaluation of net investments in foreign operatic
consolidated financial statements.

Accumulated amont in other comprehensive income is transferred to the profit or loss statement in the case of p¢
or overall sale of shares in a foreign entity.

Cash flow hedge according to previously applied accounting standards: IAS 39

A hedge of the exposure t@riability in cash flows that (i) is attributable to a particular risk associated with a recogr
asset or liability or a highly probable forecast transaction, and that (ii) could affect profit or loss.

Cash flow hedge shall be accounted for as follows:

V the portion of the gain or loss on the hedging instrument that is determined to be an effective hedge shi
recognised in other comprehensive income and presented in equity; the ineffective portion of the gain or Ic
the hedging instrument shall iecognised in profit or loss.

V if a hedge of a forecast transaction subsequently results in the recognition of a financial asset or a financial |
the associated gains or losses that were recognised in other comprehensive income (effective hedlged <
reclassified from other comprehensive income to profit or loss as a reclassification adjustment in the same
or periods during which the hedged forecast cash flows affect profit or loss.

V for cash flow hedges other than those covered ab@mpunts that had been recognised in other comprehensi
income shall be reclassified from equity (effective hedge) to profit or loss as a reclassification adjustment
same period or periods during which the hedged forecast cash flows affect pradgsor
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The table below presents a summary of specific groups of relationships existing in 2018, designated for hedge accounting:

Nominal

¢

9

I L9/

Hedging instrument Hedged item value/ Me(;tautgty 31.12.2018 31.12.2017
Volume
Derivatives- Cash flow hedge Asset Liability Asset Liability
Currency risk and interest
rate risk
Interest and equity
payments for the term loan PLN
CIRSransaction drawn by CIECH S.A. with 889 008 2020 27,376  (42947) 53,530 (41,712)
an initial value thousand
PLN 1 045 thousand PLN
Currency risk
Future cash flows due to
Currency forwards realisation of revenues EUR
EUR/PLN from sales denominated or 78,784 2019 543 (218) 4,668 -
indexed to the EUR thousand
exchange rate
Future cash flows due to
Currencyforwards realisation of revenues uUsD
USD/RON from sales denominated or 31,800 2019 - (848) 1,429 -
indexed to the USD thousand
exchange rate
Interest rate risk
Interest payments related
to the term loan taken out EUR
Swap of EURIBOR6M 10 |\ ' jecpis A withthe 25521 2020 - (756) 210 (1956)
fixed interest rate ;
nominal value of EUR thousand
30,000 thousand
Raw material price risk
Futures contracts for the Cost of purchase of GO~ 812000 2019 22756 - 11458 -
purchase of CQunits units in 2017 and 2018 EUA ’ ’
Acquired call options 6875
embedded in a gas suppl' Cost of gas purchased in GW’H 2020 15978 - 15717 -
contract the period 201§2020
Net investment hedge
Currency risk
The hedged position is the EUR Upon the
Bond liabilities net investment in the 69,697 sale of - - - -
subordinated entity thousand shares
The hedged position is the EUR Upon the
Term loan liabilities net investmentn the 30,000 sale of - (129,000) - (290,599)
subordinated entity thousand shares

Amounts recognised in the cash flow hedge reserve are presented below:

01.01-31.12.2018

01.01-31.12.2017

Opening balance 10,021 (45,306)
IFRS @djustment 2,408 -
Adjusted opening balance 12,429 (45,306)
Changg in the fair value of the ht_edg?ng instrumer (7,971) 80,207
recognized in other comprehensive income

Income tax from the effective part 2,334 (16,004)
Transfer to financial result (2,386) (12,268)
Income tax 841 2,105
Ineffectiveness of hedge (2,132) 1,287
Closing balance 3,115 10,021
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The aim of the Group when taking the decision concerning the implementation of the principles of cash flow hedging was to
reduce the influence ointerest rate movements, exchange rates differences due to incurred liabilities, (e.g. loans, bonds)
and the impact of changes in raw material prices (gas,céffificates) on the statement of profit or loss by reflecting their
hedging nature in the finacial statements.

The result of the settlement of the effective portion of hedging instruments is reclassified from equity to the statement of
profit or loss upon the realisation of the hedged item and recognition of its effect in the statement ofqrédis.

In the reporting period, there were no instances of identifying the inability to realise a future transaction in respéittof w
the cash flow hedge accounting was applied.

Other relationships (not listed in the table above) were cancelledsatilied in the previous reporting period in connection
with the occurrence of the hedged position.

Sales revenues designated to hedge accounting are considered as highly probable. Their occurrence is anticipated in the
D N2 dzLJaerm fingnhgfaliforecastAdditionally, to a large extent, these transactions are concluded with regular customers

of the Group Companies, which supports the probability of their occurrence. The effect of the cash flow hedge accounting
and the net investment hedges in foreign &igs was presented in the consolidated statement of other comprehensive
income of the CIECH Group.

8.3. FINANCIAL RISK MANAGEMENT

Risk management principles

The CIECH Group actively manages operational and financial risk, striving to reduce the flucteasobrflows and maximise

GKS O02YLI yASaQ YIN)LSG &It dsSo

¢KS /L9/1 DNRdzZLIQa Ll2fA0e FaadzySa ylGdaNIt KSRIAYyI 27F AYLER2NI
currencies exchange rate change by using derivatives and 100% exposure to interest rate risk.

In 2018, 2017 and 2016, the following transaes were applied: forward transactions hedging currency risk (forward
transactions, CIRS), and interest rate risk (IRS and CIRS transactions), transactions hedging the priceensissib@@ghts
(forward, futures), transactions hedging the risk of gas prices (forwards, embedded options) and transactions hedging the
risk of selling electricity prices (forward).

Cash management

The CIECH Group cooperates with bank service providdrgh credit rating and with substantial experience in the cash
management area. Allocation of financial resources to the Group companies is performed through the usegrbirtra
loans, dividends payout by subsidiaries, participation in a cash maragesystem (cashpooling) and increase of share
capital in the subsidiaries.

Quantitative and qualitative information on financial risks

The CIECH Group manages financial risks based on, among others, the developed and adopted market risk hedging strategy.
The aim of the financial risk management policy is to identify areas requiring risk analysis to determine methods to identify
and measure it, to determine activities undertaken in relation to identified risk areas and to define organisational solution

in the risk management process.

In fulfilling its main goals, the Group aims to avoid excessive market risk. This goal is realised by identifying, mamdtoring
hedging cash flow fluctuation risk and monitoring the size and costs of CIECH Group debt.sééssing risk, the Group
takes into account the risk portfolio effect resulting from the variety of conducted business activities. Risk effects are
materialised in the cash flow statement, statement of financial position and the statement of profit or loss

Financial risk management covers processes of identifying, measuring and establishing the manner of responding to that risk,
including processes related to currency exchange rates and interest rate fluctuations. The Group monitors risk areas which
are most important for its activities.

Interest rate risk

The Group finances its activity mainly through term loans and bonds. The amount of the costs of-in¢arasy debt held

by the Group depends on the reference rate. This refers to term loans madeldwaileder a facilities agreement dated 9
January 2018 in the amount of PLN 2 2dillion and EUR 30 million, a revolving credit facility made available under a facilities
agreement dated 9 January 2015 in the amount of PLN 250 million (as at the end8ott2®tebt amounted to PLN 250
million), overdraft facilities (as at the end of 2018, the debt amounted to PLN782 thousand)and a part of lease and
factoring contracts.
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Therefore, the Group is exposed to risk of change in finance costs due to apantgirest rates on existing debt. This may
result in increased financial costs and, consequently, deterioration of the CIECH Group financial result. The riskyis partial
reduced by the assets owned by the CIECH Group (bank deposits), interest beacicgyitance with variable interest rate,
and by concluding hedging transactions.
In 2018, the CIECH Group used the following interest rate hedging transactions:
9 interest rate swap transaction to hedge the variable interest rate levels applicable to thdatao of interest on the
term loan made available in November 2045d annexed on 9 january 2018he transaction hedged indebtedness in
the amount of EUR 30 millipdepreciated in accordance with the IRS transaction schedule
9 currency and interest ratswap transactions to hedge the variable interest rate levels applicable to the calculation of
interest on the term loan made available in November 2@bh8 annexed on 9 january 2018he transaction hedge
indebtedness aihitial nominal value of PLIN045 milliom depreciated in accordance with the CIRS transaction schedule
The table below presents the consolidated statement of financial position items (without derivative instruments) exposed to
interest rate risk:

Total carrying amount 31.12.2018 31.12.2017

Floating interest rate instruments (1,464,067) (865,052)
Interest rate swap transactions* 192,139 489,754
Cash flows sensitivity (net) 1,656,206 1,354,806

*including EUR 30 million hedged by IRS, PLN 1,045 million hedged HyRSR&nsaction isolated as part of decomposition of CIRS.

The table below shows the effects of a change in the interest rate by 100 basis points in relation to the floating iaterest r
instruments presented in the statement of financial position.

Statement of profit or loss Equity*

Increase Decrease Increase Decrease

by 100 bp by 100 bp by 100 bp by 100 bp
31.12.2018
Floating interest rate instruments (14,641) 14,641 - -
Interest rate swap transactions* - - 11,704 (12,093)
Cash flows sensitivity (net) (14,641) 14,641 11,704 (12,093)
31.12.2017
Floating interest rate instruments (8,651) 8,651 - -
Interest rate swap transactions* - - 29,349 (30,594)
Cash flows sensitivity (net) (8,651) 8,651 29,349 (30,594)

* Do not include the impact of profit/loss on equity.

Currency risk

Currency risk is an inevitable component of commercial activity denominated in foreign currencies. Due to the nature of
conducted import and expomperations, the CIECH Group is subject to currency exposure related to the significant lead of
export over imporf thevalue ofexposure is also affected by investment projects implemented in currencies and the structure
of external financingSources ofarrency risk which exposed companies within the Group ir8B2@dludes: sales of products,
purchase(raw materials,nvestment projects expendituresipans taken out and cash in foreign currencies. Unfavourable
changes in currency exchange rates may wotbe CIECH Group's financial results.

Foreign exchange risk analysis is focused on the level of operating cash flows. The SDEhd@Ryoplanvere excluded

from the analysis sinctheirs functional currency is EUR and all reported operating cash flowsesettomparies are

performed in this currency.

In 2018, the CIECH Group used hedging contracts, such as forward options, to partially cover currency risk. The CIECH Group
tries to naturdly hedge the foreign currency exposure, including matching of currency flows arising from sales and purchases

as well as strategic debt denominated in EUR, in order to fit it to the expected exposure to currency risk in operations.

The table below presents the estimated currency exposure of the CIECH Group in EUR (excluding figures concerning
the SDC Grouand Proplan Plant Protection Company, )Sdnd in USD as at 31 December 2018 and 2017 due to
financial instruments:
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Impact on
- Impact on the statement of other
Exposurei 2 OdzNNBy O& NmRal Ay 9! 31122018 31.12.2017 statement of .
) comprehensive
profit or loss ; N
income
Assets
Borrowings granted sensitive to FX rate changes 83,400 61,191 X
Trade and othereceivables 25,878 23,181 X
Cash including bank deposits 12,676 21,003 X
Liabilities
Trade and other liabilities (20,751) (18,780) X
Term loan liabilities (30,000) (69,673) X
Otherloan liabilities (7,646) - X
Hedgingnstruments: Forward (78,784) (23,600) X
Forward fiot designated to hedge accounting (25,000) - X
Hedging instruments: CIRS (forward transactions isolated (209764) (246665) X

part of decomposition of CIRS)

Total exposure (250,546) (253343)
* Measurement of financial instruments designated for hedge accounting is referred to other comprehensive income wtiilecineff is
recognised in the profit or loss statement.

Impact on
Impact on the statement of other
9ELIZ&dzNB (2 Od2NNByOé& N&aj 31.12.2018 31.12.2017  statement of )
) comprehensive
profit or loss B N
income
Assets
Trade and other receivables 18,651 15,464 X
Cash including bank deposits 1,130 10,080 X
Liabilities
Trade and other liabilities (6,059) (3,862) X
Hedging instruments: Forward (31,800) (5,600) X
Total exposure (18,078) 16,082

* Measurement of financial instruments designated for hedge accounting is referred to other comprehensive income weiieenee is
recognised in the profit or loss statement.

The table contains an analysis of the sensitivity of individual statement of financial position items to exchange rate change
as at 31 December 2018.

Impact on statement of

Analysis of sensitivity to foreign exchange rate Impact on the statement of

changeEUR (L profit or loss other ci(r)]rgwopéeehenswe
31.12.2018
Currency balance sheet items 380 680 (300)
Hedging instruments: Forward and CIRS (2,885) - (2,885)
31.12.2017
Currency balance sheet items 169 866 (697)
Hedging instruments: Forward and CIRS (2,703) - (2,703)

* Increase of EUR/PLN exchange rate by 1 grosz.
Analysis of sensitivity to foreign exchange rate (000USD* Impact on t_he statemenbf Impact on statemer_lt of other
changes; USD profit or loss comprehensive income
31.12.2018
Currency balance sheet items 137 137 -
Hedging instruments: Forward (318) - (318)
31.12.2017
Currency balance sheet items 217 217 -
Hedging instruments: Forward (56) - (56)

* Increase of USD/PLN exchange rate by 1 grosz.
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Raw material price risk

¢

9

I L9/

As part of its operations, the CIECH Group is exposed to the risk of changes in the prices of energy resources (ingluding coa

naturalgas, prices of CO2 emission certificates) and the risk of changes in electricity sales prices.

The CIECH Group reduces the market risk of raw materials prices by concluding contracts with suppliers with the appropriate

pricing formula or by using forwardansactions.

Credit risk

Credit risk means a threat of the counterparty not fulfilling the obligations stipulated in the agreement, exposing the lende

to financial loss.
From the CIECH Group's point of view, credit risk is linked to:

9 trade receivables from customers,
1  cash and bank deposits.

The CIECH Group is exposed to credit risk connected with the credit rating of customers being parties to products and goods
sales transactions. That risk is limited by using internal procedurestablish amounts of credit limits for customers and to

manage trade receivables (the Group uses securities in the form of a letter of credit, bank guarantees, mortgages, seceivable
insurance and noNB 02 dzZNE S FF Ol 2NA Yy 30 & / d=sédand appio@iatechlBt&a i§ doiNddl oy S &
the borrowers, allowing for a reduction of potential losses in the case of failure to repay the debt. Credit risk asséssment

customers is performed prior to concluding an agreement and periodicallybesesjuent deliveries of goods in accordance

gAOGK GKS 0AYRAY3I LINPOSRdAzNBad hy aStSOGSR YIN]SiGax

make use of services provided by companies specialising in insuring receivables.

Credit riskconnected with cash in bank and bank deposits is low as the CIECH Group enters into transactions-raitindpigh

banks with stable market position.

I O02NRAY3 (G2 GKS /7 L9/ 1 DNRdAzZIQ& / 2 YL} ¥y A S & Z-dowrsaged tigh crédi I

quality.

At the end of the reporting period, in the Group there was an external loan granted by CIECH Trading S.A. to Infrastruktura

YI Lzl OA&ail { ! d ¢ dzLJ RO21 OA f A1 6ARIFOdayS2a A yoaldorsponde dzy i

mainly to the value of the mortgage collateral held by the Company.

The table below presents the maximum exposure of financial assets to credit risk as at the end of reporting period.

31.12.2018 31.12.2017
Cash and cash equivalents 192,139 489,754
Loand and receivables 437,193 411,011
Hedging derivatives with negative value 27,919 59,837
Embedded instruments with negative value 15,9M 15,717
TOTAL 673,230 976,319

The CIECH Group has no material items which would be uncollectible as at the reporting date and not covered by an

impairment allowance. The table below presents trade receivables by age from maturity date.

Trade receivables and receivables frdactoring Loans granted
31.12.2018 31.12.2017 31.12.2018 31.12.2017
Soda segment 254,909 222,954 - -
Organic segment 145,422 132,210 - -
Silicates and Glass segment 39,128 27,271 - -
Transport segment 21,703 15,930 - -
Otheractivities 16,119 18,871 1,800 26,087
Consolidation adjustments (41,888) (32,312) - -
TOTAL 435,393 384,924 1,800 26,087
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Below is a reconciliation of impairment allowances for trade receivables in accordance with IFRS 9.

¢

9

ECLn lifetime - £\ i1 jtetime
01.01-31.12.2018 ‘ wnhout with impairment TOTAL
impairment

As at31.12.2017¢ according to IAS9 - 28919 28919
IFRS opening balance adjustment 5,098 - 5,098
g‘éig'rg?nzéi??;gg)s dL01.2018 5,098 28,919 34,017
Recognized 182 6,355 6,537
Reversed (142) (2,842) (2,984)
Usage - (731) (731)
/ KI'y3aS Ay DNRdzZLIQa O2YLRaAlAZ2Y - 1,054 1,054
Exchange differences - 464 464
Closing balance according to IFRS 5,138 33219 38,357

Calculation of impairment losses with respect to trade receivables

I L9/

The tables below present reconciliation of impairment losses on trade receivables in accordance with IFRS 9. The rates of
default and the calculation of impairment losses as at Janua2p18 and December 31, 2018 are presented in the tables

below.
Total Not overdue 0-30days 30-90days 90-180days >180days
Trade receivables gross as@t.01.2018 366,587 290,684 33,895 5,641 4,560 31,807
Failure ratio 0.21% 0.19% 0.83% 17.65% 11.22%
Expected credit losses acoording to IFR¢ 5,098 614 64 a7 805 3,568
Total expected losses 34,017 1,041 156 72 941 31,807
from grup analysis 5,098 614 64 47 805 3,568
from individual analysis 28,919 427 92 25 136 28,239
Total Not overdue 0-30 days 30-90 days 90-180 days >180 days
Trade receivables gross ast.12.2018 414,705 340,650 31,963 6,389 1,675 34,028
Failure ratio 0.20% 0.31% 33.00% 51.70% 6.37%
Expeted credit losses acoording to IFRS 5,932 691 98 2,108 866 2,169
Total expected losses 38,357 1,045 98 2,116 1,070 34,028
from grup analysis 5,932 691 98 2,108 866 2,169
from individual analysis 32,425 354 - 8 204 31,859

Liquidity risk

The CIECH Group is exposed to risk connected with maintdiopingdjty due to the considerable share of external financing
(due to the term loan, working capital facility and lease agreements) in relation to operating results, the limited ability t
obtain new financing due to the existing high level of indebtedraskthe risk of losing the existing lotgym financing as

a result of violating covenants stipulated in the bond issue terms and loan agreements.

The following measures are applied to reduce liquidity risk:

== =2 =4 =

current monitoring of liquidity of the CIECHNR dzLJQ a

monitoring and optimisation of the level of working capital,
adjusting the level and schedule of capital expenditure,
AYGNF INRdzL) 62NNRB gAYy Ta&

I YR

adzNBUASa

O2YLI) yArASax

FT2N (K

1 current monitoring of the settlementf liabilities under the loan agreements conditions.

FAYLFYyOAYy3a A&
250 million has been made available to the Group, among other facilities, constituting an additional source of currémt liquid

¢ KS DNRdzLIQ &
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¢

and working capital financing (as at 31 December 2018, the facility was drawn down in the amount of PLN 25@maillion)
overdrafts, with a limit up to PLN 100,000 thousand and EUR 10,000 thaousand

The table below presents financial liabilities at fae&se grouped by maturity.

Carrying  Contractual  Below up to 12 Over 5
3L.12.2018 amount cash flows 6 months months 1c2 years 365 years years
Other financial liabilities: (2094 214) (2 229 547) (766 255) (22 006) (41797) (1399 489) -
Tradeliabilities (441 239) (441 239) (441 239) - - - -
Loans and borrowings (1632666) (1767999) (304 707) (22 006) (41797) (1399 489) -
Factoring (20 309) (20 309) (20 309) - - - -
Finance lease liabilities (23 %10) (25 073) (3134) (3284) (8 632) (9399) (624)
Derivatives recognised in financial
liabilities designated as hedging (44 768) (45 934) (930) (5570) (8 102) (31 332) -
instruments
TOTAL (216252) (2300 554) (770 319) (30 860) (58 531) (1440 220) (624)

Carrying  Contractual  Below up to 12 Over 5
31122017 amount cash flows 6 months months 1c2 years 365 years years
Other financial liabilities: (1,738,485) (1,821,902) (424,279) (215,123)  (226,365) (956,135) -
Tradeliabilities (380,404) (380,404) (380,404) - - - -
Loans and borrowings (1,329,919) (1,413,336) (15,713) (215,123)  (226,365) (956,135) -
Factoring (28,162) (28,162) (28,162) - - - -
Finance lease liabilities (24,888) (26,769)  (2,323) (2,938) (7,894) (7,744) (5,870)
Derivatives recognised in financial
liabilities designated as hedging (43,669) (45,900) (393) (1,205) (5,328) (38,974)
instruments
TOTAL (1,807,042) (1,894,571) (426,995) (219,266)  (239,587) (1,002,853) (5,870)

Detailed information concerning revenues and costs pertaining to financial instruments, recognised in the statement of profit

or loss has been presented in note 8.1.

8.4. DETERMINATION OF FAIR VALUE

The following lispresents the fair value of financial instruments

31.12.2018 31.12.2017
Carrying amount Fair value Carrying amount Fair value
Cash and cash equivalents 192,139 192,139 489,754 489,754
Loans granted 1,800 1,800 26,087 26,087
Tradereceivables 376,348 376,348 337,668 337,668
11Geésl FTAYlIyazsS 1 6&0Sye 27,919 27,919 59,837 59,837
Embedded instruments with positive value 15,979 15,979 15,717 15,717
Factoring receivables 59,045 59,045 47,256 47,256
ASSETS 673,230 673,230 976,319 976,319
Loans and borrowings (1,632,666) (1,639,869) (1,329,919) (1,335,630)
Trade liabilities (441,239) (441,239) (380,404) (380,404)
Hedging derivatives with negative value (44,768) (44,768) (43,669) (43,669)
Financial lease liabilities (23,540) (23,540) (24,888) (24,888)
Factoring liabilities (20,309) (20,309) (28,162) (28,162)
LIABILITIES (2,162,522) (2,169,725) (1,807,042) (1,812,753)
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The fair valuef financial assets and liabilities corresponds with the amounts for which these instruments may be exchanged
in a market transaction between well informed parties. The following assumptions were made in establishing the fair value:

9 cash, trade receivablemnd liabilities are not measured at fair valgé is assumed that the carrying amount is the closest
to fair value due to the short maturities of these instruments,

9 fair value of financial assets and liabilities recognised in the statement of fingosigion at amortised cost for which
no active market exists was established as the present value of future cash flows discounted at market interest rate.

Measurement at fair value is grouped according to thleeel hierarchy:

1 Level 1¢ fair value base@n market listing stock exchange prices (unadjusted) offered for identical assets or liabilities
on active markets.

1 Level 2¢ the CIECH Group values derivatives at fair value by using measurement models for financial instruments and
applying generally avable interest rates, currency exchange rates etc.

1 Level X fair value estimated on the basis of various evaluation techniques which are not based on observable market
inputs.

Assets and liabilities measured at fair value

31.12.2018 31.12.2017
Levell Level 2 Level 3 Level 1 Level 2 Level 3
ASSETS 22,756 44,010 37,766 11,458 75,554 44,268
Investment properties - - 37,766 - - 44,268
Hedging instruments - 27,919 - - 59,837 -
Derivatives with positive value - 112 - - - -
Futures contracts 22,756 - - 11,458 - -
Embedded instruments - 15,9M - - 15,717 -
LIABILITIES - (44,768) - - 43,669 -
Hedging instruments - (44,768) - - 43,669 -
TOTAL 22,756 (759) 37,766 11,458 119,223 44,268

As at31 December 2018, the CIECH Group held the following types of financial instruments measured at fair value:

9 futures contracts for the purchase of ¢rtificates concluded by CIECH Soda Polska S.A., hedging the cost of purchase
of CQunits in 2018 and 2Bt Level 1, according to the fair value hierarchy,

1 concluded by the parent company, CIECH S.A.: interest rate swap contracts, CIRS (currency and interest rate swap)
contract EUR/PLN Level 2, according to the fair value hierarchy,

currency forward EUR/PLN concluded by CIECH Vitrosilicon §eAel 2, according to the fair value hierarchy,

isolated option instruments (acquired call options) embedded in the gas supply contract concluded by
CIECH Energy Deutschland GmbH on 1 Alfiisd, hedging the cost of gas purchased in 220201 Level 2,
according to the fair value hierarchy,

1 currency forwards EUR/PLN and USD/RON concluded by CIECHL®V&I 2, according to the fair value hierarchy.

In 2018, there were no transfers withihe fair value hierarchy of instruments measured at fair value. There were no changes

in the classification of financial instruments, or in business conditions that could affect the fair value of financ&@abasset

liabilities.

The fair value of instruntés concluded is determined in the following manner:

9 the fair value of the interest rate swap contract is determined as a difference in the discounted interest rate cash flow
(cash flow based on a floating rate, thecalled floating leg, and a fixed ratihe secalled fixed leg). The input data for
the method is the market data for interest rates provided by Reuters.

9 the fair value of the CIRS contract is determined as a difference in discounted interest and capital cash flows. The input
data for the méhod is the market data for interest rates and cross currency kasaps quotations provided by Reuters.

1 the fair value of the currency forward is determined as a difference between the transaction rate and the forward rate
at the valuation date multiplié by the nominal value of the contract in the foreign currency. The input data for the
method is the market data for interest rates and cross currency {zagps quotations provided by Reuters.
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1 Futures contracts for the purchases of L@rtificates aresettled on a daily basis according to quotations published on
L/9 YR 99.0a aG201 SEOKIy3aSs

1 options (call) embedded to gas purchases contract, are valued according teSBlaales model, taking into account
F2NB I NR LINKA OS& | dz2 U S Rhange/andLithplied olatifity ¢f §as friges spécHicdl pased BIOstock
quotations for options for gas purchases.

Fair value of derivative Cash and Longterm Shortterm Other non Trade and

instruments and embedded cash ) ; ) . current other TOTAL

instruments equivalents financial assets  financial assets liabilities liabilities

31.12.2018

IRS EUR - - - (282) (474) (756)
CIRS - 11,859 15517 (37,899) (5,047)  (15570)
Forward EUR/PLN - - 543 - (218) 325
Forward USD /RON - - - - (848) (848)
Embedded instruments - 4,007 11,972 - - 15,979
Futures contracts 22,756 - - - - 22,756
TOTAL 22,756 15,866 28,032 (38181) (6,587) 21,886
31.12.2017

IRS EUR - 210 - (620) (1,336) (1,746)
CIRS - 34,876 18,654 (40,908) (805) 11,817
Forward EUR/PLN - - 4,668 - - 4,668
Forward USD /RON - - 1,429 - - 1,429
Embedded instruments - 8,576 7,141 - - 15717
Futures contracts 11,458 - - - - 11,458
TOTAL 11,458 43,662 31,892 (41,528) (2,141) 43343

Investment properties are also measured at the fair value in the financial statements. According to the fair value hierarchy,
it is Level 3. Investment reaktate portfolio is evaluated by an external, independent property appraiser or based on a
preliminary sale agreement. In measuring the fair value of land used under the perpetual usufruct in Bydgoszcz, a comparative
method was applied. The comparative apach means measuring the value through an analysis of recent sales or listings of
comparable assets. These transactions or offers are adjusted in order to take into account differences of the valuated assets
and comparable assets on the day of their sidleexample date of sale, location, area, technical status and other. According

to the method of average price adjustments, estimating the property value that is the subject of valuation is based on the
average price adjustment of similar properties, tHatm the base for the comparison creating adjustment coefficients
corresponding to different characteristics of these properties. The calculations are based on comparative properties,
described by attributes influencing the level of properties pricestaausaction prices of these properties.

Valuation of buildings located in Bydgoszcz and tangible assets identified as technical infrastructure (including aasets that
necessary to keep properties operational but which are not traded on the secondakgethar synthetically included in the

total value of land valuated under the comparative approach method. Buildings and structures located on plots of land in
Bydgoszcz have no impact on the market value of this land, therefore, for accounting purpeseslut of this group of

assets was determined based on their book value. In the final balance sheet, the value of buildings and structures was
deducted from the value of land.

The measurement of the fair value of investment property does not include daion costs, which the entity might
additionally bear, future capital expenditures regarding development or improvement of the investment property, as well as
future benefits regarding those expenditures.

The verification of the fair value of investmenpperties is conducted at least once a year at the balance sheet date ending
the financial year.

Financial instruments not measured at fair value

The CIECH Group has taken out term and revolving credit facilities whose book value, as at 31 Decembais 201K,
1,632,666 thousand, and whose fair value amounted to PLN 1,639,869 thousand (Level 2 of fair value hierarchy). The Group
concluded that the fair value of the loans taken out does not differ significantly from their nominal value due to th®fact t

these loans carry variable interest rates. In the case of the remaining financial instruments held by the CIECH Grftegb (classi
mainly as cash and cash equivalents, loans and receivables, financial liabilities measured at amortised cost othesthan loa
and bonds and financial liabilities excluded from the scope of IFRS 9), the fair value is close to the book value.
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9 OTHER NOTES

9.1. NOTES TO THE CONSOLIDATED STATEMENT OF CASH FLOWS

The tables below present the reasons for ttiéferences between the changes of particular items of the consolidated

statement of financial position and changes resulting from the consolidated cash flows statement:

31.12.2018 31.12.2017
Inventory change presented in consolidated statementfafancial position 74,001 65,253
Currency translation reserve (1,703) 2,812
/ KF'y3aS Ay DNRdzZLIQa O2YLIRaAlGAZ2Y (23,070) -
Inventory change in consolidated statement of cash flows 49,228 68,065
31.12.2018 31.12.2017
Provision change presented tonsolidated statement of financial position 103,367 (23551)
Reclassification of provisions to /from liabilities 11,317 (823)
Change in the provision for income tax (90,249 -
Currency translation reserve (2,924) 6,366
Other 3,432 1
Provisionschange in consolidated statement of cash flows 24,946 (18,007)
31.12.2018 31.12.2017
Receivables change presented in consolidated statement of financial position 71,136 (10,048)
Change in investment receivables (298) 13,517
Change irincome tax receivables (2,872) 298
Change in receivables from caverns 17,074 19,619
/ KIy3S Ay DNRdzZLIQ& O2YLRAaAAGAZY (7,633) -
Currency translation reserve (7,784) 15,257
Other 4,433 7,346
Receivables change presented in consolidatdtement of cash flows 74,056 45,989
31.12.2018 31.12.2017
Change of liabilities presented in consolidated statement of financial position 318,437 (250,682)
Change in investment liabilities 36,137 14,594
Change in financial liabilities (298,043) 266,408
Change in income tax liabilities (5,082) (4,091)
Currency translation reserve (16,912) 29,394
/ KIy3S Ay DNRdzZLIQ& O2YLRAaAAGAZY (3,797) -
Other (23,353) 10,536
Liabilities change presented in consolidated statement of céisiwvs 7,387 66,159
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9.2. INFORMATION ON CHANGES IN CONTINGENT ASSETS AND LIABILITIES AND OTHER MATTER

Accounting policy

Contingent assets usually arise from unplanned or other unexpected events that give rise to the possibility of an
of economic benefits to the Group. An example is a claim that the Group is pursuing through legal processes, wt
outcome is uncegin. Contingent assets are not recognised in the statement of financial position since this could
in the recognition of income that may never be realised.

A contingent liability is a possible future obligation, whose existence will be confirméldebgccurrence or non
200dZNNBy OS 2F dzy OSNI I Ay FdzidzNBE S@Syida y2G sK2ftfte |
past events but were not recognised in the financial statements because it is not probable that an outfloauotess
embodying economic benefits will be required to settle the obligation, or the amount of obligation cannot be mea:
with sufficient reliability. Contingent liabilities are not recognised in the statement of financial position.

Significantdisputed liabilities of the CIECH Group

As at31 December nmy X GKS / L9/ 1 DNRdzZJ RAR y2i KFI@S lye aA3ayATFAOl yi
subsidiaries, pursued in all types of proceedings before court, body appropriate for arbitqatozeedings or public
FRYAYAAOGNI GA2y 62RASAT SEOS LIAudiB af ik setefnents latth& ECHR B @ING 6 ISWRR 6 B K
case described below:

(Y6l

The case brought by OO0 GK ZEMLYAKOFF against CIECH Sarzyna S.A. for payment

Subject of he claim: compensation for improper performance of the contra@lue of the dispute: USD566thousand

On March 4, 2019, CIECH Sarzyna S.A. received a colamer from OOO GK ZEMLYAKOFF for payment of
USD 766 thousandwith statutory interest for delay from the date of filing the lawsuit (November 30, 2016). The amount
claimed by OOO GK ZEMLYAKOFF constitutes compensation for improper performance of the contract consisting in the
delivery of a defective plant protectigoroduct called Expert Trio OF KE. Case pending.

In order to demonstrate the damage suffered, withesses and documents from Zemlyakoff were appointed, including
agreements linking Zemlyakoff with contractors (Zemlyakoff claims losses lost as a resultesfrtimation of commercial
cooperation due to product defects, in particular with two main contractors). Zemlyakoff presented the same evidence in
response to the lawsuit of CIECH Sarzyna S.A. for payment.

Given the evidence submitted, Zemlyakoff's claamndamages, disregarding its unfoundedness (CIECH Sarzyna consistently
denies responsibility for the product's defectiveness), has not been demonstrated in terms of the existence of damage, its
amount and adequate causatioAccording to CIECEarzyna S.And its representativethe claim should be dismissed

Significant disputed receivables of the CIECH Group

As at31 December nmy > GKS / L9/ 1 DNRdzZLJ RAR y2i K2fR lyée &AIAYATAOl Y
subsidiaries, pursued in all types of proceedings before court, body appropriate for arbitration proceedings or public
administration bodies.

Contingentassets and contingent liabilities including guarantees and sureties

31.12.2018 31.12.2017
Contingent assets 22,060 23,527
Other contingent receivables* 22,060 23,527
Contingent liabilities 522,544 568,733
Guarantees and sureties granted** 421,130 396,408
Other*** 101,414 172,325

* Including:

1 /2yidAay3aSyid aasSi Ay GKS lYz2dzyd 2F t[b myIycn (K2dzalyR oNBfFGSR
O2YLISyaliAzy F2NI YIFE{Ay3a |y It S3S RoodayCBRCHS.A RISG@the dohdiiicn BfyAgrackem D ¥2b C &
/ T0dzOKs ¢ { LI 1T 2d2d gAGK AGa NBIAAGSNBR 2FFAO0S Ay /1 0d2O0Ks g ®

1 CIECH Soda Polska ®.#alue ofrecognised contingent assas at the end of 201&mountsto PLN 3,196 thousanglit is the value of
energy efficiency certificates received from the President of the Energy Regulatory Office in 2017 that have not beéryeeaotte
account kept by the Polish Power Exchange.

** Including:
1 guarantee granted upo the amount of 125% of liability related to term loan in the amount of PLN 1,212,520 thousand and revolving
loan in the amount of PLN 250,000 thousarmbntingent liability in the amount of PLN 365,630 thousand,
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i guarantee granted up to the amount 023% of liability related to term loan in the amount of EUR 30,000 thouseadtingent liability
in the amount of PLN 32,250 thousand,

i guarantee granted up to the amount of 125% of liability related to stearh loan in the amount of EUR 50,000 thousgrmbntingent
liability in the amount of PLN 12,500 thousand,

1 guarantee granted up to the amount of 125% of liability related to stearh loan in the amount of EUR 10,000 thousgrmbntingent
liability in the amount of PLN 10,750 thousand.

*** Including mainly:

1 contingent liability in the SDC Group relating to environmental protection in the amount of PLN 15,661 thousand (EUguS#64l),th

1 contingent liability in CIECH Soda Polska S.A. regarding environmental penalty fees in the BRIONr8&524 thousand,

i contingent liabilities in CIECH Soda Polska S.A. resulting from blank promissory notes for the National Fund for Er\Bratectpta
and Water Management relating to grants received in the amount of PLN 19,898 thousand,

i contingent liabilities in CIECH Sarzyna S.A. resulting from a grant received for developing and testing a grougheimacsb
preparations in the amount of PLN 14,645 thousand,

1 contingent liabilities in CIECH R&D Sp. z 0.0. resulting from promissory ndieg telsubsidies received for investment projects aimed
at developing and optimising production processes in the amount of PLN 13,385 thousand.

As at 31 December 2018, contingent liabilities amounted to B2N544 thousand and decreased compared ta31l
December 2017 by P14%,189 thousand. This change resulted primarily from:

1 repayment of a part of debt on account of loans and changes in the level of guarantees granted,

1  signing of annexes for subsidies received,

1  expiry of promissory notes for grantsaeived.

Sureties and guarantees granted as at 31 December 2018

Total amount of liabilities covered by Financial terms, including guarantee fee due to th

- SYSTAOAL guarantee/surety in whole or in specific par company; guarantee period Principal
currency PLN

CIECH S.A.

Landesamt fuer

Geologie und EUR 7,101 Commission of 1.5% p.a. of the guaranteed liabili CIECH Soda
30,534 thousand - S A Deutschland

Bergwesen thousand collateral pertaining to liability; no time limit (subsidiary)

SachserAnhalt ry

Santander PLN 18,000 Commission of 1.5% p.a. of the guaranteed liabili CIECH Trading S.

18,000 thousand

Faktoring Sp. z 0.«  thousand collateral pertaining to liability; no time limit (subsidiary)

Commission of 1.5% p.a. of the guaranteed liabili

Spolana a.s. i:iﬁsla’ggo 6,450 thousand collateral pertaining to liability. Liabilities incurrec CIE((S:S);;?Sm? S,
and outstanding by 31.12.2018 y
Siemens Industria CIECH Energy
Turbo machiner EUR 1,753 7 538 thousand Commission of 0.4% p.a. of the guaranteed liabili ~ Deutschland
sro y thousand ’ lease instalments outstanding by 30.04.2019 GmbH
I (subsidiary)
DB Cargo Polska PLN 2,850 2.850 Commission of 1.5% p.a. of thearanteed Ilaplllty; CIECH Cargo Sp.
SA thousand thousand collateral for payment, court settlement relating to 0.0.
o u a damage to a leased locomotive; 30.06.2019 (subsidiary)
Commission of 1.5% p.a. of the guarantdiedility; CIECH Soda
collateral pertaining to liability; until the liabilities
Evatherm AG EILJR ZSH%OC 99,760 thousand arising from the agreement between Evatherm A Deubts%hland
ousa and CIECH Soda Deutschland GmbH have bet (su S! !ary)
settled (subsidiary)
Total amount of guarantees and suretieganted PLN 165,132 thousanc

Selected subsidiaries in Poland, Germany and Romania
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Total amount of liabilities covered by Financial terms, including guarantee fee due to th

SYyST¥AOAI - ; - ; i Principal
guarantee/surety in whole or in specific par company; guarantee period
currency PLN
PLN 1828150 thousand
(guarantee granted up to
the amount of 125% of
liability related to term loan
in the amount of
PLN 1,212,520 thousand
Banks: and PLN 312,500 tlusand
Bank Handlowy for a revolving credit facility
w Warszawie S.A in the amount of PLN
Bank Millennium Eﬂsgvg;’%é%"tﬁins‘?nd Commission of 0.55% p.a of the difference betwe
S.A., Santander (quarantee granted up to the limit of the guarantee collaterallseq by asset:
Bank Polska S.A.,  the amount of 125% of and a surplus of the guarantee limit;
Bank PKO BP S.A liability related to term loan ) )
Credit Agricole in the amount of 2,105,650 Period for which the surety was granted CIECH S.A.
9 EUR 30,000 thousand) thousand 31 December 2028 term loan and revolving credit (parent company)
Bank Polska S.A.,  piN 62,500 thousand facility and
gch;cl?;gI?EPolsk (?#:Zin:ffn?:;nsg;p;f 31 December 2024 overdraft facilities in PLN anc
A uro 0
S.A. Branch in P liability related to EUR
o overdraft facility granted by
Poland, mBank Bank Millennium S.A. in the
{®! X . D amount of PLN 50,000
Paribas S.A. thousand and
EUR 12,500 thousand
(guarantee granted up to
the amount of 125% of
liability related to overdraft
facility in the anount of EUR
10,000 thousand)
Total amount of guarantees and sureties granted PLN 2,105,650 thousani

In 2018, the CIECH Group companies did not re@giyeguarantees from third parties.
Letters of support

ta G om 58508SY0SNI HAamyZ / L9/ 1 {dld gl & (GKS 26t AaFSR LI NI& Ay
58dziaOKtlyR DYool g/ 2d YD &SIGSR Ay Dol (0 DdeMB 9 H{ BBt ANA Y HS R 2 (i 1
resulting from the agreement dated 5 May 2009 on salt caverns construction for the purpose of natural gas storage on the
{GFGFdNI YAYAYI FASER | O0O2NRAYy3I (2 6 KAOKby/3] BecenBeOBIBIS R LI &
In the letter of support, CIECH S.A. has committed, among other things, to ensure that CSD will have sufficient fuhds to fulf

its financial commitments against RWE resulting from the aboeationed agreement.

Audits of tax settlemrents at the GECHGroup

In 2018, tax authorities carried out tax audits or tax proceedings in the companies d&Ge{&@oup with respect to CIT and
VAT settlements.
The CECHGroup companies were subject @ T audits/proceedingsoncerning the following years:
a) 2012-at CIECH S.A.
b) 2013-at CIECH S.A.
c) 2015-at CIECH Soda Polska S.A.
- at CIECH Pianki Sp. z o.0.
-at CIECH Cargo Sp. z 0.0.
-at CIECH Sarzyna S.A.
- at CIECH Vitrosilicon S.A.
d) 2016-at CIECH Sarzyna S.A.

CIT audit for 2012 at CIECH 4. & Ay AGAlI GSR o6& G(KS 1 SFR 2F (KS alv2LkRtalis
5 April 2018. CIECHASreceived the outcome of the audit on 4 July 2018. The tax authority challenged the transaction
concerning the capital increase in a subsidiary. In the opinion of the authority, making a cash contribution by means of a
contractual sefoff of mutual receivales gives rise to income on the part of tt@mpanyfor which, according to the auditors,
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