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Healthy dividend but double whammy from lignite

Recommendation cut to Hold, TP up to CZK638

The rally in European carbon permits continues, so the market perception
of CEZ as a nuclear generator has been supportive to the stock. The 2021
dividend announcement should come in days and we expect a post-disposal
dividend payout of 105%, implying a dividend of CZK45 per share (dividend
yield of 7.4%), which would be above consensus estimates. However, we
believe the market underestimates the negative impact of CEZ's lignite
operations, which should continue for another 20 years and are highly
polluting. We expect EBITDA losses in the lignite division to be substantially
higher than gains in nuclear. While falling electricity price sensitivity to
carbon price changes may keep CEZ's EBITDA under pressure in coming
years. Additionally, CEZ has upped its mid-term capex guidance to almost
CZK40bn p.a., negative for the reported free cash flows. Our blended TP
increases 12% (market changes, inclusion of 2025 RAB distribution target) to
CZK638. We expect declines in lignite to outweigh the nuclear upside, and
we think the 2022E dividend may be 20% lower than this year's. The
potential upside to our price target falls to 5% resulting in our
recommendation cut to Hold.

2021 guidance. CEZ guides for 2021 EBITDA of CZK60-63bn and net profit of CZK17-
20bn. We expect EBITDA to consist of CZK54-57bn from strategic assets and CZK6bn
from divestments. CEZ sees EBITDA from assets it sells at CZK2-3bn, which implies
divestment-adjusted 2021 EBITDA guidance of CZK57-60bn. The company sees its
nuclear and sales EBITDA moving higher year on year, with flat EBITDA from
Distribution and Renewables, while Conventional Generation and Mining should
decline versus 2020.

Positive 2021E dividend surprise... CEZ disposed of its Romanian assets, while the
disposal of Bulgarian assets is scheduled for mid-2021. The company has made it clear
that one-off disposals should result in 2021E dividend moving above its standard 80-
100% payout ratio. We expect a 105% ratio applied to adjusted 2020 net profit, resulting
in a CZK24bn dividend payment (DPS CZK44.5, DY 7.4%), which would be substantially
above Bloomberg market consensus.

...but lignite double whammy? CEZ's market perception is that the company's results
are positively correlated with rising carbon credit prices. We advocate this may be false,
and carbon at EUR50/t may reduce CEZ's EBITDA vs. 2020: we expect the positive impact
of zero-polluting nuclear generation to be outweighed by highly polluting lignite. Our
analysis suggests that carbon at EUR100/t might exacerbate this trend, resulting in
below-consensus EBITDA in coming years. Also, CEZ's capex is on the rise, with total
capex expected close to CZK40bn to 2025E and lignite capex (modernizations) up by
CZK12bn in 2021-23E.

Risks vs. upsides. CO2, thermal coal and gas prices drive the electricity price, and CEZ's
EBITDAs and FCF (based on lignite and nuclear) are highly exposed to these prices in
the long term. In the short term, multi-year electricity / CO2 / volume hedging in force
limits volatility for CEZ. CEZ sees its nuclear volumes close to the maximum possible
output, but we think potential downside here outweighs volume upside. Dividend
payout at 110% in 2021E (and guidance for a flat payout in 2022E y/y) represents
downside risk. Outlays on nuclear will start weighing on FCFs over several years, and
details of the agreement on nuclear with the Czech government are still unknown.
Potential continued rapid growth in the price of carbon credits could support CEZ's
share price growth.

Forecasts, valuation, recommendation. We have adjusted our forecasts for market
prices, with small increases to 2021-23E forecasts. Also, as 2021 disposals are later than
we had expected, we have increased our 2021 forecasts for an extra contribution from
the Romanian/Bulgarian assets. The 2025 RAB distribution target supports an 18%
increase in our DCF valuation to CZK665, while there is minor growth in our DDM and
comparables valuation. Our blended TP expands 12% to CZK638, although CEZ's 10%
share price rally in April trims upside to 6%. We cut the stock to Hold from Buy.

CEZ: Financial summary

CZKmn 2018 2019 2020 2021E 2022E 2023E
Revenue 184,486 206,192 242,196 240,977 268,039 272,889
EBITDA 49,627 60,316 64,517 57,870 60,529 62,548
EBIT 19,759 26,429 12,585 32,654 35,402 37,813
Net profit 10,327 14,373 5,468 20,395 22,196 23,835
P/E (x) 28.2 19.8 45.9 15.9 14.6 13.6
EV/EBITDA (x) 9.1 7.5 5.6 7.7 7.5 7.4
DY 6.1% 4.5% 7.3% 7.4% 6.3% 6.2%

Source: Company data, Santander Brokerage Poland est., historical share prices for 2018-2020
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Recommendation Hold
Price (CZK, 04 May 2021) 601
Target price (CZK, 12M) 638
Market cap. (CZKbn) 323
Free float (%) 30
Number of shares (mn) 538

What has changed

e TP upped 12% to CZK638, recommendation cut to
Hold

e Asset disposal may trigger 2021E DPS of CZK45,
above consensus, but post-disposal 2022E DPS
may fall 20% y/y

e CEZis seen as CO2 price growth beneficiary, but
lignite operations downside to EBITDA could
outweigh nuclear upside, in our view...

e ..and conventional capex upped CZK12bn y/y
results in five-year capex almost at CZK40bn p.a.

e Later-than-expected asset disposal could offer
upside to 2021E fcasts, minor changes as of 2022E

e  Growth at thermal coal and gas prices represent
key risk to our recommendation
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Company description

Largest CEE & SEE vertically integrated utility, with capacity of
12GW. Key assets include Czech distribution segment, lignite
mines, 5GW in lignite and 4.3GW in nuclear units.
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Fig. 1. CEZ: Carbon certificate price [EUR/t]
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Key Story: Lignite’s double whammy?

Carbon price on the rise... Investors are perfectly aware of the positive impact of
carbon on the final electricity price, and the recent rally to above EUR50/t in 2025
contracts has fuelled expectations of continued higher electricity prices.

Fig. 2. CEZ: German electricity price [EUR/MWh]
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Source for charts 1-2: Bloomberg, Santander Brokerage Poland.

...but carbon’s impact on electricity prices has fallen. However, the environment
is not static. European generation is transforming from lignite and coal to
renewables/gas today, regardless of Germany’s decision to shut down its entire
nuclear generating capacity. In 2017 EUR1/t change in the carbon certificate price
resulted in EUR0.8/MWh change in the German electricity price, with that ratio falling
to 0.6x in November 2019 and to 0.43x currently. We expect the generation mix pivot
to renewables and gas may resultin carbon”s impact on the electricity price falling to
0.25x by 2023E.

Fig. 3. CEZ: Changes in carbon to electricity price [t/MWh, Fig. 4. CEZ: German electricity price in a scenario where
calculated as CO2 price change vs. electricity price change] carbon is priced at EUR100/t [EUR/MWHh]
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Source for Charts 1-2: Company data, Santander Brokerage Poland estimates
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Electricity-carbon spreads strongly moving downwards... For years CEZ has been
securing its future energy market exposure via simultaneous electricity and CO2
hedging. This policy has resulted in CEZ securing its electricity-CO2 spread at
EUR23.2/MWh in 2024 from EUR25.3/MWh in 2021. However, market prices (official
German electricity and carbon futures) result in very different outlook for European
electricity price to carbon spreads, more than halving y/y to EUR10/MWh in 2022E and
falling to EUR3/MWh in 2025E.
Fig. 5. CEZ: 2021-24 hedging [EUR/MWh] Fig. 6. CEZ: 2021-25 market prices and spreads [EUR/MWh]
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Source: Bloomberg, stooq.pl, Santander Brokerage Poland estimates

Market prices matter to CEZ, as the company's share of electricity / CO2 hedging in
total production is 56% in 2022E, 26% in 2023E and only 5% in 2024kE. In this light,
market prices and spreads remain very important to CEZ's future realized spreads.

Fig. 7. CEZ: Hedged spread vs. realized spread * [EUR/MWh]
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Source: Company data, Santander Brokerage Poland estimates, * based on official 2020 year-end
share of hedging in years 2022-2024
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EBITDA discussion. In 2020, CEZ's realized electricity price (EUR43/MWh) was
comfortably above lignite's cash cost of EUR25/MWh, offering a reasonable
EUR18/MWh spread. In the current environment (rallying CO2 prices, with electricity
prices growing at a slower pace) we expect CEZ's lignite clean spread to keep sliding
to EUR17/MWh in 2021E and EUR8/MWHh in 2023E (CEZ's last hedged year). In 2025E,
with both electricity and carbon priced at some EUR50/MWh, we see lignite’s clean
spread moving into negative territory. We also tested CEZ's lignite spread for a carbon
price of EUR100/t (implying an electricity price of EUR65/MWh, assuming a new CO2-
to-electricity ratio of 0.25x), and we found the spread falling to negative
EUR34.1/MWh.

Fig. 8. CEZ: Lignite prices / cash cost / spread [EUR/MWh]  Fig. 9. CEZ: Nuclear prices / cash cost / spread [EUR/MWh]
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Source for both graphs: Company data, Bloomberg, stooq.pl, Santander Brokerage Poland estimates

In nuclear generation, an all-time flat cash cost of EUR8/MWh simplifies this
technology's clean spread calculations. We see nuclear’s cash cost spread expanding
to EUR38/MWh in 2021E and EUR46/MWh in 2023E. Using current 2025 market prices
(electricity and carbon futures) suggests a nuclear spread of EUR45/MWh, and with
carbon priced at EUR100/t (and our own calculation of the electricity price at
EUR64/MWh in such a scenario) implies nuclear's cash cost spread expansion at

EUR57/MWh.
Fig. 10. CEZ: Simplified EBITDA impact by technology, y/y Fig. 11. CEZ: Simplified EBITDA impact by technology,
change [CZKbn] compounded vs. 2020 [CZKbn]
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Source for both graphs: Santander Brokerage Poland estimates
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In the light of contracting spreads and volumes, we expect CEZ's lignite gross profit to
fall, weakening annually and dropping CZK8.3bn in 2023E vs. 2020. In hypothetical
scenarios for 2025E, we could see lignite's gross profit falling to CZK-0.2bn (CO2 @
EUR50/t) or to CZK-6.6bn vs. 2023E (CO2 @ EUR100/t). Nuclear's EBITDA should keep
expanding y/y until 2023E, and different CO2 scenarios could result in 2025E nuclear
EBITDA coming in flat vs. 2023E (CO2 @ EUR50/t) or growing CZK8.3bn vs. 2023E (CO2
@ EUR100/t).

With the inclusion of the lignite mining segment’s results, which we expect to fall
CZK0.3bn p.a. due to contracting volumes, we see conventional generation, lignite
mining and nuclear supporting CEZ's EBITDA by CZK0.4bn in 2021-23E. However, we
believe lignite”s shrinking EBITDA may outweigh nuclear’'s potential upside in an
environment of rising carbon prices, which would result in an overall negative impact
for 2025E generation EBITDA vs. 2020.

Investment outlays. Last year CEZ guided for total five-year capex (2020-2024E) of
CZK186bn, annually averaging CZK37bn. This year, while disposals reduced official
capex guidance in distribution by CZK6bn, new five-year guidance is for capex to rise
to CZK193bn (CZK38.6bn p.a.). New guidance assumes outlays on traditional
generation rises by CZK12bn, mostly due to BAT modernization of lignite units.

Last year's capex outlook guided for only one year (2022E) with outlays close to
CZK40bn, 2021E capex at CZK35bn and 2024E capex sliding to CZK33bn. The latest
guidance is for annual capex remaining relatively stable just below CZK40bn.

Summary. CEZ's market perception is that results are positively correlated with rising
CO2 prices. In this research, we advocate this as likely to be false: CO2 at EUR50/t
could cut CEZ's EBITDA vs. 2020, because we expect the positive impact of clean
nuclear generation could be lost at the EBITDA level by lignite, which is highly
polluting. Our analysis suggests that CO2 at EUR100/t might exacerbate this EBITDA-
depressing trend, which may result in below-consensus EBITDA in future years. Also,
CEZ's capex is rising, and close to CZK40bn p.a. up to 2025E with lignite capex
(modernizations) CZK12bn higher in 2021-23E. Our view is that lignite weakens
CEZ's EBITDA profile: lignite's negative impact outweighs the benefit of nuclear
generation and the extra capex required may keep CEZ's cash profile under
pressure for several years.
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Results preview 1Q21E

[Presented in a separate sales note published on 23 April, 2021]

Fig. 12. CEZ: 1Q2021E results preview

CZKmn 1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20 1Q21E yly q/q
Sales 51,849 48,151 48,027 58,173 57,000 49,300 49,297 58,140 59,591 4.5% 2.5%
EBITDA 19,294 12,806 9,861 15,500 25,900 12,800 12,206 13,894 23,200 -10.4% 67.0%
EBITDA margin 37.2% 26.6% 20.5% 26.6% 45.4% 26.0% 24.8% 23.9% 38.9% -6.5 15.0
EBIT 11,793 5,307 2,246 1,600 18,800 3,200 1,162 -10,577 16,100 -14.4% n.m.
EBIT margin 22.7% 11.0% 4.7% 2.8% 33.0% 6.5% 2.4% -18.2% 27.0% -6.0 45.2
Net profit 8,299 2,901 167 900 14,200 2,200 -1,115 -9,817 11,680 -17.7% n.m.
Net margin 16.0% 6.0% 0.3% 1.5% 24.9% 4.5% -2.3% -16.9% 19.6% -5.3 36.5

Source: Company data, Santander Brokerage Poland estimates

Comment: Neutral outlook. The company's strong 1Q21 nuclear generation
volumes and a high electricity price should be supportive to 1Q21E results. The
Romanian asset disposal took place at end March, so we believe 1Q21E EBITDA will
be the last quarter we can compare y/y EBITDA on the same asset base. The company
delivered CZK65bn EBITDA in 2020 and guides for CZK60-63bn (pre-divestments), so
that we expect 1Q21E EBITDA to come in 10% weaker vs. a strong 1Q20.

Non-adjusted EBITDA guidance for 2021 at CZK60-63bn

[presented in sales note published on 17 March, 2021]

Fig. 13. CEZ: EBITDA guidance and actual numbers, from 2019 to 2021

CZKmn 2019 guidance 2019 actual 2020 guidance 2020 actual 2021 guidance*
EBITDA 58 60.2 63-65 64.8 60-63
Adj. net profit 17-18 18.9 21-23 22.8 17-20

Source: Company data, Santander Brokerage Poland estimates, * assumes full-year contribution of to-be-disposed assets

e 2021 guidance. CEZ guides for EBITDA ranging at CZK60-63bn and net profit
at CZK17-20bn. EBITDA consists of CZK54-57bn from strategic assets and
CZKeébn from those to be divested. For comparison, strategic assets’ EBITDA
was CZK54.2bn in 2019 and CZK 57.2bn in 2020, while assets held for sale
delivered CZK6.0/7.6bn respectively in 2019/2020. Based on official
estimates of divestments, CEZ sees EBITDA of assets-for-sale at CZK2-3bn,
which would imply divestment-adjusted 2021 EBITDA guidance at CZK56-
60bn;

e 2021 guidance in detail. In its strategic assets’ EBITDA, CEZ sees flat
Distribution and Generation-Renewables y/y. Sales to grow by CZK0.4-1.4bn
y/y, and Generation-Nuclear to increase by CZK1.3-2.4bn y/y. EBITDA of
Generation-Emission is to decline by CZK3.3-4.1bn, and y/y change at
Generation-Trading may range from negative CZK2.0bn to positive
CZKO0.5bn. EBITDA of Mining is to slide by CZK0.0-0.6bn y/y. CEZ expects share
of Mining / Polluting Generation in its core assets’ EBITDA mix to decline to
9% in 2021 from 16% in 2020;

6 & Santander Biuro Maklerskie
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2021 guidance: volumes. CEZ sees its generation volume at 54.1TWh in
2021, down 5% y/y vs 57.1TWh in 2020. The company expects its nuclear
generation at 30.5TWh, up 2% y/y, while coal-fired generation is expected to
slide 19% y/y to 15.9TWh due to units’ closures / prolonged outages. CEZ
expect negligible change at renewable volume, up 0.1TWh y/y to 3.5TWh;

Issues (all acc. to management). CEZ's CO2 pollution factor fell 10% y/y to
0.33x in 2020, and the company expects is at 0.28x at year-end 2021E. CEZ
expects to build 1,000MW in renewables in Czech, with first auctions in 1-2
months. Nuclear project: CEZ and the government might agree on anything
from CEZ's lack of involvement to EURTbn equity input, the latter to be
compensated with long-term PPAs. At net debt-to-EBITDA, CEZ's long-term
targets settles below 3.0x, the company wants to keep some room in coming
years ahead of renewable investments. Premiums in Czech electricity prices
vs. German electricity prices to keep widening. CEZ's trading team
(responsible for several CZK billion of extra profit in 2020) “had a good start
of 2021". Also, low temperatures in 2021 year-to-date come in supportive to
distribution’s EBITDA.

Comment: Positive. Asset disposals should reduce official 2021 guidance from CZK60-63bn to CZK56-60bn,
we believe, and a strong decline in coal-related EBITDA should keep CEZ's core EBITDA growth muted in
2021, partially due to its hedging policies in place (CEZ cannot take advantage of widening of its nuclear
spread already in 2021). In our view, CEZ is suggesting that the first months of 2021 are strong in
distribution and trading, which would lift FY2021 EBITDA closer to upper guidance range. CEZ's pollution
factor should slide to 0.28x in 2021 acc. to the company, positive from ESG perspective. Also, the
management suggested 2020 dividend pay-out (proposal to be announced in Apr 2021) may come in
higher than CEZ's long-term 80-100% range. If CEZ made a 110% pay-out, investors could expect DPS at

CZK47, implying 8.7% DY with record-day scheduled in several weeks.

Valuation

In valuation process we use DCF, DDM and comparable valuation methodologies. DCF
remains our preferred valuation tool, as it relies more on the company's long-term
outlook. As changes in financial results or changes in investors’ preferences drive the
comparable valuation, and management's decisions may alter DDM valuation
outcomes, we see these as supportive to the DCF valuation. Hence, we use DCF as the

primary valuation tool (60% weight), with 20% weight each for DDM and comparable

valuation.

DCF valuation

Fig. 14. CEZ - WACC Assumptions

Regulated Non-regulated

business* business**
Risk-free rate 1.44% 1.44%
Unlevered beta 0.70 0.90
Levered beta 1.05 1.35
Equity risk premium 4.50% 4.50%
Cost of equity 6.15% 7.50%
Risk free rate 1.4% 1.4%
Debt risk premium 0.3% 0.3%
Tax rate 19.0% 19.0%
After tax cost of debt 1.41% 1.41%

<& Santander Biuro Maklerskie
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%D 38% 38%
%E 62% 62%
WACC [May 2021] 4.35% 5.18%

Source: Company data, Santander Brokerage Poland estimates. * relates to Distribution segment, ** relates to all other segments

Fig. 15. CEZ - DCF Valuation (free cash flows and terminal value)

Previous

CZKmn PVFCF PVTV Total valuation Diff.
Regulated businesses

Distribution CZ *** 155,150 111,225 39%
Distribution SEE 0 0 n.m.
Renewables ** 19,182 77,925 97,106 54,218 79%
Sub-total 19,182 77,925 252,256 165,443 52%
Non-regulated businesses

Systemic generation ** 83,162 129,716 212,878 240,086 -11%
Coal extraction -921 -5,265 -6,185 -1,066 n.m.
Sales & others 27,513 52,458 79,971 81,119 -1%
Sub-total 109,755 176,909 286,664 320,138 -10%
Net debt and provisions* 208,942 214,112 -2%
Total DCF valuation [CZKmn, Jan 2021] 329,978 271,469 22%
Number of shares [mn] 538.0 538 0%
SOTP / DCF valuation per share [CZK, Jan 2021] 613 505 22%
SOTP / DCF valuation per share current [CZK, May 2021] 626 529 18%
12-month target price [CZK] 655 554 18%

Source: Santander Brokerage Poland estimates, * includes nuclear provisions, minorities, also includes CZK40bn of Bulgarian, Romanian,
Polish, Turkish assets-for-disposal, large hydro sub-segment in Czech (CZK2.2bn EBITDA p.a.) reclassified by CEZ to renewables from
generation as of 2021, *** distribution valued at target 2025 Regulatory Asset Base, approved by the regulator

DDM Valuation

Fig. 16. CEZ: DDM valuation

CZKmn 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
Net profit 20,395 22,196 23,835 24,819 22,224 23,572 23,921 23921 23,921 23,921
Payout * 438% 100% 90% 90% 90% 90% 90% 89% 89% 89%
Dividend paid 23,940 20,395 19976 21,451 22,338 20,002 21,215 21,215 21,215 21,215
Cost of equity 6.82%
Equity value per share [CZK] 610

Source: Company, Santander Brokerage Poland estimates, * calculated vs. previous year’s reported net profit
Comparative Valuation

Fig. 17. CEZ - Basics of comparable valuation approach

2021E 2022E 2023E
Share of coal-based / sales / other activity * 18% 29% 29%
Share of New generation & nuclear * 47% 43% 43%
Share of Distribution segment * 35% 28% 27%

Source: Santander Brokerage Poland estimates, * percentage of EBITDA in total EBITDA

Fig. 18. CEZ vs Western European Utilities - Valuation Metrics, Impl. Valuation Ratios and Impl. Share Prices
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Western European utilities P/E (x) EV/EBITDA (x)
2021E 2022E 2023E 2021E 2022E 2023E
Generation - Polluters  Segment median 19.8 14.5 13.9 7.9 7.4 7.2
Generation - Clean Segment median 19.6 18.0 17.0 8.7 8.3 8.0
Regulated Segment median 15.6 15.7 14.2 9.1 9.0 9.5
CEZz Implied ratio* 18.3 16.3 15.3 8.7 8.2 8.2
Implied share price
CEZ (CZK)** [ *** 722 701 707 544 508 513

Source: Bloomberg, Santander Brokerage Poland estimates, * weighted by company’s business profile. Share prices on May 04, 2021, **
includes nuclear provisions in net debt calculation, *** blended comparable valuation calculated as simple average of 2021-23E P/E

and EV/EBITDA outcomes

Generation - Polluters: Public Power Corp, Drax, Enel, RWE

Generation - Clean: Iberdrola, Endesa, EDP, Verbund, EdF
Regulated: EVN, MWV Energie, Elia Group, Terna, Iren, REN, Red Electrica, SSE

Valuation summary °

Fig. 19. CEZ - Valuation Summary*

Valuation
Valuation Upside / outcomes
CZK per share downside Weight Dec 2020 Difference
DCF 655 9% 60% 554 18%
DDM 610 1% 20% 578 6%
Comparables 616 2% 20% 608 1%
Blended average target price 638 6.2% 570 12%

Source: Santander Brokerage Poland estimates, * 1.2GW nuclear unit assumed to be neutral to valuation (CEZ may have option to sell

the project to the State)

Fig. 20. CEZ: Changes to Forecasts

CZKmn 2021E 2022E 2023E
Current Previous Change Current Previous Change Current* Previous Change
Sales 240,977 240,977 0.0% 268,039 268,039 0.0% 272,889 272,889 0.0%
EBITDA 57,870 54,046 7.1% 60,529 60,571 -0.1% 62,548 60,315 3.7%
EBIT 32,654 29,382 11.1% 35,402 35,743 -1.0% 37,813 36,000 5.0%
Net profit 20,395 18,095 12.7% 22,196 22,852 -2.9% 23,835 22,961 3.8%
Source: Santander Brokerage Poland estimates
Fig. 21. CEZ: Santander forecasts vs consensus
CZKmn 2021E 2022E 2023E
SANe Consensus Diff. SANe Consensus Diff. SANe* Consensus Diff.
Sales 240,977 215928 11.6% 268,039 218,931 22.4% 272,889 208,791 30.7%
EBITDA 57,870 58,495 -1.1% 60,529 59,351 2.0% 62,548 61,232 2.1%
EBIT 32,654 30,131 8.4% 35,402 31,547 12.2% 37,813 31,415 20.4%
Net profit 20,395 19,464 4.8% 22,196 21,002 5.7% 23,835 22,056 8.1%
Source: Santander Brokerage Poland estimates
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Fig. 22. CEZ - P&L, Per Share Ratios, Market Ratios, 2017-23E

Financial statements

& Santander

CZKmn (year to December) 2017 2018 2019 2020 2021E 2022E 2023E
Revenues 167,717 184,486 206,192 242,196 240,977 250,933 186,582
Consolidated EBITDA, o/w: 53,846 49,627 60,316 64,517 57,870 60,529 62,548
New Generation 4,639 2,940 4,029 4,629 4,614 4,638 5,074
Old Generation 19,062 16,600 25,632 29,027 23,400 26,927 28,315
Distribution 19,350 20,001 20,600 21,500 17,488 19,186 19,643
Mining 4,900 4,500 4,991 3,429 3,346 3,082 2,635
Sales & Other 5,895 5,586 5,064 5,933 9,022 6,695 6,881
Consolidated EBIT, o/w: 25,620 19,759 26,429 12,585 32,654 35,402 37,813
10 <& Santander Biuro Maklerskie
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New Generation 2,344 1,343 2,398 3,012 3,241 3,130 3,566
Old Generation 4,308 -535 10,245 14,055 8,848 12,679 14,465
Distribution 13,253 13,207 14,427 6,951 13,264 14,962 15,419
Mining 2,587 2,168 2,682 -2,541 746 462 67
Sales & Other 3,795 3,596 -3,323 3,106 6,555 4,168 4,295
Net financial income (costs) -2,867 -6,242 -8,018 -4,679 -6,358 -6,797 -7,109
Net interests -3,526 -4,862 -5,070 -4,892 -4,095 -4,476 -4,768
Interests on nuclear -1,618 -1,800 -1,893 -1,955 -1,950 -2,010 -2,029
Others 4,664 728 -1,073 1,980 -500 -500 -500
Income from associates -2,387 -308 18 188 188 188 188
Profit before tax 22,753 13,517 18,411 7,906 26,296 28,605 30,704
Income tax 3,794 3,017 3,911 2,438 5,775 6,281 6,743
Minorities 194 173 127 127 127 127 127
Net profit 18,765 10,327 14,373 5,468 20,395 22,196 23,835
Net profit for dividend* 18,765 13,100 18,900 22,800 20,395 22,196 23,835
EPS 34.9 19.2 26.7 10.2 37.9 41.3 443
CEPS 87.3 74.7 80.7 62.7 84.8 88.0 90.3
BVPS 472.7 444.8 474.7 443.4 437.1 440.7 448.1
DPS 33.0 33.0 24.0 34.0 445 37.9 37.1
Div. yield 7.5% 6.1% 4.5% 7.3% 7.3% 6.3% 6.1%
P/E 12.6 28.2 19.8 45.9 15.9 14.6 13.6
P/CE 5.0 7.2 6.6 7.4 7.1 6.8 6.7
EV/EBITDA 71 9.1 75 5.6 7.7 75 7.4
EV/EBITDA (incl. nuclear provision) 8.3 10.4 8.7 7.1 9.5 9.2 9.1
EV/sales 2.3 2.5 2.2 1.5 1.9 1.7 1.7
Source: Company Data, Santander Brokerage Poland estimates, * adjusted for one-offs, represents the basis for dividend payout
Fig. 23. CEZ - Balance Sheet Forecasts, 2017-23E
CZKmn (year to December) 2017 2018 2019 2020 2021E 2022E 2023E
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Current assets 135,953 223,911 202,638 230,513 219,918 226,388 226,329
Cash and equivalents 12,623 4,193 9,755 46,437 36,163 35,521 34,187
Other short-term investment 43,098 93,303 61,114 61,894 61,894 61,894 61,894
Accounts receivable 50,559 72,234 65,030 63,648 63,328 70,439 71,714
Inventories 18,716 26,458 37,682 48,951 48,951 48,951 48,951
Pre-paid expenses 10,957 27,723 29,057 9,583 9,583 9,583 9,583

Fixed assets 487,953 483,532 501,936 471,945 483,601 496,248 510,786
PPE 428,019 415,908 428,088 410,372 422,028 434,675 449,213
Long-term investments 3,520 3,361 3,282 4,075 4,075 4,075 4,075
Intangibles 28,313 31,655 31,655 32,426 32,426 32,426 32,426
Long-term receivables 26,804 31,127 37,429 24,244 24,244 24,244 24,244
Long-term deferred charges 1,297 1,481 1,482 828 828 828 828

Total assets 623,906 707,443 704,574 702,458 703,520 722,636 737,115

Current liabilities 127,981 218,140 186,771 207,636 207,268 215,446 216,911
Bank debt 21,832 18,526 29,323 29,725 29,725 29,725 29,725
Accounts payable 48,087 63,093 66,244 73,189 72,821 80,999 82,464
Other current liabilities 176 253 628 555 555 555 555
Short-term provisions 57,886 136,268 90,576 104,167 104,167 104,167 104,167

Long-term liabilities 241,603 250,022 262,439 256,259 261,107 270,117 279,146
Bank debt 132,475 142,440 142,570 122,102 125,000 132,000 139,000
Deferred charges 61,616 63,646 75,762 98,860 100,810 102,820 104,849
Other long-term liabilities 19,993 16,699 20,626 19,383 19,383 19,383 19,383
Provisions 27,519 27,237 23,481 15,914 15,914 15,914 15,914

Equity 254,322 239,281 255,364 238,563 235,145 237,073 241,058
Share capital 53,799 53,799 53,799 53,799 53,799 53,799 53,799
Capital reserves 177,454 170,595 182,589 174,604 156,132 156,132 158,352
Net income 18,765 10,327 14,373 5,468 20,395 22,196 23,835

Minority interest 4,304 4,560 4,603 4,692 4,819 4,946 5,073

Total liabilities and equity 623,906 707,443 704,574 702,458 703,520 722,636 737,115

Net debt 141,684 156,773 162,138 105,390 118,562 126,204 134,538

Source: Company data, Santander Brokerage Poland estimates

Fig. 24. CEZ: Cash Flow Statement Forecasts, 2017-23E

CZKmn (year to December) 2017 2018 2019 2020 2021E 2022E 2023E
Cash flow from operations 72,973 38,943 36,043 78,626 47,513 50,399 50,790
Net profit 18,765 10,327 14,373 5,468 20,395 22,196 23,835
Provisions 18,480 -282 -3,756 -7,567 0 0 0
Depreciation and amortisation 28,226 29,868 29,016 28,284 25,216 25,127 24,736
Changes in WC, o/w -20,017 -14,411 -869 -2,942 -48 1,066 191

Inventories -6,885 -7,742 -11,224 -11,269 0 0 0

Receivables -9,718 -21,675 7,204 1,382 320 -7,112 -1,275

Payables -3,413 15,006 3,151 6,945 -368 8,178 1,466
Other, net 27,519 13,441 -2,721 55,383 1,950 2,010 2,029
Cash flow from investment -37,089 -28,664 -43,118 391 -36,872 -37,773 -39,274
Additions to PPE and intangibles -29,666 -21,099 -41,196 -11,339 -36,872 -37,773 -39,274
Change in long-term investments 4,469 159 79 -793 0 0 0
Other, net -11,892 -7,724 -2,001 12,523 0 0 0
Cash flow from financing -35,992 -18,709 12,637 -42,335 -20,915 -13,268 -12,849
Change in long-term borrowing -8,100 9,965 130 -20,468 2,898 7,000 7,000
Change in short-term borrowing 1,832 -3,306 10,797 402 0 0 0
Change in equity and profit distribution -11,970 -7,614 14,622 -3,977 127 127 127
Dividends paid -17,754 -17,754 -12,912 -18,292 -23,940 -20,395 -19,976
Other, net 0 0 0 0 0 0 0
Net change in cash and equivalents -108 -8,430 5,562 36,682 -10,274 -642 -1,334
Beginning cash and equivalents 12,731 12,623 4,193 9,755 46,437 36,163 35,521
Ending cash and equivalents 12,623 4,193 9,755 46,437 36,163 35,521 34,187

Source: Santander Brokerage Poland estimates
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LIMITATION OF LIABILITY

This material was produced by Santander Brokerage Poland which is a separate organizational unit of Santander Bank Polska S.A. (Santander Bank Polska) with its registered
office in Warsaw, al. Jana Pawta Il 17, 00-854 Warsaw, registered by the District Court for the Capital City of Warsaw, the 13th Economic Department of the National Court
Register under the number 0000008723, NIP (Taxpayer Identification Number) 896 000 56 73, share capital - PLN 1.021.893.140 fully paid up. Santander Brokerage Poland is
subject to the supervision of the Financial Supervision Commission with its headquarters in Warsaw, ul. Piekna 20, 00-549 Warszawa, NIP 521-340-29-37. Brokerage activity
conducted by Santander Brokerage Poland is subject to the supervision of the Financial Supervision Commission with its headquarters in Warsaw, ul. Pigkna 20, 00-549
Warszawa, NIP 521-340-29-37.

Santander Brokerage Poland is subject to the regulations of the Act on Trading in Financial Instruments dated July 29th 2005 (Journal of Laws of 2018, item 2286 - consolidated
text, further amended), Act on Public Offering, Conditions Governing the Introduction of Financial Instruments to Organised Trading, and Public Companies dated July 29th
2005 (Journal of Laws of 2019 item 623 - consolidated text, further amended), Act on Capital Market Supervision dated July 29th 2005 (Journal of Laws of 2019, item 1871 -
consolidated text, further amended). This material is addressed to qualified investors and professional clients as defined under the above indicated regulations and to Clients
of Santander Brokerage Poland entitled to gain recommendations based on the brokerage services agreements..

Santander Brokerage Poland is an author of this document. All copyrights belong to Santander Bank Polska.This document may not be reproduced or published, in part or in
whole, without a prior written consent of Santander Bank Polska.

Santander Brokerage Poland may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. Santander Brokerage
Poland will not treat recipients of this report as its customers by virtue of their receiving this report. The investments and services contained or referred to in this report may not be
suitable for particular investor and it is recommended to consult an independent investment advisor in case of doubts about such investments or investment services. Nothing in
this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to investor’s individual circumstances,
or otherwise constitutes a personal recommendation to particular investor.

Affiliates of Santander Bank Polska may, from time to time, to the extent permitted by law, participate or invest in financing transactions with Issuer, perform services for or
solicit business from such Issuer and/or have a position or effect transactions in the financial instruments issued by the Issuer (“financial instruments”). Santander Brokerage Poland
may, to the extent permitted by applicable Polish law, UK law and other applicable law or regulation, effect transactions in the Financial instruments before this material is
published to recipients.

This document is valid at the time of its preparation and may change.

Santander Brokerage Poland may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the information presented
in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared them and Santander Brokerage Poland is under no
obligation to ensure that such other reports are brought to the attention of any recipient of this report. Santander Brokerage Poland informs that success in past recommendations
is not a guarantee of success in future ones. Points of view expressed in the reports reflect Analyst personal opinion on the analysed company and its securities.

The sources of the data include WSE, PAP, Reuters, Bloomberg, EPFR, GUS /Central Statistical Office/, NBP /National Bank of Poland/, Santander Brokerage Poland, Akcje.net,
financial periodicals and business and finance websites.

Information and opinions contained herein have been compiled or gathered, with due care and diligence, by Santander Brokerage Poland from sources believed to be reliable,
however Santander Brokerage Poland cannot ensure their accuracy or completeness. Investor shall be responsible for conducting his own investigation and analysis of the
information contained or referred to in this document and of evaluating the merits and risks involved in the Financial instruments forming the subject matter of this document.
The information and opinions contained herein are subject to change without any notice.

Santander Brokerage Poland is not responsible for any losses incurred by Investors which were result of investment decisions based on recommendations issued by
Santander Brokerage Poland, if they were prepared with due care and diligence.

This document does not constitute an offer or invitation to subscribe for or purchase or carry out transactions in any financial instruments and shall not be considered as an
offer to sell or to buy any securities. This document is furnished and presented to you solely for your information and shall not be reproduced or redistributed to any other
person. This document nor any copy hereof shall not be disseminated, published or distributed directly or indirectly in Canada, Australia or Japan. Disseminating, publishing
or distributing of this document directly or indirectly in the above countries or to any citizen or resident of these countries may be considered breach of the law or regulations
related to the financial instruments in force in these countries.

This document has the approval of the Supervisory Analyst with the authorization of the Financial Industry Regulatory Authority (FINRA) which certifies its compliance with the
relevant American law and regulations.

Dissemination, publishing or distribution of this document may be restricted by law in other countries. Persons who distribute this document shall make themselves aware
of and adhere to any such restrictions. This document may be distributed in the United Kingdom to persons who have professional knowledge about investing in accordance
with relevant regulations.

Opinions in this document must not be relied upon as having been authorised or approved by issuer the opinions expressed herein are solely those of Santander Brokerage
Poland.

Santander Brokerage Poland informs that investing assets in financial instruments implies the risk of losing part or all the invested assets.

Santander Brokerage Poland indicates that the price of the financial instruments is influenced by lots of different factors, which are or cannot be dependent from issuer and
its business results. These are factors such as changing economical, law, political or tax condition. More information on financial instruments and risk connected with them
can be found on www.santander.pl/inwestor section disclaimers and risk.

The decision to purchase any of the financial instruments should be made only on the basis of the prospectus, offering circular or other documents and materials which are
published on general release on the basis of polish law.

Overweight/Underweight/Neutral - means that, according to the authors of this document, the stock price may perform better/worse/neutrally than the WIG20 index in a
given month.

When particular stocks are marked with Overweight/Underweight/Neutral - such information should not be construed as investment recommendation concerning a given
financial instrument.

The recommendation system of Santander Brokerage Poland is based on determination of target prices and their relations to current prices of financial instruments.
Overweight/Underweight/Neutral information contained herein does not meet the aforementioned requirement. Furthermore, depending on the situation, it can be grounds
for taking different (including opposing) investment action in the case of particular investors.

Mid-caps - if a stock is included into a mid-cap portfolio it means that, according to the authors of this document, a particular stock price may outperform the WIG20 index
during one month. Stocks are added to or deleted from the list on the basis of the requirement to rotate the stocks included in the list.

Any change in weight of stocks already included in the portfolio should not be construed as investment recommendation. Such changes are aimed exclusively at making the
total weight of all stocks equal 100%.

Explanations of special terminology used in the recommendation:

EBIT - earnings before interest and tax

EBITDA - earnings before interest, taxes, depreciation, and amortization

P/E - price-earnings ratio

EV - enterprise value (market capitalisation plus net debt)

PEG - P/E to growth ratio

EPS - earnings per share

CPI - consumer price index

WACC - weighted average cost of capital

CAGR - cumulative average annual growth

P/CE - price to cash earnings (net profit plus depreciation and amortisation) ratio

NOPAT - net operational profit after taxation

FCF - free cash flows

BV - book value

ROE - return on equity

P/BV - price-book value

Recommendation definitions:
Buy - indicates a stock's total return to exceed more than 10% over the next twelve months.
Hold - indicates a stock's total return to be in range of 0%-10% over the next twelve months.
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Sell - indicates a stock's total return to be less than 0% over the next twelve months.

It is possible for the analyst to indicate different recommendation (buy, sell, hold) than specified in the definition, with a given total expected rate of return on investment,
where it is justified due to additional market factors, industry trends, etc. In such case, relevant clarification of the investment recommendation meaning presented in the
recommendation is included in the document.

In preparing this document Santander Brokerage Poland applied at least one of the following valuation methods: discounted cash flows (DCF), comparative, mid-cycle, dividend
discount model (DDM), residual income, warranted equity method (WEV), SOTP valuation, liquidation value.

The discounted cash flows (DCF) valuation method is based on expected future discounted cash flows. One advantage of the DCF valuation method is that it takes into
account all cash streams reaching Issuer and the cost of money over time. Some disadvantages of the DCF valuation method are that a large number of parameters and
assumptions need to be estimated; and the valuation is sensitive to changes in those parameters.

The comparative valuation method is based on the economic rule of "one price". Some advantages of the comparative valuation method are that the analyst need only
estimate a small number of parameters; the valuation is based on current market conditions; the relatively large accessibility of indicators for companies being compared;
and that there is an extensive knowledge of the comparative method among investors. Some disadvantages of valuation by the comparative method are the considerable
sensitivity of the results of the valuation on the choice of companies to the comparative group; the method can lead to a simplification of the picture of the company which in
turn can lead to omitting certain important factors (e.g. growth dynamics, extra-operational assets, corporate governance, the repeatability of results, differences in applied
accounting standards); and the uncertainty of the effectiveness of a market valuation of companies being compared.

The mid-cycle multiple valuation is based on long-term average valuation multiples of a sector or a peer group. The methodology aims to calculate a fair, through the cycle
value of the company. Among its shortfalls is that at peaks and/or troughs of the cycle, the implied fair value may deviate substantially from the market's value of an analysed
stock as well as the methods’ reliance on the quality of external data (we usually use Bloomberg or Damodaran databases). Simplicity and average through-cycle value allowing
to capture over- as well as under-valuation of a given stock are the main advantages of this methodology.

The dividend discount model (DDM) valuation is based on the net present value of the future dividends that are expected to be paid out by the company. Some advantages
of the DDM valuation method are that it takes into account real cash flows to equity-owners and that the methodology is used in respect to companies with long dividend
payout history. Main disadvantage of the DDM valuation method is that dividend payouts are based on a large number of parameters and assumptions, including dividend
payout ratio.

Residual income method is conceptually close to the discounted cash flows method (DCF) for non-financial stocks, the difference being that it is based on expected residual
income (returns over COE) rather than expected future cash flows. One advantage of this valuation method is that it captures the excess of profit potentially available to
shareholders and the cost of money over time. Main disadvantage of the valuation method is that a large number of parameters and assumptions need to be estimated; and
the valuation is sensitive to changes in those parameters.

The warranted equity method (WEV) is based on the formula P/BV = (two year forward ROE less sustainable growth rate)/(Cost of equity less sustainable growth rate) which
allows estimating a fair value (FV) of a given stock in two years' time. Subsequently the FV is discounted back to today. The main advantage of the WEV method is that itis a
transparent one and based on relatively short term forecasts, hence substantially reducing the margin of forecasting error. The main disadvantage in our view is that the
model is based on the principle that stock price should converge towards its fair value implied by company’s ROE and COE.

SOTP valuation - different assets of a company are being valued according to different valuation methods, and the sum of these valuations represents the final valuation of
the company. SOTP valuation advantages / disadvantages are identical to advantages and disadvantages of the specific valuation methods used.

Liquidation value method - liquidation value is the estimated amount of money that an asset or company could be quickly sold for, such as if it were to go out of business.
Then, the estimated assets value is adjusted for liabilities and liquidation expenses. One advantage of this valuation method is its simplicity. This method does not account
for intangible assets as goodwill, which is the main disadvantage.

Global statistics presenting the rating of the covered companies and the share of companies provided with investment banking in the past 12M are available at:
https://www.santander.pl/inwestor/global-statistics

A list of all recommendations on any financial instrument or issuer that were disseminated by Santander Brokerage Poland during the preceding 12 month period can be
found on: https://www.inwestoronline.pl/r/res/wykaz_tabel/wykaz_rekomendacji_eng.pdf

In the opinion of Santander Brokerage Poland, this document has been prepared with all due diligence and excludes any conflict of interests which could influence its content.
Santander Brokerage Poland is not obliged to take any actions which could cause financial instruments that are the subject of the valuation contained in this document to be
valued by the market in accordance with the valuation contained in this document.

In Santander Bank Polska there are implemented internal regulations, which are designed to prevent conflicts of interest concerning recommendations. Physical and logic
barriers are established, and the principles of documentation adequate to the type of Santander Bank Polska operations are implemented. Additionally, Santander Bank
Polska introduced a number of obligations and restrictions relating to the protection of confidential information flow between organizational units.

The date and time on the first page of this report indicates the date of the production of the recommendation, and the dissemination of the recommendation takes place on
the same day before the start of the session.

All the prices of financial instruments which have been mentioned in the report correspond to the rates at which the last transactions on these financial instruments were
realized during a given day unless otherwise indicated.

The Stock performance charts in this report include line graphs of the securities’ daily closing prices for one year period. Information relating to a longer period (max 3 years)
is available upon request.

ANY PERSON WHO ACCEPTS THIS DOCUMENT AGREES TO BE BOUND BY THE FOREGOING DISCLAIMER AND LIMITATIONS.

DISCLOSURES

This report contains recommendations referring to company/companies: CEZ A.S. (,Issuer”).

In the case where recommendation refers to several companies, the name “Issuer” will apply to all of them.

Santander Brokerage Poland emphasizes that this document is going to be updated at least once a year.

This document has not been disclosed to Issuer.

Members of the Issuer's authorities or their relatives may be members of the management board or supervisory board of Santander Bank Polska or its main shareholder -
Banco Santander S.A.

Person/ Persons engaged in preparing the report or their relatives may be the members of the Issuer's authorities and may hold management position in this entity or may
be party to any agreement with the Issuer, which would be concluded on different basis than agreements between Issuer and consumers.

Santander Bank Polska Group, its affiliates, representatives or employees may occasionally undertake transactions or may be interested in acquiring securities of companies
directly or indirectly related to those being analysed.

Santander Brokerage Poland is not a party to the agreement with the Issuer related to issuing recommendations.

The Issuer may hold shares of Santander Bank Polska.

Santander Bank Polska or its affiliates may, from time to time, to the extent permitted by law, participate or invest in financing transactions with Issuer, perform services for or
solicit business from such Issuer and/or have a position or effect transactions in the financial instruments issued by the Issuer (especially in relation to the services provided by PTE
AVIVA Santander SA), ad as a result Santander Bank Polska may be indirectly connected with the Issuer.

Santander Bank Polska does not rule out that in the period of preparing this document any Affiliate of Santander Bank Polska might purchase shares of the Issuer or any
financial instruments being the subject of this document which may cause reaching at least 0,5% of the share capital.

Subject to the above, the Issuer is not bound by any contractual relationship with Santander Bank Polska, which might influence the objectivity of the recommendations
contained in this document.

However, it cannot be ruled out that, in the period of the next twelve months or the period in which this document is in force, Santander Bank Polska will submit an offer to
provide services for the Issuer or will purchase or dispose of financial instruments issued by the Issuer or whose value depends on the value of financial instruments issued
by the Issuer. Except for broker agreements with clients under which Santander Brokerage Poland sells and buys the shares of the Issuer at the order of its clients, Santander
Brokerage Poland is not party to any agreement which would depend on the valuation of the financial instruments discussed in this document.

With the exception of remuneration from the Santander Brokerage Poland Analysts do not receive any other form of compensation for recommendations made. Remuneration
received by the persons who prepare this document may be dependent, in an indirect way, from financial results gained from investment banking transactions, related to
financial instruments issued by the Issuer, made by Santander Brokerage Poland or its Affiliates.
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