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1. Introduction

Dear Stakeholders,

LY Hnmy> GKS tYt /! wDh DNR dzL:
EBITDA was PLN 907 million and net profit reached almost PLM
million.

This was our record performance t@rms of revenues since out
IPO on the Warsaw Stock Exchange in 2013 and was gener
chiefly owing to the transpoed freight volume of nearly
122million tons. Other indicators were also very impressiv
capital expenditures exceeded PLN 894 million,leviEBITDA
reached PLN 907 million and was even PLN 2 million higher 1
forecasted. We also recorded a very high increase in net prc
from approximately PLN 82 millionni 2017 to almost
PLN184 million in 2018.

We also solidified our position as tHeader of the rail freight
transport market in Poland and improved our credibility in the ey
of market players and shareholders.

REVENUES
PLN 5237 m CaomEad) 3@‘%
EBITDA

PLN 907 m — =02
NET PROFIT

PLN 184 m Comead) 5@‘%

FOR THE FINANCIAL YEAR 2018
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2. Investor Relations

/2YLI yeQa ; 02 Y Y S yTRe tardetbyca
2 : _ )

[ 2YLI yéQ I £dz- GA2ya A

The following chart presents the stock exchange quotes for PKP CARGO S.A. in 2018.
Figurel Stock exchange quasdor PKP CARGO S.A. in 2018

= PKP CARGO share price [pin] we \WIG 30 normalized

& & & F o O P E O Y ¥ e Y e $

SO M M I M S S M M LG L L A S A I A L I
H\ Annual Report for 2017; Company's forecast ( ; Report for H1 2018; Adjustment to forecasts
2\ . S . /= Memorandum of Agreement executed by parties
.~/ Recommendation on the distribution of the profit ) to the Company Collective Bargaining Agreement
5 ) Group's forecast ( 8 ) Report for Q3 2018
77\ o~
(%) Report for Q1 2018 (7) PKP CARGO Group's Strategy

/=y Memorandum of Agreement executed by parties
" to the Company Collective Bargaining Agreement

Source: Proprietary material

From 2 January 2018, which was the first trading day in 2018, to 28 December 2018, which was the last trading day in 201¢
the price of PKP CARGO S.A. stock fell 21.5%. In the same period, the WIG 30 index comprising 30 biggest and the most liq
companies from the WSE main market, being a price index where PKP CARGO S.A. has been listed since 2 December 20
decreased 14.2%.

CNRY (KS RFEGS 2F /2YLIlyeQa Lth Fd GKS 2{9X AdSd on hoOlGz2c
stock wasPLN 62.39, reaching the maximum (PLN 93.89) and the minimum (PLN 28.99) on 9 April 2014 and 23 May 201¢
respectively.

tYt /! wDh {®! ®dQa &KINB&A INB fAaGSR Ay GKS Y2ad AYLERNII y(
as: WIG, WG TR, WIG 30, WIG 30 TR, mWIG40, INVESTORMS, and since November 2014, also in the foreign index MSCI S
CAP, published by a US company, MSCI Barra.

8
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A key element of the effective operation of PKP CARGO S.A. as a stock efiskeshgmmpany is the maienance of
LINEFSaaAzyl O2YYdzy AOIF GA2Y SAGK OFLRAGH € YFEN] SG &adl 1SK2
O2yRdzOGSR AGKAY FNIYSg2N] 2F Aba Ayo@dSaluz2NI NBtlFiAaA2ya Syl
operdaions, including its financial standing, to ensure equal access to information for all market participants.

As part of its stock exchange reporting activities, PKP CARGO S.A. published 38 current reports in 2018.

In 2018, PKP CARGO S.A,, seeking to etmunégghest standards in the area of investor relations, conducted numerous events
targeted at the investor community. Representatives of PKP CARGO S.A. participated in domestic and foreign conferences ar
roadshows organized by professional capital markstitutions.

t Yt /! wDh {®! ® NHzya I O2NLIRN}GS 6So0airidsS O2ydGrAyAy3a I 02
in order to ensure equal access to information for Polish and international investors and analysts is providedtiandwasly

updated in two languages (Polish and English).

On a monthly basis, the Company distributes a PKP CARGO S.A. investor relations newsletter to a group of interested analys
and investors as well as its own Management Board Members, SuperBsarg Members and employees, containing useful
data, including macroeconomic, transport and mark6tf | G SR RIFGIF X AYTF2NXIFGA2Y 2y  GF
FOKAS@SYSyia a ¢Stf Ia | adzYYFENEB 2F 1 aid . Ar2yikKQa vYz2aid 7
on28Hdp b2PSYOGSNI HamyZ tYt /! wDh {@! & KStR GKS F2dzNIK SRAL
FYR AyadAddziAzylf Ay@Saiz2NaR® 5dz2NAy3I GKS aLy@Saidi2Nlderheé >
locomotive painting facility located in Bydgoszcz operated by the Northern Unit of PKP CARGO S.A.

¢tKS KAIK tS@St 2F tYt /! wDh {®! ®Qa Ay@Sad2N] NBE(fortha :

high quality of communication with the rarket and fulfilment of information and reporting duties the Company wa
F3FAY FéFNRSR (KS LINBadGAIA2dza GAGES a¢ NI yaLlk NByda [

la LIFNIG 2F GKS /2YLlkyeéeQa O2ylAydzdzz STT2NIla | KPYCARGOISA. A Y
intends to continue its activities and develop communication tools in the area of investor relations.
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The chart below presents a timeline demonstrating key events and activities which occurred in 2018.

Figure2 Major events and activities in 2018

_ 2018 Events

5 FEBRUARY 2018
* PKO BP CONFERENCE, WARSAW

|

N N N N N N N O

16 MARCH 2018
+ ANNUAL REPORT FOR 2017

* MANAGEMENT BOARD MEETING WITH ANALYSTS
AND INVESTORS

4-6 SEPTEMBER 2018
* XXVIII ECONOMIC FORUM, KRYNICA-ZDR0J

9 APRIL 2018
* BZ WBK CONFERENCE, WARSAW

18-21SEPTEMBER 2018
« INNOTRANS, BERLIN

2

NN O O O v

9-11 APRIL 2018
* RAIFFEISEN CENTROBANK CONFERENCE, ZURS

30 SEPTEMBER 2018
* ROADSHOW WOOD & COMPANY, SKANDYNAVIA

NN N NN N O I I

11-12 APRIL 2018
* FRACHT 2018, GDANSK

3-4 OCTOBER 2018
* VEASTERN ECONOMIC CONGRESS, BIALYSTOK

R N N N N N |

14-16 MAY 2018

* PARTICIPATION IN THE 10TH EUROPEAN
ECONOMIC CONGRESS, KATOWICE

23 OCTOBER 2018
+ NOBLE SECURITIES CONFERENCE, WARSAW

1NN N N O I I

e

15-16 NOVEMBER 2018
* CONGRESS 590, RZESZOW

N N N N N N N O

25 MAY 2018
+ REPORT FOR 012018

* MANAGEMENT BOARD MEETING WITH ANALYSTS
AND INVESTORS

N N N N N O N N O

22 NOVEMBER 2018

* REPORT FOR Q3 2018
* MANAGEMENT BOARD MEETING WITH ANALYSTS
AND INVESTORS

13 JUNE 2018

* ORDINARY SHAREHOLDER MEETING OF PKP CARGO S.A.

NN N N N N N O |

=

28-29 NOVEMBER 2018

* PKP CARGO INSTITUTIONAL INVESTOR DAY,
TORUN- BYDGOSZCZ

P

27-28 JUNE 2018
* SPRING EUROPEAN MIDCAP EVENT 2018, PARIS

R N N NN N N |

21 AUGUST 2018

* REPORT FOR H1 2018

* MANAGEMENT BOARD MEETING WITH ANALYSTS
AND INVESTORS

5-7 DECEMBER 2018

* WOOD’S WINTER IN PRAGUE, PRAGUE

N N N N N N O v |

14 DECEMBER 2018
* RAIL FREIGHT FORWARD, KATOWICE/GLIWICE

N

NN NN N N N N N I I

Source: Proprietary material
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3. Organization of the PKP CARGO Group

3.1 Highlights on the Company and the PKP CARGO Group

The PKP CARGO Group is the biggest in Poland and one of the biggest rail freight operatorslaNtBeLJS I Yy ! YA 2Y 0
DNR dzLJQ& RS@St 2LI¥Syid Aa FT20dzaSR 2y SyKIyOAy3d IyR SEGSYRAY
At present, the Group is the leader on the Polish market (according to the Office of Rail Tradpét) and it is the second

largest operator on the Czech market (according to SZDC

The PKP CARGO Group holds licenses for the provision of rail freight services in the f@liEwrauntries:

g w—

Poland Czech Germany The Austria Slovakia Hungary Lithuania  Slovenia
Republic Netherlands

The Group (including the Parent Company, AWT a.s., PKP CARGO SERVICE Sp. z 0.0.) offers domestic and international tran
of cargo as well as comprehensive logistics services fdreigiht. In addition, the following services are provided by the Group
to support clients and supplement the offering:

m D I [a 8 sk

ROLLING I LAND

INTERMODAL SHIPPING TERMINALS RAIL SIDINGS
SERVICES [DOMESTIC AND AND STOCK RECLAMATION
INTERMATIONAL] TRACTION MAINTENANCE
AND REPAIRS

! Office of Rail Transport
20 LN} g OStSTyA6yN R2LINI gyN OSaie oSyiaite NBaLRyaArofS F2NJ YFylF3aSySyid 2+ GkKS adl i
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3.2 Consolidated entities

The Consolidated Financial Statements for the financial year ended on 31 December 2018 encom@#sRGRIS.A. and 14
subsidiaries consolidated by the full method:

Tablel Subsidiaries consolidated by the full method

Company name Core business

PKP CARGO SERVICE Sp. 7 0.0. _Comprehenswe handling of rail sidings, rail freigahsport and maintenance of ral
infrastructure.

Repair and maintenance of rolling stock and physical liquidation of rail cars
PKP CARGOTABOR Sp. z o0.0. locomotives, repairs of electrical machinery and wheel sets as well as weighin
adjustment ofrolling stock.

Collection, treatment and disposal of waste and recovery of raw materials. As ¢

| | !
tyt /twbhetl . hw §{. delivery date of the report, the company does not conduct any operating activit

Transshipment, storage, segregation, packaging, crushing and a variety of
border services. The company owns terminals that facilitate the transshipme
bulk and unit cargo, including containers.

PKP CARGO CENTRUM LOGISTY
a! ! { KBRSp.zo.0.

Transshipment, storage, segregation, packaging, crushing and a variety of
PKP CARGO CENTRUM LOGISTY border services. The company has the ability to offer rail gauge switching se
MEDYW-A! w! 2L/ ! { LI 'IFyR Fta (KS 2yfe O2YLIye 2y klbedhaw:
room.

CARGOSPED TERMINAL BRANIEW!( Transshipment of goods and buying and selling of coal. The company is a
zo.0. importer of coal from Russia and it is active in wholesale and retail sales in this

Managingtrack and service infrastructure (rail sidings and track systems) along
CARGOTOR Sp. z 0.0. the requisite plant and buildings, making infrastructure available to rail operator
commercial terms.

Freight forwarding and logistics servicas Poland and abroad. The compal
provides comprehensive logistics services using rail and vehicle, marine and
water transportation by organizing transport, transshipment, storage, warehous
packaging and distribution. Customs clearance servize$idgnts of the Group.

PKP CARGO CONNECT Sp. z o.0.

The parent company in the AWT Group discharging the function of the ho

Advanced World Transport CE s.r.o.
company.

Comprehensive handling of rail freight transport (Czech Republic, Slovaki:
Poland), rail freight forwarder in the whole Central and Eastern European re:

Advanced World Transport a.s. manages an intermodal terminal located in the community of Paskov and it ¢
comprehensive services to make deliveries and-fitkla o0& NR I R
YAt Se0o
t NEGAaAz2y 2F NRffAy3a aid201 ySoSaal »
AWT Rsco a.s. G2 LISNF2N)Y GNIFyaLRNIlFdGA2y aSNBAOSa®

cars and the cleaning of rail and automobile cisterns.
AWT Cechofracht a.s. International freight forwarding services.

Construction engineering business, including management and revitalization ef
industrial areas (including mining areas), demolition works, management of w
treatment facilities, elimation of underground mining pits, decontamination of sc
etc.

AWT Rekultivace a.s.

Rail transport services and rail siding handling services in Hungary on the basi

AWT Rail HU Zr 26y NIAf 2LISNIG2NDR&E tAO0Syaso

Additionally, a list of companies accounted for undez #quity method is presented idote 5.20f the Consolidated Financial
Statements for the financial year ended 31 December 2018.
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3.3 Organizational structure of PKP CARGO S.A.

tYt /! wDh {®! ®Qa alylI3aSYSyid . 2 NR diantdriaMaits dnd their dohshitieat & A
organizational cells.

¢CKS F2tt26Ay3 2NBFYATFGAZ2Y It dzyAdGa KIFE@S 06SSy RAAGAYIdzA & &
/ 2YLI yeQa | SIR hFFAOS

¢KS 1S@ Fralta 2F (KS /2YLIYRDE2 WSNIRGI WZFW ADBE KD /deRBLIEAEA DR
2F aGN)I GSIAO0T 2LISNY GA2y It YR FAYI Y ORA latis ity nahlcli@@syabdybiisinésy R |
partners, administration and coordination of the freight procedureéS DI NIi YSy Ga 2F GKS [/ 2YLI Yy
organizational cells reporting to the President of the Management Board or individual Management Board members.

Units

The key tasks of the Units is to manage the resources in the area of their operatigasize and perform cargo deliveries in
accordance with executed agreements using the rail freight procedure, transshipment, storage, transport with the use of other
carriers, traction service of freights performed by the Company, lease of traction eghiepair of own rolling stock and

LINEP GAAA2Y 2F NBLI AN &SNBAOSa: YIAYyGaSylryOS 2F GSOKyAOlFft
objectives in the area of marketing and sales services.

The Units of the Company are as follows:

PKP CARGO S.A. Central Unit of the Company,

PKP CARGO S.A. Lower Silesian Unit of the Company
PKP CARGO S.A. Southern Unit of the Company

PKP CARGO S.A. Northern Unit of the Company

PKP CARGO S.A. Silesian Unit of the Company

PKP CARGO S.A. Eastern UrtiteoCompany

PKP CARGO S.A. Western Unit of the Company

34 /| KFy3aSa G2 GKS /2YLIlyeQa olFaAao YIyl3aSYSy(

In 2018, no changes were made to the basic management principles.

35 5SA0NALIIAZ2Y 2F OKIy3dSa Ay GKS DNRdAzLIQ& 2 NI

In 2018, the followinghanges were made to the structure of capital ties:

the ruling on the liquidation and deletion of AWT Rail PL Sp. z o0.0. in liquidation from the register of commercial
undertakings of the National Court Register became final andappealable, meaningthli G KS 02 YLIJI y & Q2
as a legal person has been terminated.

GKS /1TSOK O2YLIl ye 12¢ 2SOK2FNI OKi
r2¢ 2SOK2FN} OKGU OSIFaSR (2 o6S I NB5f
AWTB.V. sold a 100% equity stake in AWT Rail HU Zrt. to AWT a.s.

the Czech court registered the transformation of the Dutch company AWT B.V. with its registered office in Amsterdam
into the Czech company AWT CE s.r.o. with its registered office in Pragoediagly, AWT B.V. has terminated its legal
SEAAGSYOS Ay G(GKS bSUKSNIlIYyR&ad ¢KS 1 2¢ DNRdJzZLIQ& LI NByi
AWT a.s. acquired an 80% stake in the Slovenian company PIRIMDH.o.0.

PKP CARGO S.A. and PKP CARGO CONNECTheolghatés in PO ! L[ { ®NIPf &> & | NBadz
ceased to be a related party of PKP CARGO S.A.

® az2fR AU& HH: a

I ©a
F4SR LI NGé& 2F tvyYt |/

3.6 Information on capital ties of PKP CARGO

As at 31 December 2018, the PKP CARGO Group comprised of PKP CARGO S.A. as its paremdcaigudasydéaries.
In addition, the Group held stakes in 3 associated entities and 1 joint venture.
The figure below presents the organizational links between PKP CARGO S.A. and other entities as at 31 December 2018:
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Figure3 Structure of equity links of PKP CARGO S.A. as at 31 December 2018

PKP CARGO S.A.
100,0% 100,0% 100,0% 100,0% 100,0%
FKP PKP CARGOTOR PKP CARGO CL PKP CARGO CL
CARGOTABOR CARGOTABOR sp. Z 0.0. MALASZEWICZE MEDYKA-ZURAWICA
Ep. Z 0.0. USEUG] sp. z 0.0. 5p.Z 0.0 5p. Z 0.0.
100,0% 100,0% 100,0% 100,0% 100,0% _
PKFP CARGO PKP CARGO OMECARGO OMECARGO AWT CE s.r.o.
COMMNECT =p. SERVICE sp. z 5p. Z 0.0. COMMECT
: Z 0.0. 0.0. Sp. Z 0.0.
i
1
i
i
l
I
! 43,99% 20,0%
| MIEDZYNARODOWA COSCO Shipping EURDTERMIMAL BUREAU INTERCONTAINER-
! SPEDYCIA MIRTRAMNS Lines [Poland] SEAWKOW CENTRAL DE INTERFRIGO S.A.
! 5p. Z 0.0. 5p- Z 0.0, 5p. Z 0.0 CLEARING I LIGUIDATION
! IN LIGUIDATION s.crl.
i
|
i 100,0% 100,0% 100,0% 100,0% 100,0%
X TRADE TRAMS PPHU UKPOL CARGOSFED TRADE TRANS PKP CARGO
! FINAMCE sp. Z 0.0. TERMINAL KARYA sp. z 0.0, COMMNECT
! sp. Z 0.0 WO BUSINESE BRAMIEWD A GmbH
i CONDUCTED sp. Z 0.0
i I I I ] I
————— e e D e e e R e
63,97% 50,0% 50,0% 41,93% 29,25%
TRANSGAZ CARGOSPFED TERMINALE GDANSKI TERMINAL RENTRANS
5.A. SKLADY CELNE PRZEEADUNKOWE KONTENEROWY 5.A. CARGO sp. z 0.0.
sp. Z 0.0. SEAWKOW MEDYKA [N LIGUIDATION
IN LIGUIDATION sp. Z 0.0.

Companies in which PKP CARGO S.A. or companies controlled
directly by PKP CARGO S.A. hold a minority stake of less than
50% but not less than 20%

Companies controlled directly by PKP
CARGO S.A.

Companies controlled indirectly by PKP

CARGO S.A. capital ties of AWT CE (which holds shares in other companies) are depicted in the

chart on the following page;

Companies jointly controlled by (i)
companies controlled directly by PKP
CARGO S.A. or (il by the PKP CARGO
Group

Source: Proprietary material
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* AWT CE s.r.o. [AWT CE)
PKP CARGO S.A. HOLDS A 100% STAKE

IN THE SHARE CAPITAL

100,0% 100,0% 100,0%

AWT ROSCO AWT Rail SK, AWT

a.s. a.s. Cechofracht - = = = = = = =

a.s.

| | |
| | |

100,0% 100,0%

Advanced World AWT

Transport a.s. Rekultivace

[AWT a.s.) a.s.
: 100,0% d
' AWT DLT s.r.o. :
Lemmmmmmmmmm-. L L L L L L
: 100,0% ;
‘ AWT Rail HU "
e e R B e Zrt. Cmessssssssssssses
5 80,0% 5
. Primol-Rail :
< d.o.o. <) 1 0 0 0 0 O

Source: Proprietary material

Companies controlled directly by PKP CARGO S.A.

Companies controlled indirectly by PKP CARGO S.A.

FOR THE FINANCIAL YEAR 2018

51,0%
RND s.r.o.

100,0%
AWT Trading s.r.o.

NO BUSINESS CONDUCTED

100,0%

AWT
Rekultivace PL
Sp. Z 0.0.

20,55%

Depos Horni
Sucha a.s.

Companies in which companies controlled indirectly by PKP CARGO 5.A. hold a minority

stake of less than 50% but not less than 20%
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4. Key areas of operation of th€ompany and PKP CARGO Group
4.1 Macroeconomic environment

Polish economy

Even though Poland currently ranks among the fastgetving econmies in the European Union,
theO2dzy G NB Qa SO2y2Yeé KIF& | fNBFRe& LJ &a Sdvsequense, LIS |
G§KS O2YAy3 ljdzZ- NiISN&R NS SELISOGSR G2 oNAYy3I3Il 3TN
As a result, the average annual rate of economic growth was 5.1% compared to 4.8% in 2017, the
highest since 2007. In values adjusted for the impact of seasonal factors, GDP increased in Q4 2018 in

real terms by 0.5% qog compared to 1.6% goq if. Q3

Thekey factors driving the rate of GDP growth in Poland in 2018 were as follows:

private consumption, which increased by an average of 4.5% yoy compared to 4.9% yoysn 2017
gross fixed capital formation whose rate of growth accelerated to 7.3% yoy fromy@@% 2015.
the impact of net exports remained neutral for the rate of GDP growth (having contributed 0.0 p.p. to GDP growth).

Figureb Real GDP growth rate in Poland in 22118, together with its decomposition, and 202020 forecasts;
data not adjusted for seasonality

55 48 5.1

45
3.1

3,5

2,5

15

Contributions to GDP growth (p.p)

0,5
—_—
o5 l
-1,5
-2,5
2012 2013 2014 2015 2016 2017 HAMY Z HAMPW HAHAW
mmmm Private consumption mmmm Government consumption m nvestment
Change in inventories mmmm Net exports e GDP

a ¢ preliminary estimate published by the Central Statistical Offidanuary 2019.
b ¢ median forecast according to the Macroeconomic Survey of the National Bank of Rdkegmber 2018; data withoutecomposition
Source: Proprietary material based on the data of the Central Statistical Office of Poland and the National Bank of Poland

Following KS NX &adzf Ga 2F GKS blrdAzyltft . Fyl 2F t 2t yRQaexchectONR S
agradual deceleration of GDP growth in Poland in 2RQ20 (3.8% in 2019 and 3.4% in 2020) caused by the electricity price
increases scheduled for 202920 and the forecasted continued decline in the GDP growth rate in the euro area, where the
economic reovery reached its local peak in 2017. Symptoms of the decelerating rate of growth of the Polish economy, albeit
from a high level, include a lower rate of growth in industrial production, deteriorating ecnassentiments and a decline

in the rate of growh in employment in the corporate sector.

In the coming quarters, analysts who participated in the surveyeipecta gradual acceleration of consumer price inflation
(CPI) in Poland to an aagje level of 2.0% yoy in 2019

3 Puls Biznesu

4 Central Statistical Office of Poland
5 Central Statistical Office of Poland
6 Central Statistical Office of Poland
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Czech economy

Sasonally adjusd GDP growth rate in the Czech Republic stabilized in Q3 2018 at the same level that
it reached in Q2 and stood at 2.4% yoy, the lowest since the end of’ 20iléerms of seasonally
unadjusted values, the rate of GDP growth in the Czech Republic dréqmme®.6% yoy in Q2 to 2.4%
yoy in Q3 2018. According to the estimates published by the Czech Ministry of Finance, in all of 2018
the average annual GDP growth rate should, in turn, reach 2.8% yoy compared to 4.4% yoy.in 2017
Compared to Q2 2018, a loweate of growth on a yoy basis was recorded in Q3 for each of the
significant components of GDP: private and public consumption, investments and exports. The following factors continued to
be advantageous to the rate of economic growth:

private consumptia, whose rate of growth decreased gradually during the year from 4.4% yoy in Q1 to 3.1% yoy in Q3

2018.

investments, which in Q3 2018 improved by 9.0% yoy (compared to 8.6% yoy in Q2°2018).

On the other hand, what adversely affected the GDP growtherGhech Republic in Q3 2018 was the balance of foreign trade
(net exports.

Figure6 Real GDP growth rate in the Czech Republic in-201Z, together with its decomposition, an estimate
for 2018, with its decomposition, and 202820 forecastg, data not adjusted for seasonality

6,0 5.3
~ 50
o
=3
§ 4,0
2 30 2.5 2.4
(=]
o
a 20
O]
o
o 10
c
§e]
= 0,0
Q
€ -1,0
(@)
@)

-2,0

-3,0

2012 2013 2014 2015 2016 2017 HAMY Z HAMPWHAHAW
mmmm Private consumption mmmm Government consumptio s Investment
Change in inventories  mmm Net exports e GDP
a 9aiAYLrGS 2F G(KS / I S OK ¢ JalubddZDIOAdGtDWith esthndtddadécotEiposiich CAy | y OS
b C2NBOIad 2F GKS /1 S0OK ¢lafuadd2019 d@nithoat defompolit® 2F CAy Il yOS

{ 2dz2NDSY t NELINASGEFNE YIFIGSNALFE olFlaSR 2y REGE FNRBY G(GKS /1 SOK {iGFGAadGaOl ¢t
In the coming quarters one should expect a gradual decrease in the GDP growth rate in the Czech Republic to the average lev
of 2.5%yoy in 2019 and 2.4% yoy in 20%0fhe major factor of the economic growth will remain to be domestic demand,
including in partialar consumption of households well as capital expenditures of private and public companies. On the other
hand, what will afiect adversely the GDP growth rate is net exports, whose contribution to the growth will remain nefative.
Analysts from the Czech Ministry of Finance also forecast that in 2019, the rate of consumer price inflation (CPI) will remai
stable at the 2018 leal, amounting on average to 2.1%, followed by a decrease to the level of 1.6% in 2020.

7 Czech Statistical Office
8/ 1 SOK wSLidzot A0Qa aAyAaidNE 2F CAylLyOSs &Stazyltfe | RedzAiSR RI G
9 Czech Statistical Office
10Czech Statistical Office
/7 SOK wSLidzo t
2/ T SOK wSLidzo f

aAyYAAGNE 2F CAYI

oQ y
o) aAyA&aidNE 2F CAYlyOS

A a
AOQa
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Industry in Poland

In 2018, total industrial production sdftiwas at the average level of 5.8% yoy, which is lower than in
2017 (+6.2% yoy). In Q4 2018, the industrial sector in Poland grew at the average rate of +5.4% yoy
compared to +5.3% yoy in Q3. The end of the year, however, brought a strong deterioratioa of t
economic situation in the sector and the growth rate of industrial production adjusted by the number

of business days in December was at a level of 3.1% yoy, which is the lowest from DecemBér 2016.

Among the most significant branches of industry, owingthe specific nature of the PKP CARGO

DNR dzLJQ&d (NI yalLR2 NI aSNBAOSa:z: (KS KAIKSAG 3INRGGK

production of: metal products (+9.7% yoy), coke and refined petroleum products (+9.3% yoy), products

made from otler mineral nosmetallic raw materials (+8.2% yoy), wood and wood products (+6.4% yoy), metals (+3.7% yoy)

and chemicals and chemical products (+3.0% yoy). Compared to the first 9M of 2018, though, most of these industries recordec

a lower growth rate yoyn Q4 of year. At the same time, in 2018, a decrease in the output selil2f yoy was recorded for

the hard coal and lignite mining industriés

Compared to 9M 2018, the economic situation in the industrial sector deteriorated in Q4 2018, as evidetivedatipwing

selected observations:
I AGNBy3 RSONBIFI&S Ay talL ot dNOKFaiaAy3d alyl3ISNEQ LYRSE
compared to 51.6 points in Q3 and 53.9 points in H1 2018. The level of index below the thresholdpdi®@.0vas
simulataneously tantamount to technical recession in the industrial processing sector. In December 2018, PMI was 47.6
points, i.e. it had been at the lowest level since April 2013, when the Polish economy faced a high economic stéwdown.
deterioration of the overall business climate indicator in the industrial sector calculated by the Central Statistical Office
of Poland down to an average level of 5.4 points in Q4 (from 10.3 points in Q3 and 16.2 points in H1 2018).

Other factors significardl I FTFSOGAy3a GKS O2yRAGAZ2Y 2F GKS AyRdzaiGNARSa 27

in Q4 and in the whole of 2018 included:

Mining industry

in 2018, a fall in the hard coal output by 2.1 million tons yoy, i.e3t8p% yoy (production at the level
% of 63.4 million tons compared to 65.5 million tons in 2017 and 70.4 million tons in 26X@% 2018, a
/ decrease in the coal output by 3.0% yoyaoto the level of 16.1 million tons, primarily because of
December, which was a month with certainly the lowest production in 2018 (a decrees%f yoy).
Ly tfrad &28SFrNRna 55S0SYOSNE GKS FoazfdziS Lie@abydzOl A :
the lowest level in history®
a systematic decline in the sales of hard coal yoy continuing from the summer of 2017 (except for the pedadjdsty
2018). In 2018, the sales fell by 3.8 million tons yoy, i.e. by 5.7% yoy (it was 62.5 mitiaonapared to 66.3 million
tons the year before and 73.1 million tons in 2016). Sales of hard coal w December 2018 reached the lowest level from
February 2015 (4.8 million ton¥).
an increase in the level of inventories stockpiled in storage yaadsatthe end of 2018, the inventories were 2.4 million
tons compared to 1.7 million tons at the end of December 2017 and 1.5 million tons in January 2018. In December 2018,
the amount of coal in storage yeards was higher by 58.2% than in Januar§®2018.
increa® in hard coal imports in the first 11 months of 2018 by 60.2% yoy to 17.9 million tons, predominantly from
Russia (+64.9% yoy to 12.4 million tofis).
increase in the average annual coal price in ARA ports up to USD 92.4/t in 2018 from USD 84.2/(#8.88dyoy). In
Q4 2018, the average ARA coal price feHlo#% yoy and6.1% qoq down to USD 92.%A.
an increase in the average annual values of indices for commercial and industrial power industries in Poland in 2018.
Hard coal for power industry was average more expensive by 16.4% than the year beRB8€MI 1 was PLN 239.51/t,
while it was PLN 205.69/t in 2017iard coal for heating industry was more expensive year on year by 22.45%

B enterprises employing more than 9 persons

14 Central Statistical Office of Poland

15 Central Statistical Office of Poland

16 Markit IHS

17 Central Statistical Office of Poland

18ndustrial Development Agency (ARP)

9Industrial Development Agency (ARP)

20|ndustrial Development Agency (ARP)

21 Eurostat

22 ANIidzk t ye b2ge tNISYREAU O+ANIiddt bSé LYyRdzAGNES

18



PKP CARGO GROUP
@ pl(pCARGO MANAGEMENT BOARD REPORT ON THE ACTIVITRKPFCOARSGO GROUP

FOR THE FINANCIAL YEAR 2018

(the average value of PSCMI 2 was PLN 294.75/t in 2018, whitesiPLN 240.72/t in 2017). Compared to 2016, the
index for CHP plants rose by 49.66%). At the same @Me€018 brought stabilization of price ratios for the Polish coal
(index for commercial and industrial power industries in Q3 2018 was PLN 243.9f @it rose slightly by 0.5%,
reaching PLN 245.2/.

increase in the share of hard coal in the national energy mix (+3.2 p.p. yoy in Q4 and in total +1.7 p.p. yoy in the whole
of 2018)%*

Figure7 Current and historical values coal price indices on the European ARA* vs. RB** markets
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Source: Proprietary material based on Virtual New Industry data

Figure8 Current and historical values of coal price indices on the Polish market: power industry (PSCMI 1) anc
heating sector (PSCMI 2)
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Construction industry

a considerable imease in construction and assembly productioon average by 17.9% yoy in 2018,
compared to a 12.1% growth in 2014h increasen the construction and assembly production in 2018
was recorded in all the sections of the construction industry (including by 22.0% yoy in companies
specializing in building civil and marine engineering facilities, by 18.8% yoy in companies spdnializing
erecting buildings and by 10.3% yoy in companies performing for the most part specialized construction
works)?26

23|ndustrial Development Agency (ARP)

24 polkie Sieci Elektroenergetyczne

25 Enterprises employing more than 9 people, Central Statistical Office of Poland
26 Central Statistical Office of Poland
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REYFYAO ANRGOK 2F AYTFNFadNUzOGdzNI £ Ay@SadyYSyda sAGKAY
Gbl GA2Yy I E WIEAORIIAN SRR HMIG K KAIKSNI aLISYRAYy I o0& -detion t 3
period. In 2018, construction output in motorways, expressways and streets increased 23.7% yoy, while construction
output in rail infrastructure increased 37.0%yy?’

Steel industry

increase in steel production in the world in 2018 by 78.8 million tons, that is 4.6% yoy.

a fall in steel production in the European Union in 2018 by 0.3% yoy to the level of PLN 168.1 million
tons.

reduction of the average crudeeel productionin 2018 by Polish steel millsy-1.9% yoy. At the same
time, there was an increase in the volume of fnolled products (+3.6% yoy) and an increase in the
output of sted pipes (+1.0% yoy). @ought a decreased production for all theest industry products
mentioned above, including crude steed.8% yoy), hotolled products (2.6% yoy) and steel pipe(4% yoy¥?
good financial performance of the industry in 2018; an increase in actual revenues from sales of metals to PLN 60.8
billion (+3.7% yoy) and in total revenues from sales of metal products to PLN 104.4 billion (+9.7% yoy). In Q4, revenue:
of the companies rose by PLN 14.6 billion (+6.3% yoy) and PLN 26.6 billion (+7.7% yoy) resfectively.
an increase in coke production inlRod in 2018 (+0.9% yoy), with a decrease in the production irXEP4 yoy§°
in 2018, the Polish economy used a record quantity of steel (about 15 million tons), while demand for steel products in
Poland grew by approx. 10% y8yhe major factor that@ntributed to it was good economic situation in stéelensive
branches of industry, including in particular construction industry, because of large infrastructural investments being
performed. Nearly three fourths of the demand were satisfied by imp®&its.2019, it is forecasted that further increase
in steel consumption will be maintained, with domestic production simultaneously reverting to levels from 2017. The
further increase in the demand for steel will be driven mainly by the planned expanstbe aotwork of motorways
and expressways as well as investments supporting modernization of railway Péutes.

Industry in the Czech Republic

Industry in the Czech Republic

In 2018, industrial production in the Czech Republic increased on average by@&/0gompared to

6.5% yoy in 201% The annual growth rate of the industrial sector in the Czech Republic has been thus
the lowest since 2013n Q4 the Czech industrial sector grew at a rate of 3.6% yoy. The growth in output
in Q4 was driven chiefly by éhindustrial processing sector (+3.9% yoy) and, to a lesser extent, by the
water, gas and energy supply sector (+3.1% yoy). Compared to the similar period of 2017, however,
mining production and extraction of raw materials droppe8l 1% yoy), especiallyahd coal and brown

coal €7.2% yoy¥*

In Q4 2018, volumes of new orders yoy for the industrial sector also rose fastest from the beginning of the year (+4.6% yoy)
In the whole 2018, new orders in industry, however, grew at the slowest rate since 2072(¥8y), to which the dominant
contributing factor was the growth of export orders, the weakest since the global financial crisis in 2009 (+3.9% yoy). The
decrease in the number of orders for the industrial sector from abroad was a direct result of thensicoslowdown observed

in the euro area countries (the main trade partner of the Czech Republic).

A possible deterioration of the standing of the industrial sector in the Czech Republic over the coming months is however
suggested by the most recent valuesSPMI, a business tendency indicator. In Q4 2018, the index fell to the average level of
51.3 points® In December 2018, the index was 49.7, which means that it was, for the first time since July 2016, below the level
of 50.0 points.

The activities of tB PKP CARGO Group companies on the Czech market are focused on the transport of hard coal, coke
aggregates and other construction materials as well as intermodal transport (in particular automotive products). As a result,

27 Central Statistical Office of Poland

28 Central Statistical Office of Poland

29 Central Statistical Office of Poland

30 Central Statistical Office of Poland

31 Metallurgical Chamber of Industry and Commerce
32 Metallurgical Chamber of Industry and Commerce
33 Czech Statistical Office

34 Czech Statistical Office

35Markit IHS
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the situation in related sectorsf the industry (mining, construction, steel industries and the production of motor vehicles)
translates directly into the volume of goods available for transport by the entities of the PKP CARGO Group. In Q4 and the
whole 2018, factors significantly aftéeg the condition of the above industries included:

continuing downward trend in hard coal output (in 2018, the average decreasEBhy%o yoy to the level of 4.5 million

tons)*

a decrease in lignite extraction b§.4% yoy down to 39.2 million tons (lzrse of, among other things, poor results in

Q1 and Q4, i.e. drops by 3.9% yoy and 4.0% yoy respectively).

a dynamic increase in the output of the steel seatdn 2018, the volume of crude steel output increased 9.1% yoy to

5.0 million tons compared t4.6 million tons in 2017.

a very high growth rate in construction and assembly output, which in 2018 increased by 8.4% yoy, which is the highest

rate from 2004. In that period, total construction output increased 8.6% yoy and engineering constructiont outpu

increased 8.0% yo¥f At the same time, only in Q4 2018, the growth rate of the construction sector was 4.7% yoy, which

is the lowest level from the beginning of the year.

a further slight growth in output of the automotive sector compared to the histdlychigh levels from 201¢in 2018,

the Czech manufacturers made 1,444.4 thousand vehicles of all types (passenger, trucks, buses and motorcycles), i.e

up 1.6% vs. 2017.

4.2 Freight transportation activity

4.2.1 Rail transport market in Poland

In 2018, there were 71 active rail operators on the rail transport market in Poland (including PKP CARGO S.A. and PKP CAR
SERVICE Sp. z 0.0.). In this period, they carried a total of 250.2 million tons of cargo (+4.3% yoy) and achieveddreght tur
of 59.6 billion tkm (+8.8% yoy). This is certainly the highest result since the time of global financial crisis Grfr2Qf}&
volume transported by railway increased compared to 2017 by 10.4 million tons yoy. The average distance of the cargo
transport wasa parameter that increased considerably from 229 km in 2017 to 238 km (+4.3% yoy) compared ¥ T2@&18.
highest growth rate on the freight market was in Q1 2018 (+14.0% in freight volume and +18.4% yoy in freight turnover). In
next quarters, however, thgrowth rate slowed down because in Q2, it was only +3.5% yoy in freight volume and +8.0% yoy
in freight turnover, and in Q3 2018, +0.7% yoy in terms of volume and +6.1% yoy in terms of turnover. In Q4, the trend
strengthened, i.e. the growth rate was +@63yoy in freight volume and +4.2% yoy in freight turnover.
In the analyzed periodhere was a clear increase yoy in the cargo volumes transported by railway, especially in the categry of
construction materials for performing the largest infrastructuraléstments as well a dynamic development of intermodal
transport. The major components of the growth of transport in 2018 incluéd:
increased transport of aggregates (+16.2% yoy to 51.2 million tons), resulting from intensification of infrastructural
iNvSaGdYSyida dzyRSNJ GKS abl A2y lt-anwdl RoABKAHNUDAzAR 21 NB AN
wlkAf gl @& t NP 3 Nihavcedivdth BUrstuotdral fOr@ls as well as from considerable investments in public
facilities by local governmest Intensification of public facilities was also reflected in the growth rate of gross fixed
capital formation, which in Q3 2018 reached the level of 9.9% yoy;
increased transport of hard coal (+2.1% yoy to 87.5 million tons) owing to the strong ddnsamdhe commercial
power industry, the heating sector and private consumers;
an increase in the transported volumes of iron ores (growth by 6.8% yoy to 10.6 million tons, metal ores and metal
products (growth by 7.9% yoy to 9.4 million tons), or a totalngh of 7.3% yoy to 20.0 million tons). This follows from
the large demand from steéhtensive branches of industry in Poland and abroad (including construction industry);
increased intermodal transport (+13.5% yoy to 12.2 million 4rmwving to a higlygrowth in transshipment volumes in
ASIHLRNIAa YR AYUISYaATAOrdA2y 2F (GNIyaLR2NIia FNRBY /KAyl

36 Ministry of Industry and Trade of the Czech Republic

37Czech Statistical Office

38 Office of Rail Transport

39 Central Statistical Office of Polagdiata for the first 11 months of 2018
40 Office of Rail Transpogtdata for JanuarBeptember 2018.
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Figure9 Rail freight volumes in Poland (in million tons) in individual quarters of-2018
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m 2015
m 2016
m 2017
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59,758,858,062,562,9 60,459,860,463,363,9

SourceOffice of Rail Transport

FigurelO Rail freight turnover in Polan@illion tkm) broken down by quarter 20142018

m2014
m 2015
m 2016

14,3 ,714.8 1313, 3498 ,513,
11,411,311,412,1 | %4 m 2017

m 2018
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Source: Office of Rail Transport

4.2.2 Position of the PKP CARGO Group and the Parent Company in thearasport market in Poland

In 2018, the PKP CARGO Group retained the first place on the rail transport market in Poland, achieving a 44.3% market sha
(-0.5 p.p. yoy) in terms of freight volume and a 48.5% market share in terms of freight turA®depp. yoy). The respective
shares of PKP CARGO S.A. were 4306%4(p. yoy) and 48.3%3(1 p.p. yoy}! On the other hand, in Q4 2018, the PKP CARGO
DNR dzZLJQ& &KFNB gl a nnodc: O0bndp LIDLIB p.p. 20§)6n tekmé ofdighiNdvmdverz T F NEB A

Figurell Share of the PKP CARGO Group total freight volume in Poland 12Q@034
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{2dz2NOSY t NBLINASGFNE YIFGSNALFE o6FaSR 2y GKS h¥FF¥AOS 2F wlAf ¢NIyaLRNLIQA

41 Office of Rail Transport
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Figurel2 Share of the PKP CARGO Group in total freight turnover in Poland w2@084
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Figurel3 Market shares of the largest rail operators in Poland in 2018daght volume and freight turnover

By freight volume By freight turnover
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: gtther:SogIStlcs = PUK KOLPREM m CTL Logistics = Orlen KolTrans
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{2dzNDOSY t NBLINASGFNE YFGSNRALFE oFaSR 2y GKS hFFAOS 2F wlAf ¢NIYyaLRNIQ&
The following companies should be listed as the main competitors of theCRRIEO Group on the Polish rail freight market:
DB Cargo Polska, Lotos Kolej, PKP LHS, CTL Logistics, PUK Kolprem, Orlen KolTrans and Freightliner PL.

The competitive operators transported in total 139.4 million tons of cargo (+5.2% yoy), with therenesgiorted by DB Cargo
Polska (41.1illion tons or-4.2% yoy), Lotos Kolej (12.5 million tons-@B8% yoy) and PKP LHS (10.7 million tons or +6.5%
8280d hy GKS 20KSNJ KFYyRY FNBAIKG (dzNYV 2SN 2 F+15i1R0eSoy), mast / ! v
of which was generated by Lotos Kolej (5.3 billion tkadet% yoy), PKP LHS (3.4 billion tkm or +8.8% yoy) and DB Cargo Polska
(3.2 billion tkm or +10.4% yo§jThe increase in freight turnover recorded by competing rail operatorstetspredominantly

from the extension of their average haul. In 2018, it was 220.3 km, or longer by 20.1 km (+10.1% yoy).

A steady growth in the market share in 2018 (both in terms of freight volume and freight turnover) was recorded mainly by
small carries (whose unit market shares do not exceed 2.0%). The combined market share of these rail operators was 18.3%
(+1.5 p.p. yoy) in terms of freight volume and 16.1% (+1.8 p.p. yoy) in terms of freight turnover.

¢KS tYt /! wDh DN dzLIQ aunidshaies Geaier tharR4vo),J8dhasi BBNCRrgodPdiskd) IKotos Kolej, PHP LHS
and CTL Logistics, last year experienced a decrease in their combined market share t6128.8%. (foy) in terms of freight
volume and to 24.7% yoyQ(6 p.p. yoy) in terms dfeight turnover. In both these categories, a significant yoy drop in the
YFEN] S &aKFNB ¢l a &dzF Fup bBpaniés tnaniel i8 terviis dfl eighit W@ameNDRYCi ¢ Rblska(p.

yoy) and Lotos Kolejd.6 p/p.p. yoy) and in terms ofdight turnover, Lotos Kolejd.8 p.p. yoy).

42 Office of Rail Transport
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4.2.3 Rail freight transport market in the Czech Republic

For the first 3 quarters of 2018, in the Czech Republic, a total of 435.6 million tons of goods were transported by af means
transport (+4.6% yoyand the completed freight turnover was 45.7 billion tki.0% yoy}3 The freight turnover decreased
because of the drop in the average hat8.{% yoy down to 107.1 km). The major factor that contributed to it was road
transport (where the average hauédlined from 105.0 km in the period of 9M 2017 to 92.5 km in the corresponding period of
2018, or down by11.9% yoy).

Among the branches of the freight transport sector in the Czech Republic in the period of J8epéeynber 2018, road
transport prevailel, with its market share in terms of freight volume increasing by +0.7 p.p. yoy up to 80.7%. Because of the
decrease in the average haul in road transport, its market share in terms of freight turnover decreased in the petiéd by
p.p. yoy down to 68.9%

From January to September 2018, freight turnover in rail transport was 12.2 billion tkm (up +3.1% yoy) owing to the increase
in freight volume to 73.2 million tons (+1.6% yoy) coupled with a concurrent increase in the average haul to 166.9 km (+1.5%
yoy). This translated into an greater share of total rail transport in terms of freight turnover by 1.8 p.p. yoy to 26.7% and a
decrease in terms of freight volume by 0.5 p.p. yoy to 16.8%. From among the land means of freight transport in the Czech
Republicrail transport is most frequently chosen for long distance transport, which is shown by the highest average haul,
much greater than in the case of road or pipeline transport.

Figurel4 Quarterly rail freight transport in the CzeBepublic by freight volume in 202018 (million tons)

m 2014
m 2015

21 7123,2 23,524,024, 22.924,2 24,6 23,924, 23,324,324,424,1125,0 23,7129,625,524, m 2016
w2017

m 2018
I kw. 11 kw. 11 kw. IV kw.

* data for Q4 2018 will be available at the turn of Q1 2019.
Source: Proprietary material based on data published by the Ministry of Transport of the Czech Republic

Figurel5 Quarterly rail freight transport in the Czech Republic by freight turnover in-2018 (billion tkm
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3,6 8,7 3,7 4,0 14,0 3638 39 38 4,0 3,6 38 39 4,0 452 38140 41 40 m 2016
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* data for Q4 2017 will be available at the turn of Q1 and Q2 2018.
Source: Ministry of Transport of the Czech Republic

4.2.4 Position of the AWTGroup in the rail transport market in the Czech Republic

I O0O2NRAY3I (2 AYTF2NNIGA2Y Llzof AaKSR o0& {¢5/ 3 GKS NIAtgIl e
Czech rail transport market with a license for the carriage of cargldimg the following PKP CARGO Group companies: PKP
CARGO S.A. and Advanced World Transport a.s. 4&WT)

In 2018, AWT transported a total of 10.5 million tons of cargd.¥% yoy) and achieved a freight turnover of 1.2 billion tkm
(+4.8% yoy). The freighirnover of the whole rail freight market in the Czech Republic increased in 2018 to a greater degree
GKFy 12¢Qa8 FNBAIKG GdNYy2@OSNE 6KAOK NBadzZ §SR Ay !12¢Qa @2:¢
¢KS YIF22N) T Ol 2N O dza Jspbils waskaSropRiStite Nk@hspar®d vblymed of Har@ doal hyNd1%6 yoy to
the level of 4.0 million tons, resulting from the process of restructuring carried out in Czech hard coadtihses.result, the

43 Ministry of Transport of the Czech Republic
“{¢51
45 own statistics prepared by AWT a.s.

24



PKP CARGO GROUP
@ pl(pCARGO MANAGEMENT BOARD REPORT ON THE ACTIVITRKPFCOARSGO GROUP

FOR THE FINANCIAL YEAR 2018

activities of AWT aim to replace hard coal gradualy OF NH2 FTNBY 23GKSNJ OF NBE2 OF GS32NARS
on the condition of the hard coal mining sector.

¢tKS aKINBS 2F GKS NI¥Yg¢g YFGSNRFIE Ay GKS O2YLl yeQa dG2alt 4N
time, in2018, transports that increased most were of such cargo categories as intermodal (+74.9% yoy to 1.5 million tons) or
other cargo (+19.5% yoy to 0.6 million toA%).

Figurel6! 2 ¢ | ®a dQ& ljdzr NISNX¥ & YI N]J SG akKlNBa A301852GFf  FNJ
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* data for Q4 2018 will be available at the turn of Q1 2019.
Source: Proprietary material based on data from the Czech Ministry of Transport and AWT a.s.

Figuel7! 2 ¢ | @3 ®Q& ljdzr NISNI & YINJ]SG akKrkNBa Ay0182aGFt FNJ
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* data for Q4 2018 will be available at the turn of Q1 2019.
Source: Proprietary material based on data from the Cl#olstry of Transport and AWT a.s.

Figurel8 Market shares of the biggest rail operators by operational freight turnover in the Czech Republic in 2018
(btkm)

7,6% m25 /I NH2XZ | ¢ao
7 5% m Advanced World Transport, a.s.
,o%
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{2dNDSY {¢5/ 6/1SOK YEyF3I8NI 2F NI Af AyTFNI &G NHOG dzNB 0

LY H A my 2a.s.2é& only Feidain2d the leader of the rail freight transport market in the Czech Republic but also increased
its market share by freight turnover by 1.5 p.p. against 2017. Last year, the market significance of METRANS Rail s.r.o. al
improved (+0.4 p.pyoy), the rail operator which, in the wake of the declining market share of AWT0&4sp(p. yoy), is how
Oft2aS8 (2 NBFOKAYy3a GKS '2¢Qa YINJSG aKINB Ay GSN¥Ya 87F TN

46 own statistics prepared by AWT a.s.
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recorded by RaiCargo Carrier Czech Republic s.r.o. rail operator. The other operators of rail freight transports on the Czech
YIEN]JSG ftAaGSR 6@ {¢5/ NBO2NRSR RSOfAYAYy3d YIEN]SGU &aKFNBa
to 1.4%47 This resulted mainly from the decrease in hard coal transports to Slovakia because of the reduced coal extraction
08 hY5d LY HnanmyZ GKSNB gFa Fy AYyONBlIFasS Ay (GNIyalLR2Nlia 27
Czech Republimatermodal transport also increased, first of all in transit between Slovakia and Russia as well as from/to Italy.
The volume of transported wood and wood products also grew, mainly owing to the completion of new transports in transit
from ports to Slovakid®

425¢KS /2YLIyeQa FyR GKS tYt /! wDh DNRdzLJY A NI Af

The data on the transport activity conducted by the PKP CARGO Group feR@B4&omprise consolidated data for PKP
CARGO S.A., PKP CARGO SERVICE Sp. z 0.0. and the AWT Group. Thesmespant2018 was conducted by 5 members

of the Group. After the acquisition of an equity stake in AWT B.V. (the contract signed on 31 December 2014), 3 rais operator
(AWT a.s., AWT Rail HU Zrt., AWT Rail SK a.s.) were added to the operators alngaaheingiers of the PKP CARGO Group.

In 2019Primol Raill 0.0. (80% of shared owned by AWT a.s.) received Certificathi€h means it gained a licence fiil

freight in Slovenia.

The PKP CARGO Group collaborates with the largest Polish and global, gnolygling ArcelorMittal, PKNrlen, PGNIG,
Lafarge, Azoty, JSW 2 t 3f 212142 9ySIX tD9X ¢l dz2NRPYyX t2f&il DNXzIJ Ds N

Table2t Yt /! wDh DNER dzLJQa F20B8A IK{d (dzNy 2 @SN F2NJ Hamn

2018 Change
PAONRS] PKP CARGEhare 2017* 2016* 2015* 2014* 2018/2817
(million tkm)

Solid fuels 10,931 94.7% 11,515 12,542 13,593 12,181 -584 -5.1%

of which hard coal 9,313 96.9% 10,155 11,070 12,387 10,757 -842 -8.3%
Aggregates and construction 7,185 991% 5882 4,636 5261 6,142 1,303 22.1%
materialg
Metals and ore% 3,732 98.3% 4,027 3,436 3,757 3,698 -295 -7.3%
Chemicalé 2,204 94.7% 2,357 2,078 2,019 1,913 -154 -6.5%
Liquid fuels 1,165 79.0% 1,340 1,091 839 781 -175 -13.0%
Timber and agriculturgroduce 1,384 81.8% 1,764 1,562 1,660 1,733 -381 -21.6%
Intermodal transport 4,072 90.4% 3,235 2,474 2,031 1,832 836 25.8%
Other 718 91.9% 891 703 679 667 -173 -19.4%
Total 31,390 94.4% 31,011 28,521 29,839 28,947 379 1.2%

* Because freight services by ferry are no longer separated from the distinct commodity markets and are addedityte A G SY &2 @-RE@BNE = R
are updated.
Source: Proprietary material

Table3t Yt /! wDh D NBndzedindQ4 & ROFA0HK (i

Q4 2018 Change
Q4 Q4 Q4 Q4
PKP CARGO shar¢ . " . . Q4 2018/
2017 2016 2015 2014 04 2017
(million tkm)

Solid fuel 2,889 94.3% 2,924 3,339 3,926 3,307 -35 -1.2%
of which hard coal 2,437 96.2% 2,589 2,971 3,629 2,938 -153 -5.9%
Aggregates and construction materials 1,760 99.0% 1,644 1,368 1,256 1,609 116 7.0%
Metals and ore% 931 98.5% 1,010 825 1,003 879 -79 -7.8%
Chemical$ 524 94.3% 581 525 484 500 -56 -9.7%
Liquid fuel8 320 83.7% 309 272 255 210 10 3.4%
Timber and agricultural produée 374 88.0% 491 477 445 406 -117 -23.8%
Intermodal transport 1,146 91.0% 889 721 593 451 258 29.0%
Other’ 161 95.3% 229 180 185 162 -68 -29.7%
Total 8,105 94.6% 8,076 7,707 8,148 7,525 29 0.4%

* Becausdreight services by ferry are no longer separated from the distinct commaodity markets and are added fo¥h& A G SY & 2i0BENE = R
are updated.
Source: Proprietary material

a0 ;5]
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Figurel9 Share of freight turnovecompleted by the PKP CARGO Group in each commodity segment in 2018 and

2017
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2018
PKP * * * * Change
2018 CARGO 2017 2016 2015 2014 2018/2017
share
(000s tons)
Solid fuels 56,594 87.0% 57,674 59,768 63,285 56,919 -1,080 -1.9%
of which hard coal 51,162 89.2% 51,750 53,690 57,847 51,976 -588 -1.1%
2%%;?%?;65 and construction 26,014  922% 22,161 18173 19,898 21526 3,853  17.4%
Metals and ores 12,603 97.6% 13,032 11,315 12,378 12,356 -429 -3.3%
Chemicalé 6,791 91.5% 6,985 6,309 5,860 5,979 -194 -2.8%
Liquid fuels 3,913 94.7% 4,534 3,042 3,001 2,692 -620 -13.7%
Timber and agricultural produée 3,994 86.8% 4,525 4,385 4,733 4,782 -530 -11.7%
Intermodal transport 9,245 85.5% 7,605 6,473 5,173 4,536 1,640 21.6%
Other’ 2,719 81.1% 2,626 2,030 1,929 1,917 94 3.6%
Total 121,874 89.5% 119,141 111,495 116,257 110,706 2,733 2.3%
* Because freight services by ferry arein@ y ISNJ aSLJI NI 6 SR FNRBY (KS RA&AGAY Ol O2¥¥2 RA (@2082M) $iina

are updated.
Source: Proprietary material
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Q4 2018
PKP 04 Change
Q4 2018 Q4 2016* Q4 2014* Q4 2018/
CARGO 2017*
Q4 2017
share
(000s tons)
Solid fuels 14,505 86.3% 14,795 16,078 18,726 16,150 -290 -2.0%
of which hard coal 13,069 880% 13,223 14,520 17,182 14,854 -154 -1.2%
Aggregatesind construction 6,411 921% 6,252 5464 5008 5647 159 2.5%
material$
Metals and ore% 3,149 96.7% 3,296 2,996 3,009 2,947 -147 -4.5%
Chemicalé 1,620 92.9% 1,780 1,606 1,431 1,496 -160 -9.0%
Liquid fuel8 1,078  97.9% 951 843 870 759 126 13.3%
Timber and agricultural produée 1,135 90.2% 1,301 1,222 1,265 1,212 -166 -12.8%
Intermodal transport 2,634 85.8% 2,017 1,853 1,549 1,113 617 30.6%
Other’ 692 80.8% 699 545 518 467 -7 -1.0%
Total 31,223 892% 31,092 30,607 32,375 29,792 132 0.4%

* Because freight services by ferry are no longer separated from the distinct commodity markets and are added to thelligdiiténs N =  R201i7!

are updated.
Source: Proprietary material
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Figure20 Share of freight volum&ansported by the PKP CARGO Group in each commodityesein 20182017
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In 2018 PKPCARG@Eroup realised rail freight with average distance of 258(Kn©%yoy), and an average disctace covered
by PKP CARGO S.A. tr&in3018 wa®72 km {0,8% yoy).

Table6 Average haul of the PKP CARGO Group in-2018

. . . . Change
2018 2017 2016 2015 2014 2018/2017

Solid fuels 193 200 210 215 214 -7 -3.3%

of which hard coal 182 196 206 214 207 -14 -7.2%
Aggregates and construction materrals 276 265 255 264 285 11 4.1%
Metals and ore% 296 309 304 304 299 -13 -4.2%
Chemicals 325 337 329 345 320 -13 -3.8%
Liquid fuel 298 295 359 280 290 2 0.7%
Timber and agricultural produée 346 390 356 351 362 -44 -11.2%
Intermodal transport 440 425 382 393 404 15 3.5%
Other 264 339 346 352 348 -75 -22.2%
Total 258 260 256 257 261 -3 -1.0%

* Because freight services by ferry are no longer separated from the distinct commodity market®hdd | RRSR (2 G(KS tAySRWisSYy &
are updated.
Source: Proprietary material

Table7 Average haul of the PKP CARGO Group in Q4 inZ084

* * * * Change
Q42018 Q4 2017* Q4 2016* Q4 2015 Q4 2014 Q4 2018/Q4 2017

Solid fuels 199 198 208 210 205 2 0.8%

of which hard coal 186 196 205 211 198 -9 -4.8%
Aggregates and construction materils 275 263 250 251 285 12 4.4%
Metals and ore% 296 306 275 333 298 -11 -3.5%
Chemicalé 324 326 327 339 334 -2 -0.8%
Liquid fuel8 297 325 322 293 276 -28 -8.7%
Timber and agricultural produée 329 377 390 352 335 -48 -12.7%
Intermodal transport 435 440 389 383 406 -5 -1.2%
Other’ 232 327 331 358 347 -95 -29.0%
Total 260 260 252 252 253 0 -0.1%

* Because freight services by ferry are no longer separated from the distinct commodity markets and are added to tfie lidedtéi K SNE = -BOL70 | T2

are updated.
Source: Proprietary material

LIncludes hard coal, coke and lignite.

2Includesall kinds of stone, sand, bricks and cement.

% Includes ores and pyrites, as well as metals and metal products.

4Includes fertilizers and other chemicals.

5Includes crude oil and petrochemical products.

8Includes grain, potatoes, sugar beets, otherduwe, wood and wooden products.
“Includes other freight.
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Key factors affecting the volume of transport in various cargo categories in 2018:

S lower volume of coal exportsa result of a significant reduction in total export freight volumes and changes
’Qﬂ‘ in the supply directions in overland exports;

S lower yoyproductionand sales of hard coal,

increase in electricity generation in hard céiatd commercial power plants;

increase in hard coal imports;

enactment of antismog legislation;

copious track closas caused by renovation of major railway routes;

decrease in the average commercial speed in Poland translating into an extended rolling stock circulation;
increase in the price of steam coal and heating coal.

A

SOLID FUELS

intensification of road construction progés in Poland under the National Road Construction Program;
ks greater demand for transport of aggregates to concrgixing plants and bituminous mass production
= plants;
execution of railway capital expenditure projects-fomanced with European funds fromhe financial
ASGREGATES AND perspective for 20142020 as part of the National Railway Program;
MATERIALS higher construction and assembly output in Poland, including the construction of civil and water engineering
facilities;

increase in the average haul of cargo as a result ahghs in the structure of freight routes;
limitations related to the capacity of rail lines.

the lower freight turnover is a result of the shorter average haul of cg@ohange in the structure of freight

Jﬁg routes;
= decrease in freight volume caused by lower ore transgddwer imports of iron ore and lower volumes of
slag from steel mills;

overhaul of the great furnace at Arcelor Mittal steel plgibwer demand for raw materials for production;
decrease in thevolume of transported metals including lower volumes in export and transit carriage due
to a weaker demand for steel (exports to Germany, Hungary and Turkey and in transit to the Czech Republic).

METALS AND
ORES

development of transit connections and handling ofgmiconnections on the ChirlauropeChina route
X GAGKAY (GKS FNIYSE2N] 2F GKS abSsg {Aft]1 w2l RET

(T higher percentage of cargo that used to be transported in conventional ways and is now transported in
containers (e.g. wood, in the form of timber shavings, timbechips, bituminous coal, automotive parts,
paper);

iy NI yELR NI 6836838y aSIHLiNIAa FYyR GSNYAyLFta t20FGSR

AYONBIaS Ay G(GKS ydzYoSNI 2F GNrXrAya 2LISNFiISR 2y (KS
Slovakia.
= higher quantum of transported hydrocarbons in imports from the East and exports to Bosnia, Hungary, Italy;

é% decrease in the quantum of transported fertilizers in exports compensated by an increase in the transports
in imports.

CHEMICALS

takeover by competitive radperators of a portion of transport orders from freight forwarders;
i distribution of biofuels by its producer in road tankers, bypassing rail transport;
20a OKIy3aS Ay G(KS adzllXe f23radaada G GKS tyYt J/s! wDh

resulting from the current demand and supply situation);

e reversal in Q4 2018 of the downward trend observed in previous quarters of 2018, resulting from an growth
in demand for fuels on the domestic market.
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dwindling imports from Belarus compensatég higher volumes in domestic transport and imports via

seaports (shorter hauls);
S ports ( )

©%§;':.,= higher exports of timber from windbreaks to Romania, Slovakia and Hungary;

lower transport volumes of agricultural products: significantly lower volumes of grain exporseajenrts,

IL'L?::G':.LL completion of one of the contracts faransportinggrain by the AWT Group.
PRODUCE

4.3 Other services

absence of rape imports from Hungary, suspension of rail transport of maize in imports from Ukraine,

¢CKS /2YLIl ye& IYyR DNRdzZLJQa O2NB odzaAySaa Aa NFYAf (NI yBdI2 NI

provides additional services:

Freight forwarding serviceg the offering consists of comprehensive logistics services using veh|cle
marine and inland water transport incorporating transshipment, storage, warehousing and packaging. T
Grow also offers customs handling. The comprehensive transport solutions designed and implemente
by the Group (3PL solutions) are an additional strength of its services. Freight forwarding services pre

provided chiefly by PKP CARGO CONNECT Sp. z 0.0. aadSAWK 2 T NI OK{G | @& @ FORMARDING
Traction services and locomotive lease servigeservices which involve the -00
provision of a traction unit along with a train crew (traction serviceshe crew Lmre

itself to perform a railway transport operation. As part of this activity, traction
rolling stock can also be made available (locomotives without train crews). Such aupvocomonve
services are provided on the Polish market and abroad (Czech Republic). s sEe

Comprehensive siding services — entailing, without limitation, train formation, maneuvering services, rail

traffic management on sidings, loading and unloading, warehouse management, conservation and Q%?
ongoing maintenance of point infrastructure. PKP CARGO SERVICE Sp. z o.0. and AWT a.s. are the main

entities providing these services. Traffic management on sidings is offered in Poland, the Czech Republic

and Hungary; B

SIDING SERVICE S

Transshipment services — provided on the basis of conventional and intermaodal )
transshipment terminals owned by PEP CARGO Centrum Logistyczne el
Mataszewicze 5p. z o.o., PKP CARGO Centrum Logistyczne Medyka-Zurawica 5p. z &

0.0., PKP CARGO COMMECT Sp. 7z 0.0. and its subsidiaries and AWT a.s.

TRAMSSHIFMENT

SERYICES
Intermodal logistics services — the Group takes care of all the elements of the logistics chain, including:
rail transport, road transport, transshipment and storing intermodal units. This activity is based on a ;
network of intermodal terminals. Within the Group, PKP CARGO COMMECT Sp. z o.0. is the company (T
specializing in, and dedicated to, comprehensive intermaodal transport service. The service of constantly
maonitoring the traffic of intermodal trains called “Track and Trace” implemented by AWT brings added —

value to the Group’s offer. LOBISTIE
LERVICES

Folling stock repairs — maintenance of rolling stock is provided mainly by PKP T @
CARGOTABOR Sp. z o.0. Additionally, selected repair and maintenance work is éj)_‘[

also done in the facilities situated in the structures of the Units of PKP CARGO 5.4,

and by AWT a.s. ROLLING

STOCK REPAIRS
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Land reclamation serviceghe service offering in this area consists of managing and revitalizingnzhsttrial
sites (including mining areas), performing demolitisarks, managing waste treatment facilities, eliminating
underground mining pits and deontaminating soil. Additionally, the Group offers services in the area of civi
engineering. The land reclamation activity is carried out by AWT Rekultivace a.s. dndeXultivace PL sp. z

0.0., chiefly in the Czech Republic in the vicinity of Ostrava where mining waste deposits are located

:::EAMATIDN
The Group conducts its business within one segment only, i.e. domestic and international cargo freight and"
provision of comprehesive logistics services related to rail freight.
¢CKS tINByd /2YLIlye alyl3aSySyid .2FNR R2Sa y2i S@Iftdzr (S @K
allocation of resources to groups of services provided account being taken of the strwttevenue from sale of services
LINBaSyiSR Ay (KS /2yaz2tARFGSR CAYlLYyOAlLf {GFrGSYSyGao ¢KSI
operating segments.

4.4 Information on selling markets and sources of supply.

Key clients

The Company operates in one principal geographic area, i.e. Poland, where its registered offices are also located. Tota
revenues for all geographic areas outside Poland in 2018 and 2017 did not exceed 13% of total revenues from agreements wit
clients. Theras no single geographic area (outside of Poland) which generates more than 5% of revenues from agreements
with clients.

In the period ended 31 December 2018, sales to the Arcelor Mittal Group represented 10.8% of total revenues from
agreements with clierst, while in the period ended 31 December 2017 they represented 13.7%.

The Group defines the geographical territory of business as the location of the registered office of the service reaipient, a
not as the country of the service provision. Poland isith@ @ 3IS2 3INJ LKA O | NBI 2F (GKS DNEP dzLX
Ly GKS FAYFYyOAlIt &@SFNJ SYRSR om 5SOSYO6SNI Hamy>I GKS DNE dzLJ
total revenues from agreements with clients. In the year ended 31 December 2017, salbs Arcelor Mittal Group
represented 10.9% of total revenues from agreements with clients.

b23S Hom (2 (GKS /2yaz2tARIGSR CAYylFyOAlt {GFrdSYSyida IyR b
revenues generated by external clientsdsographic area.

Key suppliers

As they operate on the freight transport market, both the PKP CARGO Group and Parent Company are dependent on the large
supplier of access services to rail infrastructure in Poland, namely PKP Polskie Linie Kolej@®#dPRK]. This company is a
domestic supplier that provides access to the prevalent portion of rail infrastructure in Poland in accordance with thst price
approved annually by the President of the Office of Rail Transport. This infrastructure is wadldbela for a fee on the same

terms to all carriers offering passenger and cargo rail transport. PKP PLK renders services to the PKP CARGO Graigp that incl
the provision of access to rail infrastructure, the provision of access to traction networkregunipthe directing and carrying

2F OGN FFAO FYyR F0O00OSaa G2 GNIAY KIFIYyREAYy3I SldZALIYSYydio t VYt
costs of external services and of the consumption of raw materials and supplies) was 37. 1% KPtARGO S.A., while it

was 43.6% in the Group.

a2NB2@3SNE GKS DNRdAzZLIQA YIFAY &adzLJLJX ASNJ F2NJ GNY OlAzy Fdz5t |
selling and supplying electricity, selling liquid fuels and providing electizaigyNS t + § SR a SNIBAOSad t Y
percentage of procurement costs in 2018 (meaning the sum of the costs of external services and of the consumption of raw
materials and supplies) was 27.6% in the PKP CARGO S.A., while it was 19.8% in the Group
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4.5 Headcount

Information concerning movements in headcount in the PKP CARGO Group and PKP CARGO S201i8 i20drbvided
below.

Table8 Headcount in 2012018 in the PKP CARGO Group and PKP CARGO S.A. (active eongidyees

Headcount as at:

31/12/ 31/12/ 31/12/ 31/12/ 31/12/ 3112/  Change YTI

2018 2017 2016 2015 2014 2013
PKP CARGO Group 23643 23253 23144 23805 24960 26,553 390
including: PKP CARGO S.A. 17,308 17,043 17,429 17,979 20830 22,480 265

Source: Proprietary material

Table9 Average headcount in FTEs in 22048 in the PKP CARGO Group and PKP CARGO S.A. (active employee
only)

Average headcount in FTEs

12 months 12 months 12 months 12 months 12 months 2§1h§;gf7
2018 2017 2016 2015 2014
PKP CARGO Group 23,385 23,278 23,441 24,375 26,185 107
including: PKP CARGO S.A. 17,135 17,177 17,698 18,484 22,010 -42

Source: Proprietary material

Table 10 Average headcount ipersons in 20142018 in the PKP CARGO Group and PKP CARGO S.A. (active
employees only

Average headcount in persons

12 months 12 months 12 months 12 months 12 months 2(c):1h§;gle7
2018 2017 2016 2015 2014
PKP CARGO Group 23,431 23,305 23,465 24,407 26,215 126
including: PKP CARGO S.A. 17,146 17,182 17,702 18,486 22,012 -36

Source: Proprietary material

Table11 Change in the headcount structure in 262318 in the PKP CARGO Group akg EARGO S.A. (active
employeesnly)

Headcount as at:

31/12/ 31/12/ 31/12/ 31/12/ 31/12/ 31/12/ Change YTD

2018 2017 2016 2015 2014 2013
White-collar positionsg the Group 5,379 5,281 5,272 5,324 5,349 5,566 98
including: PKP CARGO S.A. 3,886 3,805 3,825 3,863 4,462 4,706 81
Blue-collar positionsg the Group 18,264 17,972 17,872 18,481 19,611 20,987 292
including: PKP CARGO S.A. 13,422 13,238 13,604 14,116 16,368 17,774 184
Total 23,643 23,253 23,144 23,805 24,960 26,553 390
including: PKP CARGO S.A. 17,308 17,043 17,429 17,979 20,830 22,480 265

Source: Proprietary material
A comparison of 2018 with 2017 reveals a growth in the average headcount in the PKP CARGO Group by 107 FTEs (a dec
by 42 FTEs in PKP CARGOdAe). The growth ensues from increased headcount in PKP CARGOTABOR, which in 201¢
performed an increased number of rolling stock repair jobs for, among others, PKP CARGO.
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A

46 ¢KS /2YLIlyeQa yR (GKS tYt /! wDh DNRdAzZLIQ&

4.6.1 Capital expenditures
PKP CARGO S.A.

In 2018, the Company incurred capital expenditures for the acquisition of property, plant and equipment and intangible assets
in the form of procurement, modernization and the overhaul component (periodic repairs of P4 and P5 rollingretdeR
periodic inspectior®) of PLN 828.4 million, which was 62.1% higher than the actuals in 2017. Of these, capital expenditures
outside of Poland, i.e. for purchase of Sammns series platform wagons, were PLN 9.7 million.

The biggest part of capital egpditures in the Company in 2018 was allocated for the execution of investment tasks associated
with the rolling stock, mainly for repairs and periodic inspections of the rolling stock (the number of periodic repairs and
periodic inspections performed imdividual periods is derived from the cycles specified in the Maintenance System
Documentation (DSU) of the rolling stock approved by the Office of Rail Transport and the quantum of rolling stock maintained
as fit for operation as required for the provisi®f transportation services), purchase of DRAGON 2 locomotives (3 units),
modernization of locomotives (25 units), purchase of Sammns series platform wagons (17 pieces) and the acquisition of usec
EAOQOS series coal wagons (10 piecés) a total amount 6 PLN 795.6 million (i.e. 96.0% of the capital expenditures). Moreover,

the Company incurred capital expenditures in the IT area, in particular to purchase hardware and ICT equipment along with
intangible assets (software) for the total amount of PLN @ilon (chiefly for the rolout of IT systems and the purchase of
hardware and servers), for investment construction in the amount of PLN 13.1 million, namely the construction and
modernization of buildings, in particular workshop facilities, and thestoiction and modernization of water supply and
sewage removal networks and central heating network, reconstruction of track systems and the acquisition of machinery and
equipment and workshop and officefiut in the amount of PLN 7.5 million.

Tablel2 Capital expenditures in PKP CARGO S.A. inc2Zid#8 (PLN million)s

Change

2018 2017 2016 2015 2014 2018

2017
Investment construction activity 13.1 55 4.5 19.9 11.1 7.6 138.2%
Purchase ofraction vehicles 43.4 53.0 199.4 0.0 0.0 -9.6 -18.1%
Locomotive upgrades 146.3 64.2 35.4 69.6 48.3 82.1 127.9%
Purchase of wagons 111 125 0.0 20.1 57.2 -1.4 -11.2%
Workshop machinery and equipment 6.8 4.3 2.8 6.0 5.9 25 58.1%
ICT development 12.2 14.5 16.5 32.3 20.6 -2.3 -15.9%
Other 0.7 0.5 2.2 5.5 2.7 0.2 40.0%
Components in overhaul, including: 594.8 356.7 185.0 283.6 433.2 238.1 66.8%
Repairs and periodic inspections of locomotive 160.2 76.5 45.0 137.8 125.2 83.7 109.4%
Repairs angberiodic inspections of wagons 434.6 280.2 140.0 145.8 308.0 154.4 55.1%
Total 828.4 511.2 445.8 437.0 579.0 317.2 62.1%

Source: Proprietary material

The funding mix of capital expenditures towards property, plant and equipment and intangible assets was as follows: PLN 827.¢
million of own funds and PLN 0.5 million of EU grants.

Moreover, the capital expenditures incurred in 2018 for purchase of Sammns series platform wagons of PLN 9.7 million anc
financed with own funds will be entirely refinanced in 2019 with a designated subsidy.

PKP CARGO Group

In 2018, the Group incurred c&pl expenditures for the acquisition of property, plant and equipment and intangible assets in
the form of procurement, modernization and the overhaul component (periodic repairs of P4 and P5 rolling stock and P3
periodic inspections) as well as intangilalssets of PLN 894.1 million, which was 59.1% higher than the actuals in 2017.

49 P3¢ maintenance operations pésrmed on specialist control posts, when the vehicle is withdrawn from service, with partial dismantlingaéserblies
P4¢ maintenance operations performed in plants fitted with technical facilities and measurements stations, encompassing malacedient or repairs of suassemblies
P5¢ renovation of the vehicle, encompassing dismantling of-asteemblies and their replacement with new or regenerated ones
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Capital expenditures incurred by subsidiaries, excluding PKP CARGO S.A., according to their standalone financial statemer
totaled PLN 104.5 million and were 27.3% higher thai2017. In 2018, the subsidiaries allocated the majority of capital
expenditures to the execution of investment projects related to rolling stock (i.e. periodic P4 and P5 repairs of rakng sto
periodic P3 inspections and modernization of locomotigder the total amount of PLN 42.9 million or 41.1% of all capital
expenditures). Moreover, the subsidiaries incurred expenditures on investment construction activity in the amount of PLN 35.0
million (chiefly to modernize container terminals and buildiagsl to repair tracks and storage yards), on the purchase and
modernization of machinery and equipment in the amount of PLN 19.5 million, on computerization in the amount of PLN 4.3
million and on the purchase of office equipment and vehicles in the amofURLN 2.8 million.

Tablel3 Capital expenditures in the PKP CARGO Group incZ2a48 (PLN million)

Change
Change 2018
2018 2017 2016 2015 2014 2017
2017
2018 %

Investment construction activity 48.1 32.1 19.1 28.1 18.1 16.0 50.0%
Purchase of traction vehicles 43.8 53.0 200.2 0.0 0.0 -9.2 -17.4%
Locomotive upgrades 147.9 67.0 40.5 70.4 48.5 80.9 120.7%
Purchase of wagons 111 13.3 0.0 20.1 57.3 2.2 -16.5%
Wagon upgrades 0.0 1.7 3.6 1.6 0.0 -1.7  -100.0%
Workshop machinery and equipment 26.3 17.6 14.4 12.2 9.5 8.7 49.5%
ICT development 16.6 16.3 20.1 34.9 22.0 0.3 1.8%
Other 3.6 2.4 4.2 9.7 4.2 1.2 50.0%
Components in overhaul, including: 596.7 358.6 230.6 307.6 437.1 238.1 66.4%
Repairs and periodiaspections of locomotive: 170.1 77.3 72.1 150.7 126.0 92.8 120.1%
Repairs and periodic inspections of wagons 426.6 281.3 158.5 156.9 3111 145.3 51.7%
Total 894.1 562.0 532.7 484.6 596.7 3321 59.1%

Source: Proprietary material

The funding mix otapital expenditures on property, plant and equipment and intangible assets in the subsidiaries was as
follows: PLN 95.0 million of own funds, PLN 0.8 million of lease funds and PLN 8.7 million of EU grants.

4.6.2 Assessment of the capacity to execute irstenent plans

The Group will finance capital expenditures using partly external financing sources, such as investment loans or otbér forms
financing and also using its own funds.

Additionally, a cash pooling system is in place in the PKP CARGOw&ichigomprises, as at 31 December 2018, 7 Group
companies.

PKP CARGO S.A. has been efficiently managing the cash management cycle by matching the maturity of receivables a
liabilities. To hedge the possible risk of a skerm cash shortage, PKP CAR&A. has in place an overdraft facility with a
limit of PLN 100 million (as at 31 December 2018).

]

() PCARCO

34



PKP CARGO GROUP
@ PI(PCARGO MANAGEMENT BOARD REPORT ON THE ACTIVITY OF THE PKP CARGO GR
FOR THE FINANCIAL YEAR 2018

5lylLfeara 2F OGKS tYt /! wDh DNRdAzZLIQa TFAY

5.1. Financial highlights of PKP CARGO S.A. and the PKP CARGO Group
Tablel4 Financial highlights of PKP CARGO S.A.

PLN millior¥® EUR million

PKP CARGO S.A.
2017* 2016 2015 2014 2018 2017* 2016 2015 2014

Exchange rates

(PLN/EUR) 4.2669 4.2447 4.3757 4.1848 4.1893
Operating revenue 3,939.2 3,588.0 32505 35142  3,880.2 923.2 845.3 742.8 839.7 926.2
Profit / loss on operating 318.2 149.7 311 115.2 92.8 74.6 35.3 71 275 222
activities

Profit / loss before tax 320.7 1255 707 -139.1 875 75.2 296 16.2 332 20.9

Net profit / loss from
continuing operations
Comprehensive income 228.2 87.3 -53.9 -73.8 48.9 53.5 20.6 -12.3 -17.6 11.7
Weighted average
number of shares
Weighted average
number of shares used to
calculate diluted profit /

254.0 94.0 -68.6 -114.1 75.6 59.5 22.1 -15.7 -27.3 18.0

44,786,917 44,786,917 44,786,917 44,786,917 44,524,924 44,786,917 44,786,917 44,786,917 44,786,917 44,524,924

44,786,917 44,786,917 44,786,917 44,786,917 44,790,878 44,786,917 44,786,917 44,786,917 44,786,917 44,790,878

loss

Earnings / loss per share

(PLN/EOR) 5.67 2.10 -1.53 -2.55 1.70 1.33 0.49 -0.35 -0.61 0.41
Diluted earnings / loss pel!

ohare (PLNEUR) 5.67 2.10 -1.53 -2.55 1.69 1.33 0.49 -0.35 -0.61 0.40
Net cash flow from 709.7 478.4 2375 325.9 462.5 166.3 1127 54.3 77.9 110.4
operating activities **

Net cash flow from -536.3 -780.2 -440.6 -584.9 -208.1 1257 -183.8 -100.7 -139.8 -49.7
investing activities

Net cash flow from -246.9 143 731.0 383 102.2 57.9 3.4 167.1 9.2 24.4
flnanClng activities

Movement in cash and 735 -316.1 527.9 2973 152.2 172 745 1206 710 36.3

cashequivalents

2/2018 31/12/2017* 31/12/2016* 31/12/2015 31/12/2014 31/1 31/12/2017* 31/12/ *  31/12/2015 31/12/2014

Exchange rates

(PLN/EUR) 4.3000 4.1709 4.4240 4.2615 4.2623

Non-current assets 4,902.5 4,562.6 4,445.2 4,458.1 4,129.5 1,140.1 1,093.9 1,004.8 1,046.1 968.8
Current assets 1,079.8 1,178.5 1,106.4 559.1 1,207.1 251.1 282.6 250.1 131.2 283.2
Nonrcurrent assets

classified as held for sale : . 6.0 44.1 176 : . 14 103 41
Share capital 2,239.3 2,239.3 2,239.3 2,239.3 2,239.3 520.8 536.9 506.2 525.5 525.4
Equity 3,314.6 3,088.9 3,001.6 3,072.3 3,256.3 770.8 740.6 678.5 720.9 764.0
Non-current liabilities 1,652.6 1,748.7 1,713.9 1,150.2 1,034.3 384.3 419.3 387.4 269.9 242.7
Current liabilities 1,015.1 903.5 842.1 838.8 1,063.5 236.1 216.6 190.3 196.8 249.5

Source: Standalone Financial Statements of PKP CARGO S.A. for the financial year ended 31 December 2018 prepare&dd¢arding to

* restatement of data is described in detailfifotes 1.4 and 1.5 to the SES

** including the payment of liabilities stemming from the implemented 1st and 2nd Voluntary Redundancy Programs in theafrRadh273.7 million in
2015,

including the paymetnof liabilities stemming from the implemented 1st and 2nd Voluntary Redundancy Programs in the amount of PLN 47.4 2@lli&n in

50 |In this Management Board Report on the Activity of the PKP CARGO Group for the finam@allyfe to facilitate the reading, some figures were rounded off which may cause

slight deviations in the presented data. In all cases of possible distortions, the data were presented with greater accuracy.

51 Any reference to a Note in these Statement@atef R 6S O2yaidNHzZSR a || b2iS G2 GKS {dFyRFf2yS CAyLFyOALf (i
December 2018 prepared according to EU IFRS, if the reference is made to standalone data. In the case of consolidasbddatae iconstrued as a Note to the Consolidated
CAYLFYyOALf {GFrdSySyida 2F GKS tYt /! wDh DNRBdzZJ 64/ C{ 0 T RIanésK Bdicatedyotheynia. I f &SI NJ Sy RS
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Tablel5 Reconciliation of the differences between the reported and adjusted result on operating activities (EBIT)
and the operating result without depreciation (EBITDA) of PKP CARGO S.A.

PLN million

PKP CARGO S.A.
2017~*

Profit / loss on operating activities 318.2 149.7 -31.1 -115.2 92.8

Adjustments:
Operating expenses

VRP 1 257.1
VRP 2 63.9

Revaluation of assets -27.4 177.9

Adjusted profit / loss on operating activities 318.2 122.3 -31.1 126.5 349.9
Operating profit without depreciation (EBITDA) 771.2 590.3 443.7 454.4 440.6
Adjustments:

Operating expenses

VRP 1 257.1
VRP 2 63.9

Adjusted operating profit without depreciatioflEBITDA) 771.2 590.3 443.7 518.3 697.7

Source: Proprietary material
* restatement of data is described in detaillitotes 1.4 and 1.5 to the SFS

Tablel6 Financial highlights of the PKP CARGO Group

PLN million EURmillion
PKP CARGO G
U o018 2017+ 2016 2015 2014 2018 2017+ 2016 2015 2014

Exchange rata®LN/EUR) 4.2669 4.2447 43757 4.1848 4.1893
Operating revenue 5,237.5 4,733.0 4,411.3 4,554.1 4,274.3 1,227.5 1,115.0 1,008.1 1,088.3 1,020.3
Profit /loss on operating 2776 153.4 1321 55.9 120.9 65.1 36.1 302 134 28.9
activities

Profit / loss before tax 243.8 116.5 -150.9 10.5 93.5 57.1 27.4 -34.5 2.5 22.3
Net profit / loss 183.9 817 1338 30.1 78.3 43.1 19.2 306 7.2 18.7

Totalcomprehensive
income attributable to
the owners of the parent
company

Weighted average
number of shares
Weighted average
number of shares used tc 44,786,917 44,786,917 44,786,917 44,786,917 44,790,878 44,786,917 44,786,917 44,786,917 44,786,917 44,790,878
calculate dilutecprofit/loss
Earnings / loss per share

170.7 73.8 91.1 107.6 43.8 40.0 17.4 -20.8 25.7 10.4

44,786,917 44,786,917 44,786,917 44,786,917 44,524,924 44,786,917 44,786,917 44,786,917 44,786,917 44,524,924

(PLN/EUR) 411 1.82 -2.99 0.67 1.70 0.96 0.43 -0.68 0.16 0.41
Diluted earnings / loss pe
share (PLN/EUR) 4.11 1.82 2.99 0.67 1.70 0.96 0.43 0.68 0.16 0.41
Net cash flow from 863.0 600.7 380.0 3875 550.9 202.2 1415 86.9 92.6 1337
operating activities**
Net cash flowfrom
A ; L -612.0 -740.0 -568.6 -515.2 -238.7 -143.4 -174.3 -129.9 -123.1 -57.0
investing activities
Net cash flow from -322.9 -99.4 663.9 -29.4 -155.7 75.7 -23.4 1517 7.0 37.2
financing activities
Movement in cash and 71.9 2387 475.3 157.1 165.5 -16.9 56.2 108.6 -37.6 395
cash equivalents

31/12/2018 31/12/2017* 31/12/2016* 31/12/2015 31/12/2014 31/12/2018 31/12/2017* 31/12/2016* 31/12/2015 31/12/2014
Exchange ratg®LN/EUR) 4.3000 4.1709 4.4240 4.2615 4.2623
Non-current assets 5,187.2 4,951.5 4,964.2 4,996.9 4,254.5 1,206.3 1,187.2 1,122.1 1,172.6 998.2
Current assets 1,619.1 1,694.2 1,547.9 1,078.9 1,401.2 376.5 406.2 349.9 253.2 328.7
Non-current assets
classified as held for sale ) ) ) 441 17.6 ) ) ) 103 41
Share capital 2,239.3 2,239.3 2,239.3 2,239.3 2,239.3 520.8 536.9 506.2 525.5 525.4
Equity attributable to the
owners of the parent 3,483.5 3,317.2 3,243.4 3,351.4 3,321.5 810.1 795.3 733.1 786.4 779.3
company
Equity a_{ttnt_)utable to non _ ) ) ) 552 ) ) ) ) 13.0
controlling interests
Non-current liabilities 1,969.1 2,110.9 2,092.6 1,586.1 1,165.4 457.9 506.2 473.0 372.2 273.4
Current liabilities 1,353.7 1,217.6 1,176.1 1,182.4 1,131.1 314.8 291.9 265.8 277.5 265.4

Source: Consolidated Financial Statements of the PKP CARGO Group for the financial year ended 31 December 2018

* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS

** including the payment of liabilities stemming from the implemented 1st and 2nd Voluntary Redundancy Programs in the @nfuNi287.4 million in
2015,
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including the payment of liabilities stemming from the implemented 1st and 2nd Voluntary Redurfélagegms in the amount of PLN 48.2 million in 2016,
Tablel7 Reconciliation of the differences between the reported and adjusted result on operating activities (EBIT)
and the operating result without depreciation (EBITDA) of i€ EARGO Group

PLN million
2018 2017+ 2016 2015
Profit / loss on operating activities 277.6 153.4 -132.1 55.9 120.9

PKP CARGO Group

Adjustments:

Operating revenue

Bargain acquisition of AWT -137.8
Operatingexpenses

VRP 1 265.3
VRP 2 70.2

Impairment loss on receivables from OKD 72.7

Revaluation of assets** 69.0 -27.4 34.1 178.7

Adjusted profit / loss on operating activities 346.6 126.0 -25.3 167.0 386.3
Operating profit without depreciation (EBITDA) 907.0 700.3 489.5 704.9 503.7

Adjustments:

Operating revenue

Bargain acquisition of AWT -137.8

Operating expenses

VRP 1 265.3
VRP 2 70.2
Impairmentloss on receivables from OKD 72.7

Adjusted operating profit without depreciation (EBITDA) 907.0 700.3 562.2 637.3 769.0

Source: Proprietary material

* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS
** jn 2018, theimpairment loss was related to AWT

In 2018, the PKP CARGO Group identified araocarring event in the form of an impairment loss on the redundant rolling
stock assets and other property, plant and equipment in the amount of PLN 69.0 million (rolloky ata result of the
impairment test (described in detail idote 5.1 to the CH%nd as part of the optimization processes carried out in the AWT
Group. This event did not affect EBITDA.
The following average PLN to EUR exchange rates set by the Nl&mmaof Poland have been used to translate selected
financial data in the periods covered by the Standalone Financial Statements of PKP CARGO S.A. and the Consolidated Finan
Statements:

exchange rate in force on the last day of the reporting per@idDecember 2018: EUR 1 = PLN 4.3000; 31 December

2017: EUR 1 = PLN 4.1709,

the average exchange rate in the period calculated as the arithmetic mean of the exchange rates prevailing on the last

day of each month in a given period: 1 JanuaB8l Decembef018: EUR 1 = PLN 4.2669, 1 Jang&¥ December

2017: EUR 1 = PLN 4.2447.
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In 2018, EBIT reached PLN 318.2 million, having gone up W6BIA\million (112.6%) compared to the corresponding period
of the previous year.

Figure21 EBIT in 2018 as compared to the corresponding period in 2017 (PLN million)

347.2

12.4 20.7
| ———
-84.2
11.7
| ——
-114.3
149.7
EBIT 2017* Revenues from  Depreciation and Variable costs Other services  Employee benefits ~ Other changes EBIT 2018
contracts with  impairment losses  (consumption of
customers electricity,

traction fuel and
services of access
to infrastructure)

Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the SFS

The following is the explanation of the most significant changes affecting EBIT in 2018 as compared to 2017:

increase in revenue from contracts with customers (chiefly reverum fransportation services and freight forwarding
services) resultedrom higher transport prices and better transport performance (increase in freight volume by 2.1%
8283 AYONBI &S Ay TFTNBAIKG Gdz2Ny20SN) 6@ m twandportddsiassbaret K S
described in chapten ®H ®p G ¢KS / 2YLIl yeQa yR GKS tYt /! wDh DNEP dzL]
increase in depreciation and impairment losses, chiefly owing to revaluation of the residual value of rolling stock
components performeds at 31 December 2017 (undervaluation of the base amount);

increase in variable expenses (consumption of electricity and traction fuel and infrastructure access services) caused by
a hike in fuel prices by 11.9%, increase in the unit measure of trachémtrieity consumption by 5.4% as a result of
difficulties experienced on PLK lines due to intensified work on major transport routes and related detours as well as
increase in freight turnover by 1.3%;

decrease in other services, predominantly in trangpservices by PLN 41.1 million, as a result of lower freight
forwarding costs (change in freight routes to ones that do not require any additional costs on the part of the Company)
FYR SELANIGAZY 2F (GKS GaY2LISNYALE s& FadsNdordedSih & codtsIaB S Y
transshipment services and other services by PLN 9.7 million as a result of the overstated base amount in 2017 (provisiol
of the ore frostbite service at PKP CARGO CL MellykaN> g A OF i GKS o6S3IAyyneyiiea 27T

/| 2YLI yeQa O2aid 2F NByda FyR TSSa FT2N G4KS dza S ¢hdFeadsB | f

in leases of locomotives and wagons and wagon parking charges related to the higher freight turnover realized and
caused by etivities aimed at preparations for the achievement of freight targets in 2019;

increase in employee benefits which resulted predominantly from wage increases at PKP CARGO S.A.: from 1 Septemb
2017 and from 1 September 2018 (in accordance with the mentrm of agreement of 15 June 2018 entered into
between the Parties to the Company Collective Bargaining Agreement for Employees Hired by PKP CARGO S.A.). At t
same time, the Company recorded an increase in headcount by 265 staff. PKP CARGO S.Aoiimeredse its
KSFRO2dzy i Ay GSIYa 2F 1S@& AYLRNIFIYOS F2NJ GKS /2YLIyeQ
volume. Detailed information on the changes in headcount is presented in secfidghleadcount;

the increase in other chrges was caused by the decline in taxes and fees resulting from the change in the recognition
of VAT from foreign invoices for electricity and access to infrastructure. Since 1 January 2018, VAT refunds have bee
posted to settlements (receivables), becausuch refunds are not a definitive expense and are subject to recovery.
Moreover, decreases have been recorded in property tax and perpetual usufruct fees as a result of tax exemptions
caused by amendments to the Rail Transport Act.
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The figure below presééi & G KS | R2dzaGSR 9. L¢5! YINBAY O2YLI NBR G2 ast
comprehensive income for 2012D18. Since the end of 2016, PKP CARGO S.A. has been gradually rebuilding its EBITDA margi
chiefly by way of increases in trgpeat prices and growing volumes of transported cargo.

Figure22! R2dzA G SR 9. L¢5! YIFINHAY O2YLI NBR (2 GKS [/ 2YLJ} yeac
2018* (PLN million)

PLN million
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Source: Proprietary material

* the 2014 datavere adjusted for presentation purposes for the costs following from the first Voluntary Redundancy Program implemerdezhiotimt

of PLN 257.1 million, the 2015 data were adjusted for presentation purposes for the costs following from the seconpl&®é&htied in the amount of PLN
63.9 million and impairment losses on noarrent assets and assets classified as held for sale in the amount of PLN 177.9 million

the 2017 data were adjusted for presentation purposes for revaluation of the residual vialo#img stock and reversal of part of the impairment loss on
rolling stock components in the amount of P12Y.4 million,

data in 2018 were not adjusted; restatement of data is described in detdlibias 1.4 and 1.5 to the SFS

5.2.2 Description of thestructure of assets and liabilities of PKP CARGO S.A.
ASSETS

As at 31 December 2018, rolling stock and other property, plant and equipment had the largest share in the structurs,of asset
accounting for 66.3% of total assets, compared t0 62.9% asA3DS YO SNl HamT ® ¢KS aSO02y R f I NJ
non-current assets as at 31 December 2018 was investments in related parties, which accounted for 13.5% of total assets
compared to 14.0% as at 31 December 2017. The largest share in the strottungent assets as at 31 December 2018 in
relation to total assets was attributable to trade receivables (8.0%) and cash and cash equivalents (3.7%).

Figure23{ 4 NJzOG dzZNE 2F t Yt /! wDh { ®! ®Qa |aaSita Ay Hamy I
2018 2017*

8,5%

3,7% 9,9%

8,0% '

13,5%

5,2%

8,0% '

14,0%

66,3% 62,9%

= Rolling stock and other property, plant and equipment = Investments in related parties
= Trade receivables Cash and cash equivalents
Other assets
Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the SFS
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357.6 18.4

Total assets at Rolling stock Trade Financial assets Cashand cash Other changes Total assetsat
31/12/2017% and other receivables equivalents 31/12/2018
property, plant
and equipment

Source: Proprietary material

* restatement of data is described in detaillifotes 1.4 and 1.5 to the SFS
the increase in the value of rolling stock and other property, plant and equipment was due to the execution of
investments in property, plant and equipment (chiefly rolling stobk2018, the Company incurred capital expenditures
for the acquisition of property, plant and equipment, intangible assets and the overhaul component of PLN 828.4
million, which was PLN 317.2 million higher than the actuals in 2017. In 2018, deprecitiolfing stock, other
property, plant and equipment and intangible assets was PLN 453.0 million, compared to PLN 440.6 million in 2017, up
by PLN 12.4nillion.
the increase in the value of trade receivables by PLN 18.4 million was largely due toré@sénin revenues at the end
of 2018;
the decrease in cash and cash equivalents and financial assets (mainly deposits with a maturity above 3 months) by PL
154.6million was associated with the acquisition of rolling stock, other property, plant angheguit, intangible assets
and repayment of loans and borrowings.

Tablel8Days in inventory in 2012018

0,
2018 2017 2016 2015 2014 ChETEE % change

20182017 2018/2017

Days in inventory* 96.8 128.9 110.6 87.1 77.5 -32.1 24.9%

* Days in inventory calculated for 360 days and depletion on atgedate basis since the beginning of the reporting year

Source: Proprietary material

At the end of December 2018, days in inventory was 96.8, down 32.1 compared to 2017, with:

inventory of materials in 2018 at PLN 84.2 million, compared to PLN 86.4 million in 2017;

net value of materials sold at PLN 22.5 million, compared to PLN 8.4 million the year before;

consumption of materials and employee benefits at PLN 280l&n, conpared to PLN 232.9 million the year before.
The indicator decreased due to a 2.6% drop in net inventories with a 25.0% increase in the consumption of materials and &
169.8% increase in the net value of materials sold.

The level of inventories is adapted imly to the level of the rolling stock maintenance and repair activity. The details regarding
the level of inventories are presented ipte 5.3 to the SES
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EQUITY AND LIABILITIES

The largest share in the structure of equity and liabilities as at 31 December 2018 was attributable to equity, whichedccount
for 55.4% of the sum of equity and liabilities, compared to 53.8% as at 31 December 2017. The share of debt liabities in th
sum of equity and liabilities was 20.6% as at 31 December 2018 compared to 25.5% as at 31 December 2017.

Figure25{ 4 NHzOG dzNB 2F t Yt /! wDh { ®! ®Qa SljdzAdGeé FyR fAlF0A

2018 2017~
8,7% . 5,3%
4.9% 4,8%
10,6%
10,4% l '
20,6%\ 554%  255% 53,8%
= Equity = Debt liabilities = Provisions for employee benefits Trade liabilities Other liabilities

SourceProprietary material
* restatement of data is described in detaillitotes 1.4 and 1.5 to the SFS

Figure26a 2 $SYSyd Ay tYt /! wDh { ®! ®Qa SldAde FyR fAlFGAC
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207.4 16.5 s mEmee

Equity and Other items Retained Debt Investment Trade Provisions for Other Equity and
liabilities at of equity earning liabilities liabilities payables employee changes liabilities at
31/12/2017* benefits 31/12/2018

Source: Proprietary material
* restatement ofdata is described in detail idotes 1.4 and 1.5 to the SFS

the increase in equity by PLN 225.7 million resulted chiefly from the positive financial result in 2018 (improvement in
retained earnings by PLN 256.9 million);

the decrease in the value of debabilities was caused by the realization of loan repayments in accordance with the
schedule;

the increase in the value of investment liabilities by PLN 207.4 million was due to the acquisition of rolling stock under
an installment payment system.

the increase in the value of provisions for employee benefits by PLN 15.5 million was largely due to the increase in
provisions for retirement and disability severance pays by PLN 18.4 million and jubilee awards by PLN 13.7 million along
with a decrease in prasions for charges to the Company Social Benefits Fund by PLN 14.5 million;
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5.2.3 Cash flow statement of PKP CARGO S.A.
The value of cash and cash equivalents as at 31 December 2018 decreased by PLN 73.5 million compared to 31 December 20

Figure27 Cash flows in PKP CARGO S.A. in 2018 (PLN million)

709.7

Cash and cash Operating activities Investing activities Financing activities Cash and cash
equivalents at equivalents at
31/12/2017* 31/12/2018

Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the SFS

Cash flow from operating activities

This type of cash flow was generated the result before tax of PLN 320.7 million and depreciation of property, plant and
equipment, amortization of intangible assets and impairment losses of PLN 453.0 million. Another factor influencing the cash
flow from operating activities is income tapaid in the amount of PLN 55.2 million.

Cash flow from investing activities

The negative cash flows from investing activities directly affected capital expenditures on the acquisitiorfinanoial non
current assets in the amount of PLN 655.5 milliermination of bank deposits with a maturity of over 3 months for the
amount of PLN 50.0 million and revenues from dividends disbursed by subsidiaries of PLN 35.7 million.

Cash flow from financing activities

This type of cash flow resulted chiefly frohretrepayment of loans and borrowings in the amount of PLN 219.5 million, finance
lease instalments of PLN 29.8 million and interest payments on finance leases and loans and borrowings of 23.9 million.

5.2.4 Selected financial and operating ratios of PKPREZO S.A.
¢KS GFrotS o0St2¢ LINBaSyda tyt /! wDh { & dQa2018Se FAYlFIYOALl
Tablel9 Selected financial and operating ratios of PKP CARGO S.A. in the period-202814

Change % change
2017* 201 201

0 016 015 2018-2017 2018/2017
EBITDA margin 19.6% 16.5% 13.7% 12.9% 11.4% 3.1p.p. 19.0%
Net profit margirt 6.4% 2.6% -2.1% -3.2% 1.9% 3.8 p.p. 146.1%
Net financial debt to EBITDA rétio 1.0 1.5 2.0 1.4 -0.2 -0.5 -30.8%
ROA 4.2% 1.6% -1.2% -2.3% 1.4% 2.6 p.p. 159.3%
ROE 7.7% 3.0% -2.3% 3.7% 2.3% 4.6 p.p. 151.8%
Average distance covered per 262.9 256.8 249.5 240.6 243.9 6.1 2.4%
locomotive (km/day)
Average gross train tonnage per 1,489.0 14850  1,502.0 1,523.0 1,481.0 4.0 0.3%
operating locomotive (tong)
Average running time of train 16.1 156 15.1 15.2 15.4 05 3.2%
locomotives (hours per ddy)
Freight turnover per employee 1,728.8 1,7025 15163 1,553.8 1,307.2 26.3 1.5%

(thousands tkm/employeé)

Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the SFS
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Calculated as the ratio of the operating result without amortization and depreciation (EBITDA) to total operating
revenue.

Calculated as the ratiof met profit to total operating revenue.

Calculated as the ratio of net financial debt (constituting the sum of (iyawrent debt liabilities, (i) current debt
liabilities, (iii) other financial liabilities minus (i) cash and cash equivalentdgfigsits with a maturity above 3
months, and (iii) cash pool and EBITDA for the last 12 months (the result on operating activities plus
amortization/depreciation and impairment losses).

Calculated as the ratio of net profit/loss for the last 12 monthsataltassets.

Calculated as the ratio of net profit for the last 12 months to equity.

Calculated as the quotient of vehicleA f 2 YSGSNBR oA ®PSd® RAAGF YOS O20SNBR 08
period) / vehicledays (i.e. product of the number of &t vehicles and number of calendar days in the given period).
Calculated as the quotient of gross t&itometers and trairkilometers in train work in relation to the locomotives
driving the train (in dual traction or pushing the train in the given péeriod

Calculated as the quotient of vehidle2 dzZNBR 6 A ®Sd ydzYo SNJ 2F K2dzZNA 2F 62 NJ
period) and vehiclelays (i.e. the product of the number of active vehicles and number of calendar days in the given
period).

Calculated & G KS [[jd2GASyd 2F (GKS /2YLIl yeQa FNBAIKGI (dNy20
in the given period

To assess the performance of PKP CARGO S.A., the following basic financial indicators may be applied: EBITDA margin,
profit margn, ROA, ROE, net financial debt to EBITDA ratio, and the following basic operational indicators: average daily
mileage, average daily running time of locomotives and average train weight per locomotive, which reflect the freight volume
and the degree offtilization of traction vehicles.

The key profitability ratios, i.e. the EBITDA margin, the net profit/loss margin, ROA and ROE, were higher for the reason:
described in sectiof.2¢t Yt /! wDh { ®! ®Qa S 0O2y 2 YTheetlfinArtial deftg EBJTDA ratio K A
also improved as a result of the stronger financial performance of PKP CARGO S.A. and a decline in net financial debt;
the improvement in the average daily mileage of locomotives resulted from the optimization of the transportation
process;

the increase in the average gross train tonnage per operating locomotive was caused by a better utilization of
locomotives and optimization of the transportation process;

the increase in the average daily running time of locomotives was an outcorhe obnhtinuous monitoring of how the

freight turnover process is run while concurrently optimizing the match between the number of active locomotives and
doing the work with changing freight turnover;

the increase in the freight turnover ratio per employe@s caused mainly by the increase in freight turnover by 1.3%
with the concurrent decrease in the average headcount by 0.2%.

The improvement of these indicators and measures is proof of continuous advancements in management, use and
maintenance of tractio vehicles, which translates into better financial performance of PKP CARGO S.A.
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The table below presents time series of the statement of profit or loss and other comprehensive income, statefinamiod!
position and statement of cash flows.

Table20 Time series of the statement of profit or loss and other comprehensive income of PKP CARGO S.A. in 201
2018

PLN million

2018 2017* 2016 2015 2014
Revenues frongontracts with customers 3,910.8 3,563.6 3,219.0 3,482.4 3,804.7
Consumption of electricity and traction fuel -549.7 -484.6 -456.8 -509.7 -543.9
Services of access to infrastructure -733.6 -7145 -658.1 -681.9 -723.2
Other services -430.0 -450.7 -420.4 -433.1 -446.0
Employee benefits -1,265.2 -1,150.7 -1,089.1 -1,229.9 -1,553.7
Other expenses -170.2 -164.0 -153.9 -168.2 -138.2
Other income and operating expenses 9.1 -8.8 3.1 -5.1 40.9
Operating profit without depreciation(EBITDA) 771.2 590.3 443.7 454 .4 440.6
Depreciation and impairment losses -453.0 -440.6 -474.8 -569.6 -347.8
Profit on operating activities (EBIT) 318.2 149.7 -31.1 -115.2 92.8
Financial income and expenses 25 -24.2 -39.6 -23.9 -5.3
Profit before tax 320.7 125.5 -70.7 -139.1 87.5
Income tax -66.7 -31.5 2.1 25.0 -11.9
NET PROFIT 254.0 94.0 -68.6 -114.1 75.6
OTHER COMPREHENSIVE INCOME
Measurement of hedging instruments -22.5 25.4 -4.7 - -
Income tax 4.3 -4.8 0.9 - -
Othercho.mpljehenswe income subject to 18.2 206 38 i i
reclassification to profit or loss, total
Actuarial profits/losses on employee benefits -9.4 -33.6 22.8 49.8 -32.9
Income tax 1.8 6.3 -4.3 -9.5 6.2
Other c'o.mp_rehenswe_lncome not subject to 76 273 185 403 26.7
reclassification to profit or loss, total
Total other comprehensive income -25.8 -6.7 14.7 40.3 -26.7
TOTAL COMPREHENSIVE INCOME 228.2 87.3 -53.9 -73.8 48.9
Earnings per share (PLN per share)
Weighted average number of common shares 44,786,917 44,786,917 44,786,917 44,786,917 44,524,924
\;\:(en:ig:hted average number of shares used to calculate diluted 44,786,917 44,786,917 44,786,917 44,786,917 44,790,878
Basic earnings per share 5.67 2.10 -1.53 -2.55 1.70
Diluted earnings per share 5.67 2.10 -1.53 -2.55 1.69

Source: Standalone Financial Statements of PKP CARGO S.A. for the financial year ended 31 December 2018 prepare@&dd¢arding to

* restatement of data is described in detaillifotes 1.4 and 1.5 to the SFS
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Table21 Time series of the statement of balance sheet situation of PKP CARGO S.A-20129)14
PLN million

31.12.2018 31.12.2017* 31.12.2016* 31.12.2015 31.12.2014

ASSETS

Rolling stock 3,425.7 3,056.0 2,982.4 2,960.3 3,120.6
Other property, plant and equipment 543.1 555.2 579.6 602.4 621.6
Investments in related parties 805.5 804.7 738.0 734.6 262.8
Financial assets 5.7 8.6 6.3 6.0 6.0
Other assets 35.3 44.1 58.8 78.2 57.5
Deferred tax assets 87.2 94.0 80.1 76.6 61.0
Total noncurrent assets 4,902.5 4,562.6 4,445.2 4,458.1 4,129.5
Inventories 84.2 86.4 59.7 60.7 75.8
Trade receivables 479.4 461.0 407.9 377.3 412.4
Financial assets 203.4 281.6 - 25.1 301.8
Other assets 90.4 53.6 26.8 11.9 35.7
Cash and cash equivalents 222.4 295.9 612.0 84.1 3814
Total current assets 1,079.8 1,178.5 1,106.4 559.1 1,207.1
Non-current assets classified as held for sale - - 6.0 44.1 175
TOTAL ASSETS 5,982.3 5741.1 5,5657.6 5,061.3 5,354.1

EQUITY AND LIABILITIES

Share capital 2,239.3 2,239.3 2,239.3 2,239.3 2,239.3
Supplementary capital 596.7 589.2 589.2 589.2 584.5
Other items of equity -32.7 6.0 12.7 3.7 -36.5
Retained earnings 511.3 254.4 160.4 240.1 469.0
Total equity 3,314.6 3,088.9 3,001.6 3,072.3 3,256.3
Debt liabilities 999.9 1,214.5 1,206.4 534.6 320.2
Investment liabilities 109.7 - 0.6 224 67.9
Provisions for employee benefits 528.8 520.0 490.5 549.3 637.8
Other financial liabilities - - - 27.7 -
Other provisions 14.2 14.2 16.4 16.2 84
Total noncurrent liabilities 1,652.6 1,748.7 1,713.9 1,150.2 1,034.3
Debt liabilities 231.3 250.4 221.3 178.8 208.5
Trade payables 292.6 276.1 228.7 276.1 211.6
Investment liabilities 225.5 127.8 70.3 80.8 64.9
Provisions for employee benefits 92.6 85.9 84.8 81.6 318.6
Other financial liabilities 1.7 - 59.0 - -
Other provisions 194 16.9 11.6 8.3 17.4
Other liabilities 152.0 146.4 166.4 213.2 242.5
Total current liabilities 1,015.1 903.5 842.1 838.8 1,063.5
Total liabilities 2,667.7 2,652.2 2,556.0 1,989.0 2,097.8
TOTAL EQUITY AND LIABILITIES 5,982.3 5741.1 5,557.6 5,061.3 5,354.1

Source: Standalone Financial Statements of PKP CARGO S.A. for the financial year ended 31 December 2018 prepare&dd¢arding to
* restatement of data is described in detaillitotes 1.4 and 1.5 to the SFS
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Table22 Time series of the statement of cash flows of PKP CARGO S.A.-202814

PLN million

2018 2017* 2016 2015 2014

Net cash on operating activities 709.7 478.4 237.5 325.9 462.5
Net cash on investing activities -536.3 -780.2 -440.6 -584.9 -208.1
Net cash from financing activities -246.9 -14.3 731.0 -38.3 -102.2
Net increase/decrease in cash and cash equivalents -73.5 -316.1 527.9 -297.3 152.2
Ca§h and cash equivalents at the beginning of the repor 295.9 612.0 841 381.4 229 2
period

Ig?(jlrsi(t:dand:ash equivalents at the end of the reporting 2924 295.9 612.0 841 3814

Source: Standalone Financial Statements of PKP CARGO S.A. for the financial year ended 31 December 2018 prepare&dcdédRding to
* restatement of data is described in detaillifotes 1.4 and 1.5 to the SFS

5.3 Key economic and financial figures of PKP CARGO Group

5.3.1 Statement of comprehensive income of the PKP CARGO Group

In 2018, EBIT reached PLN 277.6 million, having gong K 124.2 million (81.0%) compared to the corresponding period
in 2017.

Figure28 EBIT in 2018 as compared to the corresponding period in 2017 (PLN million)

493.9

I
24.7 125 |
-79.0
301 277.6
| s g
153.4 411 @
EBIT 2017* Revenues from  Depreciation and  Variable costs  Transport services  Other services  Employee benefits  Other changes EBIT 2018
contracts with  impairment losses {consumption of
customers electricity,

traction fuel and
services of access
to infrastructure)

Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS

The following is the explanation of the most significant changes affecting EBIT in 2018 as compared to the correspardiing peri
of the previous year:
increase in revenues fromontracts with customers, predominantly in the Parent Company, as has been explained in
GKS RSAONALIIAZ2Y 2F tYt /! wDh {®! ®Qa LISNF2NXI yOST
increase in depreciation and impairment losses, chiefly due to changes in impairment losses on assets. In 2018, ar
imparment loss of PLN 69.0 million was recognized on assets as a resultiofpghiement test (described in detail in
Note 5.1 to the CHSnd as parof the optimization processes carried out in the AWT Group. In 2017, impairment losses
on rolling stock wee reversed due to an increase in scrap prices and the resulting change in the residual value of rolling
stock at PKP CARGO S.A;;
increase in variable costs (consumption of electricity and traction fuel and infrastructure access services), predominantly
NGKS tIFNByYyd /2YLIlyeés 4 KF-a 06S8SSy SELXIFAYSR Ay GKS RS
increase in the cost of transport services due to the strong demand for freight forwarding services. Subsidiaries use the
services provided by external entities & greater extent, in particular on foreign sections, which increases the costs of
transport services by PLN 12.5 million;
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increase on other services, chiefly in the line item of costs of rents and fees for the use of real properties and rolling
stock byPLN 47.7 million (greater volume of leased locomotives and wagons necessary to perform the increased
transport orders received by the PKP CARGO Group). Moreover, the cost of reclamation services increased by PLN 23
million as a result of a higher numb2rf LINR 250G &4 SESOdziSR F2NJ hY5Qa8 YAySa .
the increase in employee benefits resulted primarily from wage increases in member companies of the PKP CARGC(
Group. At the same time, the PKP CARGO Group recorded an increase in headcouridrg@#0 This is associated
GAGK KANARY3I Y2NB LIS2LX S FT2NJ SyLixt 2eS8sS GSrvya GKIFG I+ NB
ones who handle the growing freight volumes and maintain the rolling stock in proper technical condition. Detailed
changes in the headcount level are presented in seatichp &1 S§ RO2 dzy (i £
the increase in other changes occurred mainly due to a higher level of reversed impairment losses on trade receivables
by PLN 9.2 million from counterparties of the PKP CARGO Giloeifpalance of other provisions also declined by PLN
9.4 million. Moreover, net result on foreign exchange differences on trade receivables and payables el 9.5
million due to changes in the exchange rates.

The figure below presents the adjustel. L ¢ 5! YIFNBAY O2YLI NBR (2 (GKS asStsSoi

comprehensive income for 2012D18.

Figure29! R2dza i SR 9. L¢5! YI NHAY O2YLI NBR (2 (KS DNRdzZLIQ&
2018* (PLN miibn)

N

PLN million
5,000 24.0%
4,000 20.0%
3,000 16.0%
12.0%
2,000
8.0%
1,000 4.0%
0 0.0%
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mmmm Adjusted operating revenues Adjusted operating expenses === Adjusted EBITDA margin

Source: Proprietary material

* presentation data for 2014 adjusted for the costs following from the implemented 1st Voluntary Redundancy Program purReantitions adopted by

the Management Boards and Supervisory Boards of PKP CARGO S.A. and PKP CARGOTABOR Sp. z o.oofrPthi ag@anillion

presentation data for 2015 adjusted for the profit on the bargain acquisition of AWT in the amount of PLN 137.8 millibe eostd following from the
implemented 2nd Voluntary Redundancy Program pursuant to Resolutions adoptéé Management Boards and Supervisory Boards of PKP CARGO S.A.
and PKP CARGOTABOR Sp. z 0.0. in the amount of PLN 70.2 million, as well as the impairranteftassets and assets classified as held for sale in the
amount of PLN 178.7 million

the data for 2016 are adjusted for presentation purposes for an impairment loss on assets in the amount of PLN 34.1 milliars{theradakes into account

a loss on fixed assets in the amount of PLN 35.0 million and depreciation, reduced accordingly, 1% i2tB6 amount of PLN 0.9 million), which was
described inNote 12.1. to the CFfor the financial year ended 31 December 2016 and the receivables impairment loss in the amount of PLN 72.7 million
(described iNote 19 to the CF$or the financial year eded 31 December 2016).

the 2017 data were adjusted for presentation purposes for revaluation of the residual value of rolling stock and reyesgabfofhe impairment loss on

rolling stock components in the amount of P12Y.4 million (details are desbed inNote 10 to the CF%or the financial year ended 31 December 217

the 2018 data were adjusted for presentation purposes for an impairment loss on assets as a result of the impairmergaidisefde detail ifNote 5.1 to

the CFpand the optimization processes carried out in the AWT Group in the amount of PLN 69.0 million,

restatement of data is described in detailNiotes 1.4 and 1.5 to the CFS

5.3.2 Description of the structure of assets and that of equity and liabilitiestoé PKP CARGO Group
ASSETS

As at 31 December 2018, rolling stock and other property, plant and equipment had the largest share in the structurs of asset
of the PKP CARGO Group, accounting for 72.7% of total assets, compared to 70.5% as at 31 Deceriberlafjest share

in the structure of current assets as at 31 December 2018 in relation to total assets was attributable to trade receivables
(10.1%), cash and cash equivalents and deposits with a maturity above 3 months (9.5%).
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Figure30{ G NHzOG dzNBE 2F GKS t Yt /! wDh DNRdzZJQa lFaaSdia Ay H.

2018 2017*
7,7% 7,5%

9,5%’ ll,GW’
10.1% ' 10,4% i

72,7% 70,5%
= Rolling stock and other property, plant and equipment = Trade receivables
= Cash and cash equivalents and deposits above 3 months Other assets

Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS

Figure3la 2 #SYSy i Ay GKS tYt /! wDh DNRdzLIQa | aaSda Ay Hn

Total assetsat Rolling stock Investmentsin Inventories Deposits above Cashand cash Other changes Total assets at
31/12/2017* and other entities 3 months equivalents 31/12/2018
property, plant accounted for
and equipment under the
equity method

Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS

the increase in the value of rolling stock and other property, plant and equipmeast due to the execution of
investments in property, plant and equipment (chiefly rolling stock), while the value cEaoent assets declined due

to depreciation. Total expenditures to acquire property, plant and equipment, intangible assets andlihg stbck
component in 2018 were PLN 894.1 million. This meant that an increase by PLN 332.1 million was recorded comparec
to 2017. In 2018, depreciation of rolling stock, other property, plant and equipment and intangible assets was PLN 629.4
million, ofwhich rolling stock accounted for PLN 461.7 million. A significant negative impact on the value of rolling stock
at yearend 2018 was exerted by impairment losses in the amount of PLN 69.0 million recognized as a result of the
impairment test (lescribed indetail in Note 5.1 to the CHSandthe optimization processes carried out in the AWT
Group;

the value of investments accounted for under the equity method declined chiefly due to the sale of a 50% stake in Pol
Rail S.r.l. valued at PLN 8.4 million.

the vdue of cash and cash equivalents and bank deposits decreased by PLMill&h2as a result of expenditures on

the acquisition of rolling stock, other property, plant and equipment, intangible assets and repayment of loans and
borrowings;

the increase irthe value of other assets was mainly driven by an increase in VAT settlements by PLN 27.9 million and
prepayments for the purchase of electricity by PLN 7.8 million with a concurrent reduction in the effect of foreign
currency forward contracts by PLN 8nilion.
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EQUITY AND LIABILITIES

The largest share in the structure of equity and liabilities as at 31 December 2018 was attributable to equity, whictedccount
for 51.2% of the sum of equity and liabilities, compared to 49.9% as at 31 December 201178,le@dity increased by PLN

166.3 million compared to 31 December 2017. Debt liabilities accounted for 21.0% of total equity and liabilities, compared to

25.6% as at 31 December 2017.
Figure32{ GNHzZOGdzZNB 2 F (K équiﬂy ah liabilities iD PO18aNIREEZIQ & S

2018 2017*
10,1% 7,5%
6,7%
7,3%
10,3%
10,4% '
51.29% 49,9%
21 O%\ 25,6%
= Equity = Debt liabilities = Provisions for employee benefits Trade liabilities Other liabilities

Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS

Figure33a 2 dSYSy i Ay GKS tYt /! wDh DNRdzLIQa Sljdz Ge
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Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS

F Y R

A the increase in equity resulted chiefly from the positive finanasaLlt in 2018 (improvement in retained earnings by

PLN 184.1 million);

A the increase in the value of investment liabilities was due to the acquisition of rolling stock under an installment

payment system;

A the decrease in the value of debt liabilities wasised mainly by the realization of loan repayments in accordance with

the schedule.
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5.3.3 Statement of cash flows of the PKP CARGO Group
The value of cash and cash equivalents as at 31 December 2018 decreased by PLN 69.5 million compared to 320Etember

Figure34 Cash flows in the PKP CARGO Group in 2018 (PLN million)

863.0
|
516.8 612.0
R . 24 A4F7 3 -
3229
Cash and cash Operating activities Investing activities Financing activities Impactexerted by Cash and cash
equivalents at FX rate movements equivalents at
31/12/2017% on the cash balance 31/12/2018

in foreign currencies

Source: Proprietary material

* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS
Cash flow from operating activities

Net cash flowfrom operating activities were generated on the result before tax of PLN 243.8 million and depreciation of
property, plant and equipment and amortization of intangible assets of PLN 629.4 million. Moreover, the largest changes
contributing to the decreasi the outflow of cash from operating activities were the increase in the balance of trade payables
by PLN 52.8 million and investment liabilities by PLN 35.0 million. Another factor influencing the cash flow from operating
activities is income tax, paid the amount of PLN 75.8 million.

Cash flow from investing activities

The negative cash flows from investing activities directly affected capital expenditures on the acquisitiorfinanoial non
current assets in the amount of PLN 719.7 million gerdhination of bank deposits with a maturity of over 3 months in the
amount of PLN 53.0 million.

Cash flow from financing activities

In 2018, cash flow from financing activities resulted chiefly from the repayment of loans and borrowings in the anRiLxt of
248.6 million, finance lease instalments of PLN 46.7 million and interest payments on finance leases and loans and borrowing
of 31.4 million.
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5.3.4 Selected financial and operating ratios of the PKP CARGO Group
The table below presents the key fimzial and operating ratios of the PKP CARGO Group in the period 622084
Table23 Selected financial and operating ratios of the PKP CARGO Group in the period-202814

2017* 2016 2015 Change % change

2018- 2017 2018/2017
EBITDA margin 17.3% 14.8% 11.1% 15.5% 11.8% 2.5 p.p. 17.0%
Net profit margit 3.5% 1.7% -3.0% 0.7% 1.8% 1.8 p.p. 103.4%
Net financial debt to EBITDA ratio 0.9 1.3 2.1 1.2 -0.2 -0.5 -35.4%
ROA 2.7% 1.2% -2.1% 0.5% 1.4% 1.5p.p. 118.3%
ROE 5.2% 2.5% -4.1% 0.9% 2.3% 2.8 p.p. 112.1%

Average distance covered per

0,
ocomative (km/day) 250.1 244.7 238.4 233.3 243.9 5.4 2.2%
Average gross train tonnage per 1,463.0 1,460.0  1,436.0 1,500.0 1,481.0 3.0 0.2%
operating locomotive (tong)
AVeI’age. running time of train 15.8 15.2 14.8 14.9 15.4 0.6 3.9%
locomotives (hours per d&y)
Freight tumover per employee 1,342.3 13322 12167 1,224.2 1,105.5 10.1 0.8%

(thousands tkm/employeé)

Source: Proprietary material
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS

1. Calculated as the ratio of the operating result without amortization and depreciation (EBITDA) to total operating
revenue.

2. Calculated as the ratio of net profit to total operatingvenue.

3. Calculated as the ratio of net financial debt (constituting the sum of (iYausrent debt liabilities, (ii) current debt
liabilities, minus (i) cash and cash equivalents, (ii) deposits with a maturity above 3 months and EBITDA for the last 1:
months (the result on operating activities plus amortization/depreciation and impairment losses).

4. Calculated as the ratio of net profit/loss for the last 12 months to total assets.

5. Calculated as the ratio of net profit for the last 12 months to equity.

6. Calulated asthe ratio of vehiclg A f 2 YSGSNE 6A®Sed® GKS RAaGFYyOS O20SNBR
vehicledays (i.e. the product of the number of active vehicles and number of calendar days in the given period).

7. Calculated as thguotient of gross torkilometers and trairkilometers in train work in relation to the locomotives
driving the train (in dual traction or pushing the train in the given period).

8. Calculated as thquotient of vehiclehours the number of hours of work of ® D NZ dzLJQa @S Kperod)Sa A
and vehicledays the product of the number of active vehicles and number of calendar days in the given period).

9. Calculated as the ratio of freight turnover to the average headcount (in FTES) in the Grouivethperiod

To assess the performance of the PKP CARGO Group, the following basic financial indicators may be applied: EBITDA mar
net profit margin, ROA, ROE, net financial debt to EBITDA ratio, and the following basic operational indicatorsdailgrage
mileage, average daily running time of locomotives and average train weight per locomotive, which reflect the freight volume
and the degree of utilization of traction vehicles.

The key profitability ratios, i.e. the EBITDA margin, the net profg/lnargin, ROA and ROE, were higher on a yoy basis

for the reasons described in sectiéri3 Key economic and financial figures of PKP CARGO Gitepnet financial debt

to EBITDA ratio also improved as a result of the stronger financial performance®fdhgp;

the improvement in the average daily mileage of locomotives resulted from the optimization of the transportation

process;

the increase in the average gross train tonnage per operating locomotive was caused by a better utilization of locomotives

andoptimization of the transportation process;

the increase in the average daily running time of locomotives was an outcome of the continuous monitoring of how the

freight turnover process is run while concurrently optimizing the match between the numbetigédocomotives and

doing the work with changing freight turnover;

the increase in the freight turnover ratio per employee was caused mainly by the increase in freight turnover by 1.2% yoy,

with the increase in the headcount by 0.5% yoy.

The improvementof these indicators and measures is proof of continuous advancements in management, use and
maintenance of traction vehicles, which translates into better financial performance of the PKP CARGO Group.
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535¢AYS &ASNRARSa 2F (KS tdata /! wDh DNRdzZLIQa FAYLl yOA

The table below presents time series of the statement of profit or loss and other comprehensive income, statement of financia
position and statement of cash flows.

Table24 Time series of the statement of profit or loss asttier comprehensive income of the PKP CARGO Group
in 20142018

PLN million

2018 2017* 2016 2015 2014
Revenues from contracts with customers 5,183.0 4,689.1 4,372.0 4,363.5 4,217.1
Consumption of electricity and traction fuel -615.1 -544.8 -514.5 -550.3 -545.6
Services of access to infrastructure -732.0 -717.6 -668.6 -675.2 -680.0
Transport services -463.1 -450.6 -431.7 -328.8 -264.9
Other services -529.6 -450.6 -472.8 -497.2 -370.9
Employee benefits -1,651.4 -1,510.3 -1,442.3 -1,484.8 -1,698.9
Other expenses -298.9 -297.3 -274.3 -264.7 -171.3
Other income and operating expenses 14.1 -17.6 -78.3 142.4 18.2
Operating profit without depreciation (EBITDA) 907.0 700.3 489.5 704.9 503.7
Depreciation and impairmenbsses -629.4 -546.9 -621.6 -649.0 -382.8
Profit on operating activities (EBIT) 277.6 153.4 -132.1 55.9 120.9
Financial income and expenses -42.0 -37.7 -22.3 -51.7 -28.3
Share in the p.rofltlloss of entities accounted for 37 08 35 a4 0.9
under the equity method
Result on the sale of shares in entities 45 ) i 19 i
accounted for under the equity method ’ '
Profit before tax 243.8 116.5 -150.9 10.5 93.5
Income tax -59.9 -34.8 17.1 19.6 -15.2
NET PROFIT 183.9 81.7 -133.8 30.1 78.3
OTHER COMPREHENSIVE INCOME
Measurement of hedging instruments -23.4 27.9 -3.9 3.3 -3.2
Income tax 4.4 -5.3 0.7 -0.6 0.6
Exchange differences resulting from conversion of financial 165 0.6 285 315 i
statements
Other c.o_mp_rehenswe_mcomeubject to 25 220 253 342 26
reclassification to profit or loss, total
Actuarial profits/losses on employee benefits -13.2 -36.9 215 53.2 -38.1
Income tax 2.5 7.0 -4.1 -10.1 7.2
Other c.o.mp_rehenswe. income not subject to 10.7 20.9 174 431 30.8
reclassification toprofit or loss, total
Total other comprehensive income -13.2 -7.9 42.7 77.3 -33.4
TOTAL COMPREHENSIVE INCOME 170.7 73.8 91.1 107.4 44.9
Net profit attributable:
Net profit attributable to the owners of thparent company 183.9 81.7 -133.8 30.3 76.0
Non-controlling interests - - - -0.2 2.3
Total other comprehensive income attributable:
Total other comprehensive income attributable 170.7 73.8 911 107.6 448
to shareholders of the parent company
Non-controlling interests - - - -0.2 11
Earnings per share (PLN per share)
Weighted average number of common shares 44,786,917 44,786,917 44,786,917 44,786,917 44,524,924
\‘;\:;:igihted average number of shares used to calculate diluted 44,786,917 44,786,917 44,786,917 44,786,917 44,790.878
Basic and diluted earnings per share 4.11 1.82 -2.99 0.67 1.70

Source: Consolidated Financial Statements of the PKP CARGO Group for the financial year ended 31 December 2018
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS
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Table25 Time series of the statement of balance sheet situation of the PKP CARGO Group20®14
PLN million

31.12.2018 31.12.2017* 31.12.2016* 31.12.2015 31.12.2014

ASSETS

Rolling stock 3,997.0 3,750.4 3,734.6 3,750.9 3,229.5
Other property, plant and equipment 949.9 937.6 966.0 968.8 815.1
Goodwill - - - - 2.7
Investments in entities accounted for under the equity method 47.3 53.6 58.2 57.2 35.2
Trade receivables 0.7 1.8 2.2 5.1 -
Other assets 56.7 70.4 91.7 110.3 80.3
Deferred tax assets 135.6 137.7 111.5 104.6 91.6
Total noncurrent assets 5,187.2 4,951.5 4,964.2 4,996.9 4,254.4
Inventories 161.7 148.5 121.2 128.5 115.3
Trade receivables 684.6 687.0 613.8 631.1 497.6
Deposits above 3 months 201.1 253.8 - 1.3 301.4
Other assets 124.4 88.1 57.0 41.8 57.7
Cash and cash equivalents 447.3 516.8 755.9 276.2 429.2
Total current assets 1,619.1 1,694.2 1,547.9 1,078.9 1,401.2
:;E;j;ﬁ?gg?:ms classified i i i 441 176
TOTAL ASSETS 6,806.3 6,645.7 6,512.1 6,119.9 5,673.2
EQUITY AND LIABILITIES

Share capital 2,239.3 2,239.3 2,239.3 2,239.3 2,239.3
Supplementary capital 628.2 619.3 618.7 619.5 615.4
Other items of equity -44.2 -1.6 5.7 -2.8 -48.6
Sli;izirgetsdg;ef;erzgisorsz;Jallttlir;i;rom conversion of financial 758 599 60.5 32.0 i
Retained earnings 584.4 400.3 319.2 463.4 515.4
Noncontrollinginterest - - - - 55.2
Total equity 3,483.5 3,317.2 3,243.4 3,3514 3,376.7
Debt liabilities 1,156.5 1,403.7 1,414.5 809.3 398.9
Trade payables 0.5 1.3 1.3 3.1 -
Investment liabilities 109.8 - 0.6 22.4 68.0
Provisions for employee benefits 591.5 575.7 542.1 603.6 687.8
Other provisions 20.5 225 26.4 29.4 8.4
Deferred tax liability 88.5 107.4 106.7 118.3 2.3
Other liabilities 1.8 0.3 1.0 - -
Total nonrcurrent liabilities 1,969.1 2,110.9 2,092.6 1,586.1 1,165.4
Debt liabilities 270.5 297.7 376.0 319.0 219.9
Trade payables 499.4 445.9 376.0 380.7 248.1
Investment liabilities 177.6 79.1 45.8 91.3 66.7
Provisions for employee benefits 1155 108.5 103.5 100.4 338.6
Other provisions 56.9 59.7 25.0 17.9 24.2
Other liabilities 233.8 226.7 249.8 273.1 233.6
Total current liabilities 1,353.7 1,217.6 1,176.1 1,182.4 1,131.1
Total liabilities 3,322.8 3,328.5 3,268.7 2,768.5 2,296.5
TOTAL EQUITY AND LIABILITIES 6,806.3 6,645.7 6,512.1 6,119.9 5,673.2

Source: Consolidated Financial Statements of the PKP CARGO Group for the financial year ended 31 December 2018
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS
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Table26 Time series of the statement of cash flows of the PKP CARGO Group-202814

PLN million

2018 2017* 2016 2015 2014

Net cash on operating activities 863.0 600.7 380.0 387.5 559.9
Net cash on investing activities -612.0 -740.0 -568.6 -515.2 -238.7
Net cash from financing activities -322.9 -99.4 663.9 -29.4 -155.7
Net increase/decrease in cash and cash equivalents -71.9 -238.7 475.3 -157.1 165.5
Cash and cash equivalents at the beginning of the reporting per 516.8 755.9 276.2 429.2 263.7
Impgct exerted_by FX rate movements on the cash balance in 24 04 a4 42 i
foreign currencies

Cash and cash equivalents at the end of the reporting period 447.3 516.8 755.9 276.2 429.2

Source: Consolidated Financial Statements of the PKP CARGO Group for the financial year ended 31 December 2018
* restatement of data is described in detaillifotes 1.4 and 1.5 to the CFS

5.4 Information about production assets

5.4.1 Rolling stock

PKPCARh DNR dzLJQ& NRftfAy3I ad201 A& YFAYOGlIAYySR GKNRdzZZK NBLI Al
FYR AY &dzo&8ARAIFINAS&ED ¢KS tYt /! wDh DNRdzLIQa NRffAy3 &aidz20]
and maintain vagons, electric locomotives at all the maintenance levels from P1%aR8 to repair diesel locomotives at
maintenance levels from P1 to P4. In addition to the rolling stock owned by the PKP CARGO Group, this organization belongir
to the Group also repes rolling stock and subassemblies for other owners.

2] 32ya YR GNIYOGA2Yy NREtAy3a aiGd201 FINB GKS YIFIAy StSySyida
stock levels result directly from such actions as liquidation and sale ofgaliock or purchase of rolling stock. Additionally,
locomotive modernizations are carried out, which do not affect the overall size of the rolling stock but they do chagge its a
structure and in some cases change the quantities in individual series wi@comotive after a modernization changes its
series and purpose.

In 2018, the number of locomotives owned by the Group increased. This increase was driven directly by the steadily improving
situation on the rail transport marketin ordertomeetthe(K A 3K RSYIF YR F2NJ 6KS t Yt /! wDh DN
the Group expanded its rolling stock fleet to 2,352 locomotives.

The decrease in the number of registered rail cars resulted from the sale by PKP CARGO S.A. of more than 2 thousand G, T :
U-type freight cars. The wagons sold by the Company had not been used for a long time due to their technical condition,
construction, intended use and type of the appliedding/unloading technologies.

52Pp1ca OKSRdzZf SR AyallS0dAzy 2LINIGA2ya LISNF2NNSR 06ST2NB ( Ktfe confpletioddf tBeQide, droRisioh &fa A 2y (12
consumables, assessment of the main components and vehicle systems
P2¢ scheduled ispection operations performed without disassembling any components during breaks in the operation of the vehicle
P3¢ maintenance operations performed on specialist control posts, when the vehicle is withdrawn from service, with partiatisigrofsub-assemblies
P4¢ maintenance operations performed in plants fitted with technical facilities and measurements stations, encompassing malavednent or repairs of suissemblies
P5¢ renovation of the vehicle, encompassing dismantling of-askembies and their replacement with new or regenerated ones
54



PKP CARGO GROUP
@ PI(pCARGO MANAGEMENT BOARD REPORT ON THE ACTIVITY OF THE PKP CARGO GR
FOR THE FINANCIAL YEAR 2018

The tables below present the structure of tleeomotives and wagons used, by type and ownership in ZQI8.

Table27 Structure of the locomotives used by the PKP CARGO Group and PKP CARGO S.A., by traction type ¢
ownership

Change

31/12/2018 31/12/2017 31/12/2016 31/12/2015 31/12/2014 2018

2017
diesel locomotives 1,286 1,272 1,398 1,429 1,300 14
of which in PKP CARGO S.A. 1,077 1,076 1,200 1,231 1,256 1
electric locomotives 1,066 1,062 1,173 1,173 1,162 4
of which in PKP CARGO S.A. 1,049 1,048 1,161 1,158 1,162 1
Total 2,352 2,334 2,571 2,602 2,462 18
of which in PKP CARGO S.A. 2,126 2,124 2,361 2,389 2,418 2
owned locomotives 2,322 2,319 2,556 2,579 2,451 3

(including financial lease)

of which in PKP CARGO S.A. 2,114 2,124 2,360 2,380 2,409 -10
locomotives in operating lease or rented 30 15 15 23 11 15
of which in PKP CARGO S.A. 12 0 1 9 9 12
Total 2,352 2,334 2,571 2,602 2,462 18
of which in PKP CARGO S.A. 2,126 2,124 2,361 2,389 2,418 2

Source: Proprietary material

Table28 Structure of the wagons used by the PKP CARGO Group and PKP CARGO S.A., by ownership

Change

31/12/2018 31/12/2017 31/12/2016 31/12/2015 31/12/2014 201820917
wagons owned (also under finance leases 61,153 63,737 64,519 64,907 62,086 -2,584
of which in PKP CARGO S.A. 57,672 60,268 60,954 61,324 61,593 -2,596
wagons in operating lease or rented 2,998 1,023 1,167 1,868 0 1,975
of which in PKP CARGO S.A. 1,455 0 0 0 0 1455
Total 64,151 64,760 65,686 66,775 62,086 -609
of which in PKP CARGO S.A. 59,127 60,268 60,954 61,324 61,593 -1,141

Source: Proprietary material

5.4.2 Real estate

In the transport process, due to the necessity to guarantee appropriate maintenance and repair support, real estate plays an
important role. Most real estate used by the Group is used on the basis of lease and rental agreements. The table below
presents the change of the balance of real estate owned and used by the PKP CARGO Group and PKP CARGQ@&L8. in 2014

Table29 Real estate owned and used by the PKP CARGO Group and PKP CARGO S2Al1i& 2014

Change

31/12/2018 31/12/2017 31/12/2016 31/12/2015 31/12/2014 20182017

Land- owned, in perpetual usufruct and leased fror
other entities [ha]

of which in PKP CARGO S.A. 536 566 578 585 583 -30
Buildings - owned, leased and rented from othe
entities [sqm]

of which in PKP CARGO S.A. 542,337 564,091 585690 592,893 601,269  -21,754
Source: Proprietary material
The decrease in the size of the surface areas of the land and buildings owned, leased and rented results fregoihg on
verification of the size of the assets used by the Parent Company a8dhb&idiaries and adjusting it to the scale and profile
of conducted activity.

1,479 1,573 1,584 1,560 1,006 -94

738,392 749,492 781,998 794,303 684,945 -11,100
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5.5 Key information about the financial standing of the Company and the PKP CARGO Group

5.5.1 Information on loan and borrowing agreements executed and terminated

In 2018, no loan agreement with the Company was terminated.

On 24 May 2018, PKP CARGO S.A. entered into an agreement with Bank Polska Kasa Opieki S.A. for current account overd
up to the amount of PLN 100 million (WIBOR O/N + margin). The faclitgiiable for the term of 12 months with a-h2onth
extension option.

On 20 December 2018, a PKP CARGO Group company made an early repayment of the loan (PLN 7.2 million) obtained frc
Bank Polska Kasa Opieki S.A. on 13 March 2017.

Details of the bank loaand borrowings are presentedote 4 to the SF&nd inNote 4 to the CF$r 2018.

5.5.2 Information about granted loans
In 2018, neither the Parent Company nor any PKP CARGO Group granted any loans.

5.5.3 Information about granted and receivedureties and guarantees

In connection with the signed freight transport contracts, the Parent Company has ordered bank guarantees to be issued for
the total amount of PLN 10,657 thousand.

In 2018, the Parent Company did not grant any sureties to its Siabisisl
As at 31 December 2018 the PKP CARGO Group Haalarfte sheet liabilities on account of granted guarantees and sureties
for the total amount of PLN 127,896 thousand.
In 2018, the amount comprised:
guarantees and sureties granted to subsidiaf@shird party entities in the amount of PLN 1,500 thousand.
sureties and guarantees for liabilities towards third parties issued in the course-gbiag operations, pertaining
primarily to: contract performance bonds, customs guarantees, bid seguéyantees and payment guarantees, in the
amount of PLN 126,396 thousand.

Additional information about contingent liabilities is presentedNiote 7.4 to the SF&nd inNote 7.4 to the CFfor 2018.

5.5.41ssues, redemptions and repayments of debt secwagtiand equity securities

In the analyzed period, in the PKP CARGO Group there were no issues, redemptions and repayments of debt securities ar
equity securities.

5.5.5 Assessment of management of financial resources

PKP CARGO S.A. and the Group have &ffierently managing the cash management cycle by matching the maturity of its
receivables and payables. To secure the possible risk associated with a shortage of cash in the short run, in 2018, PKP CAR
S.A. had current account overdraft agreements Miithits amounting to PLN 100 million.

Internal financial risk management policy, allowing for optimization of the maturities and types of investment instruments an
GKS fAljdARAGE NBaSNBS tS@Stsx Aa Iy StSVBENGGRSZDENIGNGH BA
cash generated by the Company and the Group was invested in fixed rate bank deposits with maturities depending on the
DNR dzLJQ&a fAljdZARAGE YySSRad 5SO0AaAz2ya YIRS ¢AlG KetunRalcnEnt G2
assessment of the financial standing of the banks. The structure of assets, including cash atetrshiortestments, secured

GKS /2YLIlyeQa yR GKS DNRdzLJUA oAfAGE (G2 aSGGfS GKSANI 7
The finance managemenystem in PKP CARGO Group companies is efficiently supplemented by the cash pooling mechanism
which makes it possible to reduce the costs incurred in connection with the use oftehmrexternal financing sources and
maximize the financial revenues inroection with available cash surpluses.

In Q4 2018, the Company entered into a bank guarantee limit agreement on the basis of which it is possible to issue guarantee
on the order of any company from the PKP CARGO Group, which made it possible to redemststincurred in connection
with obtained guarantees.

In 2018, the Group companies had the capacity to settle their liabilities at maturity.
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5.5.6 Description of the structure of key equity investments or key investments made within the
Company and the®’KP CARGO Group

Most financial investments made by the Company and the Group in 2018 were bank deposits, which were executed for a perioc
from a few days up to 5 months, depending on the liquidity needs.

5.5.7 Current and forecasted financial standing tife Company and the PKP CARGO Group

The financial standing of the Company and the Group is stable. There were no negative events that could endanger its statu:
as an ongoing concern or cause a significant deterioration of their financial standing.

5.6 Keyrisk factors and threats

5.6.1 Description of the key threats and risks

Risks related to the economic and market environment

Risk resulting from the macroeconomic situa®oland and the Czech Republic are important
links in the European supply chain. The condition of their macroeconomic environment (in particular
that of Germany, which is the main trading partner of both Poland and the Czech Republic) translates
stronglyand directly into the economic situation in these countries, having an especially significant
impact on the condition of their export industries. This, in turn, affects the volumes of freight available
for transport, and consequently influences the PKRv@2h DNER dzLJQ& 2 LISNI A2y a sz
performance.

At the same time, in the coming few quarters the rate of GDP growth in Poland and the Czech Republic (key markets for the

provision of transport services by the PKP CARGO Group) is expectedato atm relatively high level. In parallel, according

to the projections published by local and international economic institutions, a gradual slowdown in economic growth should

be expected compared to 2018. An upcoming economic downturn in Poland ar@kzteh Republic is also suggested in the

form of the latest values adopted for PMI industry foresight indicators, which in December 2018 in both these countries stood
below the level of 50.0 points (which is conventionally considered to be the boundamgbetexpansion and recession in the
sector), the lowest for several years.

In addition to external factors, a significant barrier to the rate of GDP growth in Poland and the Czech Republic ig aurrentl

shortage of labor available on both markets, whigiven their moderate growth in productivity, significantly curtails room for

a rapid growth in outpu¥.

Risks associated with the situation on the rail transport market in the main cargo categories

t Yt /! wDh DNRdzZLIQ& ¥ NBA 3K iithe frandpgrtzot BaINGArgoOsbatifically i@ &oal{iaggregateatrd  ;

construction materials, metal ores and metals, chemicals, coke and refined petroleum products. As a consequence, any chang

in the economic status quo on these markets directly affectsvitlume of freight available for transport and thus the quantum

of transport and financial performance of the PKP CARGO Group.

The main mediurierm risk factors affecting the rate of growth in transport volumes of the PKP CARGO Group:include
steadydecre aS Ay (GKS akKIFINB 2F KINR O2Fft Ay t2ftlyRQa SySNBE
the Ministry of Energy, the absolute consumption of hard coal (approx. 70 million tons annually) should not change
significantly in the coming decade two®*

ANI Rdzk £ AYLI SYSy il (A 2ycikiding aningreagefinithelinip&rtanca2of rer@wabledehérdy a
sources in the production of electricity, a decrease in CO2 emissions, a general improvement in energy efficiency or the
introduction2 ¥ G KS a2 Ay GSNItlFO1F3S¢ 6320SNYyAy3I (GKS NMz Sa | LJ
Union}s;

final result of the pending restructuring processes in the Polish and Czech hard coal mining sectors (including
2LIGAYAT I GA2 0287 @GKNHEOIIGEINSSNI G t 2f FyR FyYR LX FyySR 3INI R
mines in the coming several years);

53 National Bank of Poland, Ministry of Finance of the Czech Republic
SSaAyAaidNE 2F 9ySNBeyY at2fl yRQa 9ySNBe@
SaAyAAGNBE 2F 9ySNHEY datz2fl yRQa 9y SNHE

dzy GAf wnnné
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-
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lasting very strong demand for transport of aggregates and construction materials to construction sites of infrastructural
proje0il a4 GKAOK Ay (GKS 02y d(SEG 2F OdNNByid NBy2@lI A2y | yR
with handling the requested freight volums

growing costs of materials and wages coupled with a shortage of qualified workers in theuctinetsector translating
Ayili2 RAFTFAOdAZ ASa Ay GSYRSNILINPOS&aasSa 60SOlFdzasS GKS f 2
FYR Ay GKS G(NIyaradAaAzy G2 GKS LINR2SOG SESOdzi Ae2syale bdK | & S
construction projects underway,

uncertainty related to the anticipated increase in real energy prices which translate directly into the competitive
strength of the steel and chemical industries (and at the same time their output levels) andiltliensport sector

itself®;

expected economic downturn in Poland and abroad suppressing demand for steel products and inputs required for their
production (coke, iron ore).

In light of these risks, the PKP CARGO Group takes effective action with @ viEaeting swiftly to the changing market
situation and existing trends. This approach involves a gradual diversification of transport types (e.g. investmenalirespeci
rolling stock intended for the provision of intermodal transport services) amgfévements in the transportation process

06 KAOKEZ RSALIMAGS GKS NBIAdANBYSYy(d (G2 dz&aS RS{G2dz2NB | yR GKS f
of contracts)

Risk associated with the rail freight sector

In accordance with the datarpvided by the Office of Rail Transport, the total number of 71 rail operators, including PKP
CARGO S.A. and PKP CARGO SERVICE sp. z 0.0., offered the rail freight service on the Polish mdrkethie 2aa&: time,

the domestic market of cargo transpt by rail has been considerably decentralized in recent years, which has been influenced
by liberalization of the laws regulating the activity of the entities operating there. The market significance of sodiredadrs

with the individual share ofputo 2% has strongly increased (in particular at the expense of large operators) in recent quarters.
Currently, their total share constitutes over 15% of the market in terms of both freight volume and freight tuithdver PKP

/' wDh DNZ dzLJQ &fer @ Broad J&rige of teansport fefvices, including whedén transport of coal, aggregates and
other dry bulk cargoes, liquid fuels and chemicals. Some companies also haveasiggte transport on offer. In recent
quarters, entities focusing exclusivap container (intermodal) transport have appeared on the market. In the face of lower
market entry barriers and good prospects for, among others, the segment of intermodal transport, a further increase in the
ydzYo SNJ 2F t Yt /! wDh Ddy@aditdawth 6f2he edting éntidsn thie goRing: quarters cannot be
excluded.

¢KS YIAYy O2YLISGAG2NE F2NJtYt /! wDh DNRddzZL) Sy i ACARGHashrdng ¢ |
leader on the transport market), Metrans Rail, UnimétDoprava, and IDS Caf§dAs is the case in Poland, transport services
provided by competing rail operators chiefly include such transport market segments as: coal, bulk materials, liquid fuels,
chemicals and intermodal transport.

In the face of an inerasing competition on the rail market, the activities of the PKP CARGO Group are oriented towards
continuous improvement of the quality of the provided transport services and their development (such as investing in the
rolling stock and signing croberder cooperation agreements with local rail operators) and offering a comprehensive logistics
service for enterprises operating in various branches of the industry.

Risks in the operations conducted

Risk associated with the rail infrastructugeThe executedtontracts describe the principles of

cooperation when monitoring the effectiveness of the existing arrangements and the procedure to

be applied in the case of shared risk for the purpose of adopting and introducing the necessary

changes, including the tlks and responsibilities of the individual participants in the process (e.g.
contracts on using the allocated train routes between BRWIRGO S.A. and the infrastructure
FRYAYAAGNI G2NJ F2N) 6 KAOK GKS LI NI da.¢ O&mdIak FA Ol
irregularities related to the infrastructure found by employees are communicated to administrators on an
ongoing basis. Moreover, periodic meetings and conferences are organized to discuss the irregularities and measures aime:
to both eliminate trem and prevent the occurrence of similar situations in the future.

6 YA SNHYSQSE diNg ANBOGA2YY [/ 2YY2RAGASA6 LIR2NII§
57wnp.pl website

58 wnp.pl website

59 Office of Rail Transport

60 Office of Rail Transport

61 SZDC (http://www.szdc.cz)
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Transport safety

From the viewpoint of rail traffic safety, PKP CARGO S.A. operates based on relevant part A and part B safety caudéidates is
by the President of the Office of Railamsport. The basic requirement for obtaining the certificates necessary to pursue an
independent business activity was to implement the Safety Management System (SMS), and it was satisfied in 2009.
The SMS covers risks related to the pursued activity aodgtes for appropriate supervision and control measures in order to
reduce them and ensure the appropriate safety level:
the risk arisen from a direct activity, including occupational risk (related to the performed work) and technical risk
(related to the rolling stock and technical resources used),
the shared risk, which is a risk arisen from an interaction between the entities being part of the railway system (e.qg.
infrastructure administrators, other rail operators, entities in charge of maintenance),
the risk of third parties, which are not directly involved in the operation of the railway system.

Moreover, the processes and procedures serving the purpose of monitoring the effectiveness of the measures taken in the
area of risk supervision and introdag the necessary changes are applied within the SMS: The changes concern:

technology and methods,
operating procedures, rules and standards,
organizational structure.

Risk associated with changes of legal regulations

Technical specifications fimteroperability Noise (NOI TSI)

LY HnamyX g2NJa 6SNB LISNF2NX¥SR (G2 FYSYR (G(KS ¢SOKyAOFt { L
stock-b2AaSQ o0Wb2A4S ¢{LQO®

The deadline for adopting the amendments determining, among othbesperiod for decommissioning freight cars equipped

with cast iron brake blocks, specifying access to some routes for modernized -onoaernized freight cars was set for the
beginning of 2019.

On 31 January 2019, the EU Member States adopted amendmzmMeite TSI at a meeting of the Railway Interoperability

and Safety Committee. In the course of the works, Poland managed to negotiate- thexnb special case providing for further
operation of freight cars with tyred wheels, which constitute a condiderf S y dzYo SNJ 2 F t Yt /! wDh {
vehicles may be used in domestic transport regardless of the line status until the end of 2036. They may also enter the Czec
Republic and Slovakia without limitations until the end of 2026. This wilepteonsiderable costs involved in adapting to the

new requirements.

Service Infrastructure Facilities

The Act of 16 November 2016 Amending the Act on Rail Transport and Certain Other Acts entered into force on 30 Decembe
2016. The purpose of the Act is &djust the national legal order in the field of rail transport to the changes resulting from
Directive 2012/34/EU of the European Parliament and of the CounEilloThe Act specifies, among others, a new group of
facilities, the secalled service fadiles, designated for the provision of services necessary to perform the transport process.

In connection with the amendment, in 2017 the Company introduced a number of organizational changes in order to appoint
the service facility operators.

Another leggal act regulating the operations of the service facilities in detail, i.e. Commission Implementing Regulation (EU)
2017/2177 of 22 November 2017 on access to service facilities anckleddd services which entered into effect on 13
December 2017. In 26 and 2017, the Company participated in the works of the legal group of CER (Community of European
wkAtgre FyR wlkAf LYFNF adNHzOGdzNBE ! dzi K2NAGASE0 6KAOK LINB:
postulates. They are to some extent takieto account in the Regulation.

Since the Regulation will enter into force on 1 May 2019, the Company is performing works on adapting the Bylaws for acces:
G2 tYt /! wDh {®! Q& {SNWBAOS LYFTNIadNUzOGdzNB Cl OAfAGASa i+
The intended amendments are for specification rather than principal purposes. Their entry into force might involve the
necessity to perform some additional duties by PKP CARGO S.A. employees handling Service Infrastructure Facilities, yet t

planned amendments & y 2 SELISOGSR (2 KI @GS | &AAIYAFAOLY(G Ay Tt dzSyOf
EU Emissions Trading Scheme (EU ETS)

One should consider the planned changes in the EU Emissions Trading Scheme (ElieEES)ted uncertainty was the
reasonwhy thd 2 YLIr ye Qa Of ASyix ! NOSt2NmAdGGrE t2fFyR 0! at 03 &dz
5NoONR gl DsNYyAOI F® CAyrfiftes ! at RSOA R S\RyustiZ18.0TheNiNdlernRadinh (i K
lengthened the furnace usefufdi by three to five years. This will make it possible to assess the financial impact on AMT of the
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amendments to the EU ETS to become effective in 2021. Only then will it be known whether a general overhaul of the blast
furnace is economically viable. Thlkasing out of the blast furnace at the end of July and at the beginning of August 2018 did
not have a major impact on the quantum of transport services provided by PKP CARGO S.A. to AMP.

Other changes in the regulatory environment
Regulation (EU) 2016/6%¥ the European Parliament and of the Council of 27 April 2016 on the protection of natural
LISNE2ya ¢6A0GK NBIFINR (G2 GKS LINRPOSaaAy3da 2F LISNmR2yFf RIG
Directive 95/46/EC (General Data Protectiomy&ation) entered into force on 25 May 2018he absence of consistent
procedures for information protection, including personal data protection might result in unauthorized access to or, in
extreme cases, disclosure of such information outside the Gr&iP CARGO S.A. appointed a data controller
responsible for all issues related to increasing the legal standards for securing the information containing personal data.
Moreover, the provisions regarding the rights and obligations arising from the GDPRwpdeenented, among others,
to trade agreements, tendering documents, IT agreements.
The new provisions of the Act of 9 March 2017 on the Monitoring System for the Carriage of Goods by Road and Rai
entered into force on 14 June 2018. They are signifilanthe Company since the goods provided for in the Act may
be transported exclusively upon submitting a notification to the Electronic Goods Monitoring System (SENT) and
obtaining the secalled Reference Number. The obligation to submit, supplement addtemotifications is imposed
on the entity sending the goods (or the sender), the entity receiving the goods (or the recipient) and the rail operator,
respectively; the Act specifically defines the entities, scope of their respective responsibilitiegraddces financial
sanctions for breaching the obligations imposed under the Act.
The Act of 15 December 2017 Amending the VAT Act and Certain Other Acts introduced, among othersalted so
Split Payment mechanism on 1 July 2018. This obligationirestjthat PKRCARGO prepare the SAP system for
generating bank statements with VAT amounts indicated and develop a function of controlling the amounts of payments
SEOf dzaA @S 2F 1 ¢ YIRS o6& tYt /! wDh { ®! ®Qsyseraias @qliteB ¢
also by the Regulation of the Minister of Finance of 18 April 2018 on templates of VAT returns.
The provisions of the Regulation of the Minister of Infrastructure on the list of positions directly associated with rail
traffic managemat and safety and the conditions to be met by persons employed on such positions and rail vehicle
drivers of 16 August 2004 were repealed on 29 October 2018. As regards train engineers, the Company found the
amendment significant and therefore the interrmagulations on the principles of training train engineers and issuing
licenses were updated accordingly. The works on adapting the training system in the Company were performed
gradually and, in that period, train engineers received licenses issued l6)ffilse of Rail Transport, which constituted
the basis for issuing certificates, whereas new train engineers were trained in accordance with the new rules.
The provisions of the Regulation of the Minister of Infrastructure and Development of 10 FebrdatyoQa train
engineer certificate, regarding training with the use of a traction unit simulator, entered into force on 1 January 2019.
The relevant activities regarding the adaptation to the said regulation are performed or supervised in the Company by
the competent substantive unit.

Road transport constitutes increasing competition for the Group

In 2018, the rail freight transport in Poland grew dynamically (+4.1% yoy). At the same time, the volume of cargo transported
by trucks increased even more, it 18.1% yoif.

In recent years, road transport of goods has managed a vast majority of the incremental freight volume on the Polishhand Czec
markets, which translates into a gradual growth of its share in the entire sector of transport for these ceuilti car
transport significance growth is to a large extent underlain by its competitive advantages with respect to other branches of
land transport of goods

The measures taken by the PKP CARGO Group are aimed at the railway achieving the positieansf af transport that

would be complementary to road transport (e.g. ledigtance transportation of high volumes of bulk cargo by rail and their
handling by trucks as part of the-salled last mile). At the same time, the schedule speed should inceraséhe transport

routes should be shortened in terms of operation on the completion of the modernization works in the PLK network as part of
GKS abl A2yl wlkAfgle& tNRANFYED ¢KAA gAftf a2 raiMByavdaf G A
respect to other means of transport of goods.

62 Central Statistical Office of Poland, enterprises with > 9 employees, excluding economic transport
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The risk of high dependence of the client base on the limited number of industries and business entities operating
therein as well as structural changes in the operations of key accounts.

A consi@rable number of contracts executed by the PKP CARGO Group with business partnerstaren@ogtracts. Hence,

it is possible to contract transportation of large volumes of bulk cargo such as hard coal, aggregates, metals or cisgg|ysuffi

in advane. The contracts specify the declared transport volume and, in reasonable cases, its later modification (both increase
and decrease) may be negotiated. As a consequence, this can both mean the necessity to obtain additional resources in orde
to transportextra cargo and translate into the necessity to reduce the scale of the PHPICARD NP dzLJQ&a | O dzl f

At the same time, the transformations of the structure of the entities to which the PKP CARGO Group provides transport
services might assume the form of a complete change or diversification of the area of activity. It is also possibleish establ
subsidiaies focusing on providing transport services covering the goods manufactured by a given enterprise. There are
currently several operators of this kind in the domestic rail freight but they do not have the sufficient rolling stocklitebe

to handle thewhole volume of cargo commissioned by parent companies. There is a risk that their significance in transport for
the parent company will gradually increase, which, in consequence, could decrease the volumes of goods available for
acquisition by the PKP CBR Group. However, with time, the said entities might decide to provide transport services also to
other enterprises (e.g. from a given sector, using the kimow and the matching rolling stock) and thus commence an activity
competitive to the PKP CARGQG@izL] Ay | 0 NRBI RSNJ YI NJ S i-ermistatgy assumes algmdubdl D N
improvement of efficiency, competitiveness and quality of the transport and logistics services offered. The measures taken
reduce the risk of potential diversification dil operators by key accounts.

Risk associated with shortage of trained personnel

The rail transport industry and in particular positions associated with rail transport safety require ongoing update eflgeowl

and acquisition of skills. This objectigeachieved through obligatory training courses delivered in the form of e.g. periodic
knowledge updates, tutorials and examinations. The effect of the continuous training process is obtainment of licenses and
improvement of qualifications by the personne

In 2018, the adaptation program was adjusted to the needs and expectations of various groups of positions: administrative
employees,nod RYAYAAGNF GA PGS SYLX 28SSa g2NJAy3a Ay GKS /2YLI yeQa
directly associated with the transport process, a series of training sessions was updated thus allowing them to obtain required
professional qualifications. A carefully selected professional training program is supposed to ensure that new employees are
integrated into the organization and familiarized with their duties as soon as possible and to help them adapt to the working
environment, which influences the effectiveness of the performed works and minimizes the risk of employee fluctuation

Risk of collectiveidputes and strike

Owing to the dialog carried out by the PKP CARGO S.A. Management Board with the Trade Unions, the Trade Unions not initia
any collective dispute or strike in the Company in the reporting period. This made it possible to performéhtedxpsks in

a spirit of social peace. In June 2018, as a result of arrangements between the Management Board and Trade Unions, a pe
rise was introduced for the Company employees as of 1 September 2018.

Risk of increase of salaries

On the delivery datef this report,trade unions did not apply for wage increases

Financial risks

Liquidity risk

The Group is exposed to liquidity risk following from the ratio of current assets to net current liabilities
(current liabilities without shorterm provision$.
LYy HnanmyZ GKS DNRdAzZLIQa fAljdZARAGE NBYFAYSR Fd 0l
payable liabilities. To ensure an additional source of funds required to secure its financial liquidity,

the Group used external financing sources, suca asrrent account overdraft facility.

Information on credit facilities undrawn as at 31 December 2018 is presentedtm4.1 to the SF&nd
Note 4.1 to the CFfor 2018.

Additionally, in order to optimize financial expenses in the PKP CARGO Group, a cash pooling system is in place whi
comprises, as at 31 December 2018, 7 Group companies.
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Market risk

The Group is exposed to market risks associated with changes ektiange rates and interest rates. The objective of the
market risk management process is to limit undesirable impact of changes of market risk factors on the cash flows and results
in the short and mediumterm. The Group manages the market risk followirggn the aforementioned factors on the basis

of internal procedures which define the rules of measurement of individual exposures, parameters and time horizon.

The principles of market risk management are implemented through assigned organizationalndststhe supervision of

GKS tFNBYyG /2YLIyeQa alyl3aSyYSyd .21 NR® al NySG NrRa]l YIyl:
utilization of derivative instruments. Derivative instruments are used only to limit the risk of cash flow shdmgesactions

are entered into only with reliable partners, admitted to participation as a result of application of internal procedures and
execution of appropriate documentation.

FX risk

In 2018, the Group was exposed to FX risk resulting from thévadales, payables and cash denominated in foreign currencies.
¢KS DNRdzLJ0a NBOSA Dot Sa SELINSm e&iRablasywithfrie NBtiri§ yip tdHaNINB shd A S &
payables expressed in foreign currencies are mostly shar longterm liabilities on account of investment loan agreements

with maturities until the year 2031.

The balance sheet valuation of receivables and some current anecuoent liabilities longerm liabilities expressed in
foreign currencies, settlements in foreignroencies both on the side of receivables and liabilities, lead to financial revenues
(positive FX differences) and financial expenses (negative FX differences). The level of financial revenues and fieasesal exp
fluctuates during the year, which is cgad by changes in the exchange rates.

Cash in foreign currencies deposited on bank accounts follow from timing mismatch of receipts and expenditures and the
surplus of receipts over expenditures. In the long run, the valuation risk matches the risk geabfacash flows, therefore it
is the cash flows, not balance sheet items, that are subject to hedging transactions.

For the EUR/PLN exchange rate, there is partial natural hedging due to the fact that proceeds in EUR are partly balanced ot
by expenditurs in the same currency. The FX risk management transactions used by the Group are aimed at hedging the ne
free position (understood as the difference between FX proceeds and expenditures) exposed to change of the value in PLN.

According to the FinancialidR Management Policy prevailing in the PKP CARGO Group, in 2018, FX risk management
transactions were used for the EUR/PLN currency pair.

Forward transactions were used to hedge FX risk in 2018.

In 2018, the Group hedged the surplus in EUR through fahti@nsactions on the EUR/PLN pair at the levels and with
transaction maturities determined in accordance with the procedures of the Financial Risk Management Policy.

The Parent Company used hedge accounting for all EUR loans and Forward transactibassakte time, PKP CARGO
CONNECT Sp. z o0.0. applied hedge accounting for forward transactions.

Interest rate risk

Most financial investments made by the Group as at the end of 2018 were bank deposits, which were concluded mainly for
the period fromafewR | 84 dzLJ 2 p Y2y iGKazX RSLISYRAYy3d 2y (GKS /2YLIl yeé Q:
In addition, the Group is exposed to the risk of volatility of interest rate cash flows following from bank loans, lessthgrba
variable interest rates. Interest on lease agreements a@gued according to the reference rates increased by the financing

LI NIeQ& YINBAYy®d ¢KS NBFSNBYyOS NIGS F2NJ FIANBSYSyia RSyz2Y
WIBOR 1M. The interest rate risk in leasing agreements is executaggthrevaluation of leasing installments in the periods

of 1 month, 6 months, depending on the agreement.

Interest on loan agreements were accrued according to the WIBOR 1M, WIBOR 3M, EURIBOR 3M and PRIBOR 3M referel
NI G§Sa LJX dza 1 K S ntéresyriteriek infoar\agraeyhéntd wearekeSecuked through revaluation of loan installments
in monthly, quarterly and serdannual periods.

At the same time, in accordance with the financial risk management policy prevailing in the Group, one of theoGnoamies
applied interest rate hedging transactions, thealled IRS.

Credit risk

Conducting its commercial activity the Group sells services to business entities with a deferred payment date, which may leac
to the risk of counterparties defaulting witineeting the deadlines for payment of the amounts due for the provided services.

To minimize the credit risk, the Group manages the risk through a prevailing client creditworthiness assessment procedure.
This assessment is carried out for all clients wbe aideferred payment date. As part of its internal policy, the Company makes
FLILX AOFGA2Y 2F (GKS RSTFSNNBR GSNY 27F LI eyYSyid O2yRAGAZ2YIf
history of cooperation.
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Receivables from business pagts are monitored on a regular basis. In the case of overdue receivables, in accordance with
prevailing procedures, the delivery of services is suspended and recovery procedures are triggered.

Concentration of risk associated with trade receivables isdordue to the large number of business partners with commercial
credit dispersed among different sectors of economy. In addition, to reduce the risk of problems with recovery of trade
receivables, the Company accepts security interests from their cus®inethe form of, among others: bank/insurance
guarantees, assignment of contracts, security deposits and promissory notes.

The credit risk associated with cash and bank deposits is perceived as low. All entities in which the Group invests free cas
operate in the financial sector.

The maximum exposure to credit risk is presented by balance sheet balances of trade and other receivables, cash and othe
financial assets. This exposure is limited through securities established in favor of the Group (imthef,finter alia,
bank/insurance guarantees, guarantee deposits).

5.6.2Information on financial instruments with respect to the risk and financial risk management
objectives and methods adopted by the Company and the PKP CARGO Group

The principles of m&et risk management are implemented through assigned organizational units under the supervision of
GKS tINByd /2YLIlyeQa alyl3aSYSyd .2FINR® CAYylFYyOALFf NR&al Ay
of derivative instruments (SPOT tfahsactions, FORWARD FX transactions and IRS transactions), which are used only to limit
the risk of change of the balance sheet values and the risk of cash flow changes.

In 2018, the Parent Company applied cash flow hedge accounting using financiahirstis such as forward currency sales
transactions and an investment loan. The purpose of the hedging activity is to mitigate the impact of the FX risk within the
EUR/PLN currency pair on the future cash flows. The hedged item is a highly probableveagmnfiminated in EUR.

Hedge accounting was used by a PKP CARGO Group company: PKP CARGO CONNECT Sp. z 0.0. To manage FX risk this c
used financial instruments, primarily forward sales transactions and variable interest rate hedges to hedge materest
fluctuations for its investment loans in PLN. IRS transactions were concluded to this end.

In Q2 2018, a Group company, PKP CARGO CONNECT, ceased t@ trsm#a&8s0ns hedging the interest rate risk.
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6. Key events and information about thactivity of the Company and the PKP CARGO

Group
6.1 Key information and everg
[January

wApplication by two members of the PKP CARGO Groupfiimartcing of intermodal projects with EU funds (acquisition of speetlrolling
stock, modernization and extension of a container terminal and purchase of equipment for the container terminal).

[ February ]

wUpdate of the residual value of rolling stock as at 31 December 2017. The increase in the residual value of rollinglttdck lesver
depreciation costs in H1 2018 by approx. PLN 15 million, and for the period of 9 monthsa®Cdi@rox. PLN 25 million.

[ March ]

wa 2F HT al NOK HamyX OGKS FLILRAYGYSYd 2F /1 SA0l 6 2F NARSg Aubdionli 2 (GKS t
of President of the Management Board and the appointment of Leszek Borowiec to the PKP CARGO Management Board andhiemtwitsting
the function of PKP CARGO S.A. Management Board Member in charge of Finance.

wt dzof AOFGA2Y 2F F+ F2NBOlFad 2F asSt SOGSR aidGlyRIf2yS FintdwiQhel f YR 2LJIS
Business Plan for 2018 adopted by the Company.

[April ]

wExecution of a contract with Newag S.A. for modernization of 60 SM48 diesel locomotives for the total net amount of &)888&.rRillion.

wSigning of an annex to the commercial agreement entered into in 2015 with Lafarge Kruszywa i Beton Sp. z 0.0. (extemagneefient
until 31 March 2020, increase in the declared freight volume to approx. 9 million tons).

w R2LIIAZ2Y 2F | NBazfdaZiAzy o6& GKS tYt /! wDh {®! & alyl3SYReting. 21 NR 2V
to distribute net profit of PLN 93,967,095.00 as follows: allocate PLN 7,517,367.60 to supplementary capital pursuaie 39@\df the
Commercial Company Code, allocate PLN 86,449,727.40 to cover losses carried forward.

w LILRAYGYSYyd 2F aN®p WSNieé {21 yASNI = G(4KS OFyRARIFGS y2YAryBoardfer (2 65
the 6th term of office, effective as of 1 May 2018.

wwSOSALW o6& tYt /!wDh {®!® IyR tYt /[!wDh /S
OF0S3I2NASa dawlAt /' FNNASNE FYyR a[FyR /2yl A
C2NHzY CNBAIKG wnmy AYy DRI Za

w 6 NRXI F2NJ GKS 4802y R 02yasS0dziagsS GAYS: G2 tYt /! wDhi7g{db! & 2F (KS L

[ May ]
wEstablishment of the Board of Presidents in order to integrate and optimize processes in the PKP CARGO Group. Actiptie tBloamcbof

t NBaARSyida AyOfdzRSR G(GKS SadlofAaKYSyid 2F F2dzNJ aGSSNAy28802YVYA(G(GSSa

wPublication of estimate selected consolidated financial and operating results for Q1 2018.

w 00SaaArzy o6& /[ alAWING T6SEON QI DHzNR[G SNSRI { Ol 61 5 8-Médykarto theSAyd¥ekenyt | £ St NJ ¢
of the Operators of Terminals and Logistics Centers in Central and Eastern Europe.

wSigning by PKP CARGO S.A. and the Lithuanian Railways of an annex to the Agreement on Cooperation in InternatioheSRailde®ig

wQES()de?\?y 27 I 02y idNI O éfz\GK thI-i R& { Tey2¢S tof{! .a&wegamal O {o! d ¢
SAGAYIGSR INR&& Gl tdS 2F GKAAa O2yiNIOG A& | LIWINBE® t [ boflmentavitho YA f f A 2
PESA pertaining to the construction of a dual mode elediesel locomotive.

WIESOdziAzy 2F H O2y (NI OG& F2NI GKS (NI yaLRNI 2F &GS Ya@wdamoudt2 9b9! 9
of over PLN 222 million.

wExecution of a contract for the transport of coal for the Veolia Group. In-2029, PKP CARGO S.A. will transport over ismriitins of coal.

wExecution of a current account overdraft agreement with Bank Polska Kasa Opieki S.A. The available amount of thE#3dla isillion.

[June
w LILRAYIGYSYld 2F aN® tI ¢SO {2ay2¢ailiA G2 GKS tYt /! wDh {®! & { dzLISNIIA A2
wExtraordinary Shareholder Meeting of the Company.

wExecution of a memorandum of agreement between the Parties to the Company Collective Bargaining Agreement for EmployyeRkhred
CARGO S.A. Units, under which wage increases were agreed to be implemented on 1 September 2018. The Company estimabss dfiat th
the raise till the end of 2018 with a oriene bonus will amount to approximately PLN 33.9 million.

wNotification from NN OFE about a change in the stake held: an increase to 17.31%.
wExecution of a letter of intent with JSW for joint innovative investment projects focused on the commercial use of hyaebgen f
wSigning of an agreement with the Lithuanian Railways introducing mutual assistance in the transport of cargo betweemébltindaia.

IOl

[ 23A& dadtheS al Ol al
LISOGA @

YUnN
Y SN S NI A pidddl ErahspdtsS &
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[July ]

wExecutionof contractswith PGNiGT ermikafor the transportof 1.9 million tons of coalin the period from 1 Januaryto 31 December
2019andwith EneaWytwarzaniefor the transportof 5.5 million tons of coalin the period from July2018to August2019

wSigning of a letter of intent with Newag opening the way to the commencement of negotiations on the purchase by PKP CARGO of
three EGACTaDRAGON 2 locomotives.

wlmpairment loss on redundant rolling stock assets owned by the AWT Group in the amount of PLN 18.1 million. The impact of the
recognized impairment loss on the consolidated net profit, taking into account the deferred tax effect, is PLN 14.6 million.

wSigning of a memorandum with the Chinese city of Zhengzhou regarding the promotion of international cooperation indodistics
supply chains as part of the Chik& regional policy.

[August ]
wNoticefrom AegonPTESA. abouta changein the stakeheld: adecreaseo 4.812%
[September ]

wlmplementationof awageincreaseg in accordancewith the provisionsof the Memorandumof Agreementdated 15 June2018

uSigningof a cooperation agreementwith PojazdySzynowePESABydgoszcSA. and Instytut t 2 2 | 1SRysogvychd ¢ | . bow €
conductresearchand developmentwork within the frameworkof a projectto constructan autonomousdualmodelocomotive

[October

wExecutionof an electricity salesand distribution serviceagreementwith PKPEnergetykaSA. Theagreementwas concludedfor the
period from 1 January2019to 31 December2020 Theexpectedaggregatechet valueof the Agreementduringits term is PLN987.1
million (grossvalueof PLN1,214.1 million).

WWdzRIYSyYyd 2F GKS wSaAA2yltt [/ 2dNI Ay 2FNERFgS (GKS [/ 2dz2NI BeF [/ 2YLISGAGARZY
appeal filed by PKP CARGO S.A. and upheld Decision N6/ZDOKof 31 December 2015 issued by the President of the Office of L
I 2YLISGAGAZY | yR | 2y &adzYSNI t N2(SOGA2Y 64t NBAARSYdH 2F !hYAYE0d LYy GKS
judgment of 15 October 2018 is groundless and the Company intends to file an appeal against it.

wExecution of a contract with NEWAG S.A. for the delivery of 3 eleatriteE6ACTa DRAGON2 locomotives. The three locomotives
will be delivered by 31 December 2018. The estimated gross value of this contract is approx. PLN 45.3 million.

wCoaofinancing awarded for three projects submitted under the Operational Programme Infrastructure and Environmei202014
the total amount of PLN 288.7 million.

uSigning of a guarantee facility Agreement with Credit Agricole Bank Polska S.A. with a limit of PLN 60 million. The agiidmrient
effect until 15 October 2019. The limit may be used by the subsidiaries that sign a trilateral agreement.

[November ]

wExecutionof a Memorandumof Agreementbetweenthe partiesto the CompanyCollectiveBargainingAgreement By the power of
this Memorandumof Agreement,the parties resolvedthat a quarterly performancebonus pilot programwill be launchedfor Q4
2018 (the estimatedvalue of additional payoutswill total approx PLN29.3 million) and, if the resultsafter Q3 2018are confirmed,
greaterbonuseswill be paid on the occasionof the RailwayEmployeeDay (with the total impacton the result of approx PLN13.9
million).

[December ]

@ LWINBE @AY GKS t Yt /! wD20230sNBedr dbectivésisNimbe ik thefagaldf thet Thipe Seadilretia
and on the New Silk Road routes in the EU measured by freight turnover and freight volume by 2023 and strengthenintpthis posi
in 20232038, a 65% share in the Polish rail freight market by 2023 measured by freight turnover.

wAcquiring 80% in PRIM@RAIL d.o.o., a Slovenian company, by AWT a.s.

wRegistering the Company Collective Bargaining Agreement (CCBA) for CARGOTOR Sp. z 0.0. employees in the State lrabor Inspectio
Service with an effect from 1 January 2019.

wA PKP CARGO Group company made an early repayment of the loan concluded with Bank Polska Kasa Opieki S.A. on 13 March 2017.

w Execution of a rail infrastructure access agreement with PKP PLK. The agreement is in effect from 9 December 2018 tbet4 Decem
2019. The expected aggregated net value of the agreement during its term is PLN 690.6 million (gross value of PLNo8%9.5 milli

[January 2019 ]

wExecution of an agreement for transport of hard coal and limestone sorbents with a total maximum weight of 16.7 millieithtons
PGE Group companies. The agreements were concluded for the period from 01 January 2019 to 31 December 2021. The estimated
maximum net value of the agreements during their terms is PLN 541.2 million (gross value of PLN 665.7 million).

wExtraordinary Shareholder Meeting of the Company.

wA contract with companies from the Siemens Consortium for the supply of 5 Vectrorsysi#im locomotives.

w¢ KS {dzZlJSNBAa2NE . 21 NRQa FR2LIGA2Yy 2FY (KS O2ya2f ARFGSR GSEG 2F (KS$S
NBIdzg FGA2ya F2NJ I LIRAYGAY3 YSYOSNE 2F GKS tYt /! wDh {a& ® abtyl3SySyi
for candidates to become an employee representative in the PKP CARGO S.A. Management Board and to appoint employee o
NBLINBaASYGl G6ABSa G2 GKS tYt /! wDh {®! & {dzZISNBA&EZ2NE .2 NR FyR G(GKS LINJ

wlnitiating the recruitment procedure for the positions of: President and Members of PKP CARGO S.A. Management Board

[February 2019 ]

wWdzZRIY Sy 2F GKS wSaazylf /2dNI 2F GKS FANBRG AyaidlyOsw2y LI evYSyid T2

likw. (PLN 2.1 million).

owSIAEAGNI GA2Yy 2F FYSYRYSyida (2 /2YLIyeQa ! NIAOESa 2F ! aa20AtiAz2y
[Marchzolg

wRecognition of an impairment loss on assets owned by the AWT Group. The total value of this impairment loss in the ednsolidat
financial statements for 2018 is estimated at PLN 51.2 million (PLN 41.5 million PLN taking into account the tax effect).

)
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6.2 Evaluation of factors and unusual events affecting the result recorded by the Company
and the PKP CARGO Group

Situation on the rail transport market in the main carg@tegories

The rail freight market is closely dependent on the business conditions on the market for coal, aggregates, coke, iron ore,
metals, petroleum oil refinery products, chemical products and situation in the container transport market. The gatavth

of the freight volumes transported by cargo carrier companies in the PKP CARGO Group is strongly linked to changes in th
transport in the aforementioned cargo categories.

In 2018 there was a noticeable strong increase in aggregates and construetienals transport volume in the market. It was
chiefly due to the intensification of works on the existing infrastructural investment projects and the launch of new such
projects.

Infrastructure access costs

The performance of both PKP CARGO S.A. arRKReCARGO Group largely depend on the amount of rail infrastructure access
OKIF NBSad ¢KS O2ai 2F 00Saa (2 AYTFTNFadNUzOGdzNBE Ay wHnamy | C
Fo2dzi mMp®mx: 2F tYt /! wDh DNRdzZLIQ& 2LISN} GAy3 SELISyasSa
Lage-scale infrastructural investments related to rail infrastructure modernization made by the Administrator, i.e. PLK, were
one of the essential factors influencing freight in 20IBe track closures arising from such renewal works involved incurring
addtional expenses by the Company as a result of:

Diversions of many trains, which made transport routes and, as a consequence, the time of transport longer and

increased the demand for locomotives, train crews, and rail car stock.

A longer time of waitingdr a timetable.

The necessity to change the type of train power supply and, as a consequence, the increased demand for diesel

locomotives.

A hampered management of significant points of sale.

Social dialog

A social dialog is conducted in PKP CARGO S&d bascommonly developed principles written down in the form of
agreements specifying the relationships between representatives of the employer and representatives of the trade union.
Observing and improving the agreed procedures and fulfilling the assurbléghtions permit the highest standards to be
maintained when cooperating with representatives of the community and a-teng constructive dialog to be ensured.
Management Board respects and develops the idea of partnership in the relations with tragies, which facilitates the
implementation of solutions promoting the development as well as competitiveness and efficiency of the Company in the
circumstances of social peace.

Conducting a social dialog based on partnership stabilized the social Gituratihe Company in 2018, and thus allowed it to
conduct its statutory tasks in a peaceful atmosphere.

Situation in the Czech coal sectqsituation of OKD a.s.

Company business names were changed asAgrll 2018:
thesoOl t t SR® G2f ROPAXDS ¢ QdzZNIS Wi hy 5FZ1LIENI 6 Sa dzy RSNJ G KS 06dza A
sole shareholde¢ NWR Holdings B.V., a Dutch company),
theseOlF f t SR aySs hY5&6&Z ADPSd hY5 bt alddzlyAO1t T F dadxr OdzNJ
shaeholder¢ PRISKO a.s., a Czech company being a subsidiary wholly owned by the Czech Ministry of Finance).

The approved OKD restructuring plan remains in effect although an extension of the miningpphaseiod can be expected.
Darkov and Lazy mines arebe closed not before the second half of 2019.

In accordance with the restructuring plan, the entire coal mining by OKD, a.s. should be gradually phased out by 2024. Howeve
due to the fact that the owner of the steel mill in Ostrava has changed &ed the policy pursued by the Czech government,

coal mining in OKD mines is to be prolonged until as late as 2030, as announced publically by the Czech prime minister, Andr
. FoAO02®
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OKD is going to mine circa 4.5 million tons of coal in 2019. Itusnaskthat the quantities of coal to be mined in the period
20202024 will gradually drop from 4 to 2 million tons. The decrease in the coal mining volume in OKD in the coming years will
be compensated by importing an appropriate quantity of coal from atiroa

Technical regulations related to rolling stock

The rolling stock used in rail transport must satisfy appropriate technical standards and requirements, determining the scale
2F GKS DNRdzZLIQ& Y2RSNYATFGAZ2Y YR NBdnit dirdtlly loDthel ddrfeit deghnichlK S
condition of the rolling stock owned and the resulting mandatory periodic repairs. They may also depend on the requirements
imposed by EU regulations.

6.3 Information on contracts of significance for the Company atie PKP CARGO Group

Contracts with vendors

Execution of an agreement with PKP Energetyka S.A.

An Electricity Sales and Distribution Service Agreement was executed between PKP CARGO S.A. and PKP Energetyka S.A.
October 2018. The Agreement was entetiatb for the period from 1 January 2019 to 31 December 2020. The expected
aggregated net value of the Agreement during its term is PLN 987.1 million (gross value of PLN 1,214.1 million).

¢KS aINBSYSyd LISNIFAya (2 K 8ndprovisiéh oZTfactiGniESe@i diskiliufion Servided fOrNJ: (
the needs of the transport services rendered using electrical traction with trains owned by the Client and for the nesds of t
Nbzy o6& 20GKSNJ 2LISNI G2 NEBE dzi A faBarelnét $harhdd foStheleRctricit$ they Gandelunder? O 2
separate agreements. The agreement defines the level of power contracted in the settlement period and the forecast
consumption of Traction Energy.

Signing of an agreement with PKP PLK S.A.

On 27November 2018, an agreement on the use of throughput capacity to transport objects in the train timetable 2018/2019
was signed between PKP CARGO S.A. and PKP Polskie Linie Kolejowe S.A. The Agreement is in force from 9 December 20
14 December 2019. Ehexpected value of the Agreement in its validity term in total amounts to PLN 690.6 million net (PLN
849.5 million gross).

Under the Agreement, PKP PLK provides the Company with access to rail infrastructure to utilize the throughput capacity fot
cargo tansport in accordance with the 2018/2019 timetable.

The Agreement enables PKP CARGO S.A. to use the requested train routes in the timetable, while the Company may cancel
allotted train route or part thereof (in accordance with the rules prescribed ley2018/2019 Network Regulations). It is also
possible to change the allotted route parameters following a change in the type of traction vehicle, an increase of the gross
train weight (to 500 tons) or a decrease thereof.

Under the Agreement, the Administa provides basic services of minimum access to rail infrastructure that comprise, among
others, the possibility to use the rail infrastructure in accordance with the allotted train routes, the provision of &xcess
traction network devices, the directinand carrying of traffic, including the use of the rail radio communication by the Carrier
and delivery of information regarding train passage, if so requested by the Company.

Under the Agreement, the Administrator also renders services involving aaessvice infrastructure facilities, comprising
the provision of assistance in connection with rstandard loads and the preparation and commissioning of trains.

Signing of agreements with NEWAG S.A.

On 4 April 2018, an agreement to modernize 60 SM48alliengine locomotives in the period from October 2018 to May 2021
was executed with NEWAG S.A. The estimated net value of the agreement is approximately PLN 388 million.

The subject matter of the Agreement includes: comprehensive modernization of 60 &Mé8 locomotives upgrading them

to the new ST48 series, by building a new modular technology bodywork, replacing the power generator, braking equipment
as well as auxiliary machinery and equipment. As part of the modernization, the locomotives wilkatspipped with a
O2yGSYLR2NINE O2yiNRBf &d2adSY IyR I ySgz SNH2Yy2YAO RNAGSN.
locomotive, delivery of a set of specialized tools for diagnosing and repairing the combustion engine, purchase of a
GSYSNEBSyOeé¢ aSisz -msvéntbliesxdglirddSor dulick\energercy r&pairs,qerformance of maintenance and
repair activities on the combustion engine (inspections) during the quality warranty period granted for the modernized
locomotives ad guaranteeing high technical availability ratios.
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On 25 October 2018, a contract for the delivery of 3 electic6f S 9c! / ¢ a5w! Dhbué f202Y20AC(
executed with NEWAG S.A. The estimated net value of this contract was appres.BIohllion.

The subject matter of the Contract was the following: delivery of 3 brand new eledtried S 9c! / ¢ &5w! DhbH
with an additional buikin trail observation system and a GPS locomotive positioning system, delivery of softwdieeasds
necessary for the operation of the locomotives, delivery of a set of brand new spare parts and components forming the so
Ottt SR aSYSNBSyOe {(AGeézr ySOSaalNE TFT2N) OF NNEAyYy3I 2dzi I dza O}
Signing of a contract with Pojazdy Szynowe PE8goBycz S.A.

On 21 May 2018, a contract to conduct level five maintenance repairs and replace the combustion engine with a new one in
38 ST44 diesel locomotives in the period from January 2019 to September 2020 was executed with Pojazdy Szynowe PE!
Bydgogcz S.A. The estimated net value of the contract is PLN ca. 176.3 million.

The subject matter of the Contract entails: level five maintenance repairs and replacement of the combustion engine with a
new one in 38 ST44 series locomotives. Material modificatiwill be made to the locomotives through these repairs. In
particular, the obsolete, twestroke combustion engine will be replaced with a new generation 12CzN26/26tiamkke engine

fulfilling the UICIIIA emission standards affording a guarantee afciag the consumption of diesel fuel and engine oil. The
t202Y20A0Sa oAttt t&d2 0SS SIdALIWISR 6AGK | ySg SNH2y2&A0 R
locomotive, and delivery of a set of specialized tools to perform ingpeand repair work on the combustion engine. As a
result of repair and modernization the locomotives will have a high guaranteed reliability factor.

Contracts with buyers

{A3IyAy3aT 2F O2yGNIXOla 6AGK 9Db9! 9ft STUNRGYAIlI t20FYyAS:
PKP CARGO S.A. has enténgal two significant contracts for the transport of steam coal, for the transportation of the fuel
FNRY [dzoStalA 2t3IASE . 23RFY 1l FYR {AftSAAlLY YAySa F2N GKE
Under the first of these contracts, PKP CARGO SlArangport 3.35 million tons of coal over a time span of 19 months. The
estimated gross value of this contract is nearly PLN 122.8 million. The freight will be transported from LW Bogdanka.

Under the second contract, coal will be transported from Silesiares until the end of 2019. The freight volume expected to
be transported in this period is approx. 3 million tons. The estimated gross value of this second contract is nearly PLN 10(
million.

Execution of a contract with the Veolia Group

PKP CARGO Shas won a contract for coal transportation to Veolia Group companies all over the country. The volume of the
transported material will be over 5 million tons in total in the period 2@0D21.

As a result of the same tendering procedure, PKP CARGO Stranglbrt an additional volume of 950 thousand tons of coal

for the Veolia Polska Group in 2018 under the current contract, which will be annexed.

Execution of a contract with PGNiG TERMIKA

PKP CARGO S.A. has executed two contracts for coal transpottatimee Warsaw facilities of PGNIG TERMIKA in the period
from 1 January to 31 December 2019.

/21t gAft 0S UGUNIYALRNISR FNRBY | LIISNI { At S&Al FyR [dzof Ay
Plant. Almost 1.9 milliontonswid2 YS FTNBY (KS YAySa 2F t2ftall DNHzZI DsNYA
¢ dNBY 28R2080AS8T tD {AftS&AlIT IyR [dzoStalAr 2t3IASt . 23Ry
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6.4 al Yy 3SYSyd . 2FNRQa adlyoS gA0GK NBaLSOG 0+
published resultforecasts for the year

As at the publication date of this report, the realization of the forecasts of selected financial data of PKP CARGOPRR. and
CARGO Group for 2018 made public by the current report no. 26/2018 of 21 August 2018 is as follows:
With respect to PKP CARGO S.A.:
A Operating revenue: forecast PLN 3,914.5 million, realization PLN 3,910.8 million, which means a deviation from the
forecast by PLN3.7 million, i.e. by0.1%,
A EBITDA: forecast PLN 781.3 million, realization PLN 771.2 muillimh, means a deviation from the forecast by RLN
10.1 million, i.e. by1.3%,
A EBIT: forecast PLN 337.3 million, realization PLN 318.2 million, which means a deviation from the forecast®g PLN
million, i.e. by-5.7%,
A Net profit: forecast PLN 269nillion, realization PLN 253.9 million, which means a deviation from the forecast by PLN
-16.0 million, i.e. by5.9%,
A Capital expenditures: forecast PLN 878.5 million, realization PLN 828.4 million, which means a deviation from the
forecast by PLN60.1 nillion, i.e. by-5.7%.
No significant deviations were recorded in PKP CARGO S.A.
With respect to the PKP CARGO Group:
A EBITDA: forecast PLN 904.8 million, realization PLN 907.0 million, which means a deviation from the forecast by PLN 2
million, i.e. by0.2%,
A Freight volume: forecast 121.8 million tons, realization 121.9 million tons, which means a deviation from the forecast
by 0.1 million tons, i.e. by 0.1%,
A Share in the Polish freight market in terms of freight turnover: forecast: 49.7%, realizatiB%o 4&hich means a
deviation from the forecast byl.2 p.p.

Insignificant deviations werescorded in the PKP CARGO Group.
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7./ 2YLI yeQa IyR tYt /! wDh DNRdzZLJUE RS@OSt

7.1 Description of external and internal factors of relevance for the devetognt of the
Company and the PKP CARGO Group

Economic situation

CKS YIONBSO2y2YAO SY@ANRBYYSyld Aa RANBOGfe& NBTFtSC
Freight turnover is strongly correlated not only with the rate of growth in GDP butveitsoperiods of
business cycle peaks and troughs and et fluctuations in various industrial sectors.

Situation on the energy fuel market

Due to the largest share of hard coal in rail transport, the fuel and power industries will continue e be t
most important sectors of the economy. The overall economic situation in the sector will continue to affect
GKS Qa FTNBAIKG @2fdzvySa yR (GKS FNBAIKG (NI yaLRNI
categories in transport carried byéhlPKP CARGO Group and the situation in this market will have an effect
on the results and market shares obtained by the Company and Group.

Rail cargo transport, including transportation of aggregates and construatiaterials, increased
significantly in 2018. It was driven chiefly by the intensification of work on existing infrastructural investment
projects and the launch of new such projects (road construction and railway modernization), strongly
supported by the EWtructural funds within the financial perspective for 262d20.

It is expected that in the upcoming quarters the favorable economic situation on the markets for construction
materials will continue, partly due to the caroyer effect of existing projestbut also due to planned large public investment
LINE2SOGa (2 0SS SESOdziSR dzyRSNJ (KS &bl iéAazylf w2lFR [/ 2yal
transportation of aggregates and construction materials will remain a significant markétd?KP Cargo Group, strongly
affecting freight turnover and market shares.

Situation on the intermodal transport market

An especially rapid growth is expected in the coming years in the intermodal transport market. The Group
remains actively involved in the handling of transports over the NJS line. The primary objective of the project
is to increase the volumes of overlanttermodal transport between China and Western Europe through

al Ol a1 S6A01S yR ol O1 G2 !'aAal o 58@3St21LISyd 27F (NI
China is expected to be facilitated thanks to execution of trade agreements and bikaéatas, which will

be an important stimulus increasing the level of intermodal transport carried out by the Group.

Condition of rail infrastructure

Largescale infrastructural investments related to rail infrastructure modernization made by the
Adminigrator, i.e. PLK, were one of the essential factors influencing freight in 2018. A large number of railway
:m:%,éi track closures also in the coming years will directly contribute to a reduced throughput of the lines and
stations used, and extended travel timender train travel routes and longer train stays at the stations, which
requires increased human, rolling stock and traction resources to be involved in the transportation process.

Rail infrastructure access charges

The performance of both PKP CARGO Sid\ttee PKP CARGO Group largely depend on the amount of rail
AYTFNF AGdNUzOGdzZNBE 1 0O0S&da OKFNHS&ad LYyFNF adNHzOGdzNE | O
2LISN)F GAy3 SELISyasSa yR Foz2dzi mpoms: 2F tYt /! wDh I
On 27November 2018, an Agreement on the use of throughput capacity to transport objects in the train
timetable 2018/2019 was signed between PKP CARGO S.A. and PKP Polskie Linie Kolejowe S.A. T
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Agreement is in force from 9 December 2018 to 14 December 20iEeNpected value of the Agreement in its validity term
in total amounts to PLN 690.6 million net (PLN 849.5 million gross).

PKP CARGO S.A. executes also rail infrastructure access agreements with the following @onsimitoreign rail networks:
DBNetz (German, FoRail B.V(Dutch),a # + (MuNday), GYSEV ZiHungay),{ ¢ F0zech Republic, { (Blovak Republjc
m. . Ly F NAustigNdz] G dzNJ

Technical regulations related to rolling stock

The rolling stock used in rail transport must satiafypropriate technical standards and requirements,
RSGSNXYAYAY3I (GKS ao0FltS 2F (GKS DNRdzZLIQ& Y2RSNYAT I GA:
directly on the current technical condition of the rolling stock owned and the resulting mandp&oiydic

repairs. The number of periodical repairs and periodical overhauls performer in individual periods results
from the cycles defined in DSU for the rolling stock approved by the Office of Rail Transport.

Due to the anticipated growth in the Polishil freight market in the coming years, it will be necessary to adapt accordingly the
rolling stock used in the business. In light of the aging nature of the available rolling stock and the limited capaejpiais of
plants, the future may bring a tempary misalignment between the quantities and types of the available rolling stock to the
actual needs of the transportation market.

Risk of changes to legal regulations

The business activity pursued by both PKP CARGO S.A. and PKP CARGO Group cenipediés gpecific

legal regulations. They include among others Technical Specifications for Interoperability Noise (NOI TSI),
regulations on access to Service Infrastructure Facilities and EU Emissions Trading Scheme (EU ETS). T
specific influence ofttese regulations is described in section 5.5.1.

Capital expenditure financing

The Group will finance capital expenditures with investment loans, its own funds and from other sources. An
increase in loan liabilities will result in an increased levekdilities (short and longterm) and of financial
expenses.

Social dialog

The social dialog in PKP CARGO S.A. is based on the principles contemplated in the generally binding laws, tt
Company Collective Bargaining Agreement and the agreements defirangutual obligations of the parties

to the social dialog. The Company respects and improves the principles of cooperation between the social
partners, which contributes to implementation of modern, pievelopment solutions aiming at increasing
thecompa® Qa O2YLISGAGAPSySaa FyR STFFAOASyOeo
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7.2 Description of the growth prospects and development policy of the Company and the
PKP CARGO Group at least in the next financial year

t Yt /! wDh DNRdAzLIQ-8023 GNF GS3& F2NJ HAamMp

hy Hc b2@SYOSNI HAoISNIBKSE2NB YLIR Y BRAl LILINE SR §(K&023. Yt /! wDt
The new PKP CARGO Group Strategy addresses the challenges and opportunities on the Polish and international markets. T
Group does not intend to limit its role to a rail operatonly: it will also increasingly provide comprehensive forwarding
services.

¢CKS A0NI G§S3& RSTAYySA GKS t VYt /-HwDh: DANPRQILIREA YA AlAy2 y2 dziytR2 VA
key document setting out the directions for its deveoent, but it is also an element of its integration.

tYt /!wDh DNRdzZLIQAa =L{LhbyY

Become the Central European leader in rail freight transport by taking the dominant position in the area of the
We¢KNBES {SIa LYAGAIGABSQ YR 2y GKS WbSg {Af]l w2l RC

PKPCADh DNRdzLIQa aL{{Lhb {¢!¢9a9bc¢y

Offering comprehensive logistics services on the rail freight and intermodal services market in a way to make it
the supplier of first choice.

Ly FAGS @SINBRQ (GAYST (GKS t Yt /! wbD han®BaBteiri Burapéah dzarket bp lecdmingS
the No. 1 in the area of the Three Seas Initiative, i.e. in theEaopean nortksouth transport corridors. PKP CARGO also
intends to achieve a dominating position on the New Silk Road routes within the Europeem lrboth cases, this is in terms

of freight volume and freight turnover. The leading position that the Group wants to achieve by 2023 should be consolidated
between 2023 and 2038.

Strategic objectives

Become number 1 in the area of the "Three Sedsatiie" and on the New Silk Road routes in the European Union
measured by freight turnover and freight volume by 2023 and strengthen this position inZZBE3

@ Gain 65% of the Polish rail freight market by 2023 measured by freight turnover.

Shortterm objectives

Devise the most competitive offer for business partners on the New Silk Road in the European Union and in the area of
the Three Seas Initiative,

@ Grow operational efficiency measured by KPIs on an annual basis,
@ Maintain a pace of growth irtS a4 KI N LINA OS G(KFd Aa KAIKSNI GKIFy GKS 2|

@ Generate annual net profit equal to at least 5% of revenue starting from 2019 and at least 8% of revenue starting from
2023.

ld GKS alyYS GAYSST tyYt /! wDhQ&a & KreadéS At prasent] KSGrar e corfraldildsthaly | N.

50% of rail transport in Poland in terms of freight turnover, while in 2023 this figure is expected to increase to 65%f Some

0KS 3INRglGK gAff 0S RNAGSY o0& (KS aldK®inpoitast. Aeghiditibng Ar©alsa dBes U K

O2yRdzOGSR 2y AYUSNylFrGaAz2ylFf YINJSGaz aixyoS (GKiAa Aa GKS 7

on Eurasian markets.
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Figure35 The northsouth corridors and the New Silk Road
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In its Strategy, PKP CARGO discontinues its image as a rail operator that simply accepts and executes orders for the transp
of freight by train. In order to implement the @xtives set out in the strategy, the Group needs to expand its business profile.
PKP CARGO is supposed to become a specialized logistics operator that provides comprehersidodofreight services,
especially in the intermodal sector.
To this endPKP CARGO will strive to devise the most competitive offer for business partners on the New Silk Road in the
European Union and in the area of the Three Seas Initiative The Group wants to quickly address the challenges driven b
globalization and use theatural advantages of Poland, that is quick economic development and the resulting improving
AYGSNYIFGA2yFE LRaAAGAZ2Yd ¢KS FTR@GFydlr3aS GKIFd Ylye SEdISNI &
routes.
Attaining the strategic olgictives will be based on executing 13 strategic initiatives arranged under three pillars:

Figure36 Strategic initiatives

Growth {iﬁ Operational efficiency '@Q Organizational efficiency H

(1 Adopting and executing an organic growth Diditizstionanid eomBUtERZation m Optimizing decision-making processes and
plan on the domestic market 9 P customizing the PKP Cargo Group's structure

12 Developing organizational culture, human
capital and management by objectives (MBO)

(2] Adopting and executing an inorganic growth

plan on the domestic market Optimizing freight transport processes

EE] Adopting a project management policy and

resources and maintenance processes Bpfninting & Froject Management Chrice
P (PMO) in headquarters

3 | 9 | - — A
Coordinating foreign expansion Modernizing and optimizing rolling stock

4] Aligning the offer to clients to integrate the

A Optimizing asset management
value chain P 9 9

A Adopting and executing an action plan in
marketing and CSR in coordination with the PKP
Group

16|

Developing innovation

Source: Proprietary material
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The domestic and international expansion process will be supported by impeavis in operational efficiency through
digitalization and computerization as well as optimization of transport processes. The PKP CARGO Group will also increas
efficiency of the rolling stock utilization and modernization processes and improve managehassiets of all companies.

Better organizational efficiency is equally as important. It should improve through optimization of dewisldng processes

FYR FTRILIWGEFGAZ2Y 2F GKS tYt /! wDh DNRdzZLIQ& &  NgulratondiBultire2 A
The Group will implement management by objectives (MBO), adopt a project management policy and establish a central
Project Management Unit (PMO).

The introduction of new areas of operation will improve organization management efficien

Figure37 Areas of operation
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Source: Proprietary material

2018 did not only mark the commencement of preparation of the strategy for the next five years. Some of the solutions that
became priorities in the document were a#@dy starting to be implemented. Improvements in the organization of work,
transport processes, higher level of market competition, attracting customers with increasingly better offers, also infterms
price¢ these factors were the main reasons why thePRBARGO Group posted excellent financial results.
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8. Other key information and events
8.1 Information on PKP CARGO S.A. shares

8.1.11Issue of securities and use of proceeds from the issue

In the reporting period, in PKP CARGO S.A. there were no isedemptions or repayments of debt securities or equity
securities.

8.1.2 Information about agreements which may in the future cause changes to the proportions of
shares held by the current shareholders

PKP CARGO S.A. is unaware of any agreements enterday itts existing shareholders which may result in future changes to
the proportions of their shareholdings.

8.1.3 Acquisition of treasury stock
In 2018, PKP CARGO S.A. did not effect any purchase or sale of its treasury stock.

8.1.4 Information on theemployee share plan control system

{KINBa GF 1Sy dzLJ 68 SydAiGft SR SyYLX 28SSa Ay O2yySOGA2Yy GAGE
were subject to contractual limitation of their disposal. Each eligible employee submitting a iptibscfor shares was
required to sign an agreement providing for restrictions on the transferability of shares for a period of 2 years from the

[ 2YLI yeQa FANRG RFe 2F GNIYRAYy3 2y (GKS 21 NEI g { tiod@ithoud EOK |
signing the said agreement would have been considered invalid and the eligible employee would have lost his/her right to the
privatization bonus, hence also to the shares. A sale of or encumbrance on any shares or rights to shares p@otdbe30

2015 was ineffective against the Company and may have exposed the employee to liability for damages.

On the date of expiration of the above leak period, i.e. on 30 October 2015, series C shares were converted into bearer
shares.

8.1.5 Shares h&l by management board and supervisory board members

¢KS K2fRAYy3I&a 2F /2YLIlyeQa &aKFINB&a 2N NAIKGEA G2 adzOK akKt
November 2018, i.e. the delivery date of the Q3 2018 report to the delivery date of ttostyeyas as follows:

Table30PKP CARGO S.A. shares held by Management Board members as at the report delivery date

Number of PKP CARGO S.A. sha Par value of shares [PL

held by Management Board member:

as at thedelivery date of as at the delivery date o

as at 21 November 201! as at 21 November 201!

this report this report
/I1TSaolg 2 1,500 0 75 000 0
Leszek Borowiec 0 0 0 0
Grzegorz Fingas 0 0 0 0
Witold Bawor 46 46 2300 2300
Zenon Kozendra 46 46 2300 2300

Source: Proprietary material

CKS K2fRAYy3a&a 2F /2YLI yeQa akKlINBa 2N NAIKGA (2 adzOK akKl NS
2018, i.e. the delivery date of the Q3 2018 report to the delivery date of this reportawéslows:
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Table31PKP CARGO S.A. shares held by Supervisory Board members

INET NI @IFIPAE C/ARE(D) S Par value of shares [PL
held by Management Board member

as at the delivery date o as at the delivery date o

as at 2INovember 2018 as at 21 November 201!

this report this report
YN gal G27F a 0 0 0 0
aANRaAODlIg 'Y 0 0 0 0
Krzysztof Czarnota 70 70 3 500 3 500
Zofia Dzik 0 0 0 0
Raimondo Eggink 0 0 0 0
al 03A2NJI F G 0 0 0 0
¢ RSdza1 { G 0 0 0 0
2 9l Ré2&aol s { 0 0 0 0
WSNi e {21TyaA 70 70 3500 3500
tFg8S0 {2ay?2 0 0 0 0

Source: Proprietary material

b2z YSYoSNAR 27F

GKS AadadzSNRa alylr3asSySyd . 21 NR délivedy daddNIIA &
GKAAE NBLEZ2NIZ K2fR

Fye aKFNBa 2N 26ySNEKALI AyGSNBadGca Ay t

8.1.6 Dividends paid or declared

On 17 April 2018, the PKP CARGO S.A. Management Board adopted a resolution on distribution of the net profitl pmesente
the Standalone Financial Statements of PKP CARGO S.A. for the financial year ended 31 December 2017, i.e. on allocation ¢
majority of it for covering losses from previous years. The Management Board recommended that the dividend from the net
resultof the financial year 2017 not be paid.

At the time of Report publishing, the Management Board of the Company has not presented the recommendation on the 2018
profit distribution.

8.2 Information on transactions with related parties

No entity from the PKEARGO Group entered in any transactions with related parties omaoket terms in 2018. Also after
the balance sheet date no such transactions have been entered into.

Detailed information on transactions with related parties is presentelddie 7.1 tothe SF&andNote 7.1 to the CES

8.3 Proceedings pending before courts, arbitration bodies or public administration
authorities

PKP CARGO S.A. and its subsidiaries are not parties to proceedings pending before courts, arbitration bodies or publ
administt GA2Yy | dzi K2NAGASAa LISNIFAYAYy3I (2 tAFOATAGASE 2N Ot FAY
equity.

PKP CARGO S.A. and its subsidiaries are not parties to proceedings pertaining to liabilities or claims of the isstedn® tN&) &
ddz0 AARALFNE GgKSNBE GKS G201t @FfdzS 2F adzOK fAFOAfAGASE 2NJ

8.4 Major achievements in research and development

An autonomous duaimode locomotive

PKP CARGO S.A. cooperates with Pesa Bf@lgosA ®! ® ' yR Lyadeddzi t22F T Rsg {le&dy2ge

and development works on constructing an autonomous duatle locomotive.

The relevant contract was signed at the InnoTrans trade fairs in Berlin in September. It providd6RIGARGO afeksa will

prepare the technical assumptions and configuration of the designed locomotive, which will be reviewed by the scientists from

Lt{ a¢! . hwéed ¢KS aSO2yR adl3S gAtt Ayg2ft 0SS RSanstuftiolrof R NX

an autonomous duatode, electradiesel, locomotive by Pesa. The first vehicle will be tested by PKP CARGO, which will enable
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the operation of the locomotive to be checked in the conditions of a normal operation on tracks as well as cosraatib
improvements to be introduced to its design.

A hydrogen project
wSLINBaSydGlGdAdSa 2F GKS alyl3aSySyd . 2FNRa 2F WHadNItoail
innovative investment projects focused on the commercial us€ 8fRN2 3 Sy FdzSt 4G GKS Lat! / ¢ Qn

in June. The document provides, among others, for cooperation in research, analyses, and the future manufacturing of new
types of rail cars and shunting locomotives with a hydrogen drive and theirfeaintenance and operation.

JSW and PKP CARGO identified the possibility to pursue joint ventures the key objective of which would be the developmen
of innovative solutions for reduced energy and fuel consumption and exhaust emissions involveddmthercial use oj rail

cars and locomotives powered by hydrogen. The agreement was joined by H. Ceg@lskd N2 { I t 221 1 Rs ¢ {
November.

8.5 Information on natural environment issues

LYLX SYSyGFGAz2y 2F GKS [/ 2 YL i¥s&eeolirced dndlbrgafizaton ta the réqlirdrieRts & ¥ie | R
contemporary transportation market, taking into account the principles of sustainable development, in accordance with the
adopted policy of the Integrated Management System (IMS): quality, ocaurnzdtinealth and safety, environmental
protection.

CKS /2YLIl yeQa SyYy@ANRBYYSyidlt LRtAOE F2N¥Ya& Fy AydiSaN:t LI
objective for responsible actions taken by PKP CARGO S.A. in the field of environno¢ettibp is to ensure a safe carriage

of merchandise using rolling stock that meets the applicable environmental requirements. The Company invests both in the
purchases of new rolling stock and in the modernization of its existing rolling stock as weti@atenance and repair facilities

FYR RS@OAOSa T2NJ RAFIy22aidrada 2F GGKS /2YLIl yeQa NRff Ao &0z
maintenance and protecting the natural environment against the possible consequencegaidbwns and accidents
AYy@2t oAy GKS /2YLIl yeQa NRtftAy3a aagz201e

Ly GKS LINRPOS&da 2F SYyO@ANRYYSyllft NBOASE 0602y RdzOGSR 2y |y
are evaluated and specific environmental targets and taskéaamsulated for subsequent years according to criteria selected
based on:

The environmental review process

L)

ASSESSMENT OF COMPLIANCE WITH - RESULTS OF SYSTEM REVIEWS AND
THE LEGAL REQUIREMENTS ©) INTERNAL AUDITS
1 U

@ RESULTS OF INTERNAL INSPECTIONS

AND INSPECTIONS CONDUCTED BY = @ DATA ON THE CURRENT AND PAST
(%% COMPETENT AUTHORITIES IN CHARGE ¢ PERFORMANCE OF PKP CARGO S.A

OF ENVIRONMENTAL PROTECTION

The Company diligently monitors all environmental aspects considered to be significant. The objective of the monitoring of
significant aspects is not only to gain knowledge ofritegnitude of impacts on the natural environment by tracking certain
assumed indicators but also to implement the environmental protection program in order to improve the emission indicators
(energy intensity). Year by year, through the introduction of otijes and tasks in significant areas in relation to the adopted
classification criteria, the Company keeps minimizing its environmental impact in relation to the activities performed.

77



PKP CARGO GROUP
@ PI(PCARGO MANAGEMENT BOARD REPORT ON THE ACTIVITY OF THE PKP CARGO GR
FOR THE FINANCIAL YEAR 2018

CKS AAAYATFAOFIYG SY@ANRBYYSyll febusinkssdihaicartiaydf chiotand h& rRaintertancé K S
and repairs of rolling stock. The most relevant of these deliverables are:
1) Carriage of hazardous cargo

First of all, the Company is a rail freight carrier, hence the carriage of hazardous isatesabject to
monitoring. In 2018, the Company did not record any events resulting in environmental damage, and
because the Company is aware of the costs involved in restoring the environment to the required
standards, it continuously monitors the quslof the safety of our transport. This process is supported by
improvements in diagnostics and inspections of the rolling stock through earmarking considerable funds
for that purpose, including purchases of diagnostic equipment, repair equipment, gacagenent for
diagnostics and repairs of locomotives and rail cars and on purchases of new rolling stock and modernizations of the rail car

2) Emissions into the air

Rail transport is crucial for the achievement of the European objectives related toethection of
‘ greenhouse gas emissions. All activities leading to the development and growth of the rail market, resulting
Q EE

in an increased share of this type of transport in the overall transport, always translate into the ecological
effect in the form ofiinproved air quality and mitigated climate changes.

Therefore, the tasks performed by the Company focus on gradual modernization and obtainment of an
increasing number of new diesel and electric locomotives, which leads to a reduction of harmful gas and
particulate matter emissions to the environment and permits savings of fuel and en@greeemtn with Newag and PESA)

The Company implements also rolling stock solutions for energy consumption optimization through modernization of electric
locomotives byrnistalling a modern electrical apparatighe Company supports also innovative solutions and research and
development works on a new generation rolling stock to improve the efficiency of freight turnover and enable the applications
of solutions for reduce@nergy and fuel consumption and exhaust emissions involved in the commercial use of rail cars and
locomotives.

In its activities for air protection, the Company invests not only in the rolling stock. It gradually modernizes and sonmes

of low emision by overhauling and liquidating solid fuel boiler plants and shifting to more ecological fuels, such as fuel oil and
gas. Both the results of the Energy Audit and localsmibg regulations are taken into account here. Climate protection effects
are ensured also by purchasing higjuality fuels and investing in thermal performance improvement of the utilized backup
facilities.

3) Emissions into waters

PKP CARGO S.A. is going to invest in straightening out the water and sewage management, which will
enable the legal situation regarding environmental protection to be fully regulated, fees and charges for
using water services to be reduced, and the risk of sewage with parameters inconsistent with the laws
being discharged to the sewerage to be minimiz&d.regards more codéttensive projects, a renovation

and alteration of the sewage and stormwater discharge network in Rolling Stock Maintenance Centers in
Rybnik and Opole were commenced in 2018 (the activities are going to be continued in 2019). Moreove
inspections of the water and sewage network are carried out on an ongoing basis, involving the cleanirden¥edil
substance separators and the required tests of sewage parameters.

Ht NPGSOlA2y 2F (KS SIFENIKQa adaNFI OS

¢KS / 2YLI} ye Qart ahlidpacd on $he gfdund Svtd environment. This fact prompted the
AYLX SYSyGFrdAaz2y 2F (GKS /2YLIl yeQa LINPINIY 2F GKS (
@ the decommissioning of all fuel stations with singleell tanks leased from PKRASn 2018, theCompany

implemented its plan to decommission old tanks for used oil and to build up fedcad installations for

used oil in 17 Rolling Stock Maintenance Centers. The new dfadHet tanks are equipped with an
internal tank monitoring8 a1 SY dzaAy 3 (GKS aGaRNEB¢ YSGK2R® ! S|

a leak occurs, an acoustic alarm signal is set off, enabling a quick response, inspection of the tank and repait

of any leakage.
5) Organizational actions

The consumption of mterials, fuels and electricity during the conduct of business operations causes an
extensive impact on the environment. In order to avoid any breaches of environmental protection laws
FYR YAYAYAT S GKS Nanal 2F al y Ol A ghiinudusnhonitgriagiandi K S
inspection of the conduct of their operations are required. Aware of their impact on the environment, the
companies take actions aimed at preventing environmental pollutions. Moreover, they make efforts aimed
at ensuring the costant raising of environmental awareness among their personnel by training all staff
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responsible for performing tasks associated with the transport of cargo, supervision and maintenance of installations causing
emissions into the environment and waste mageaent.

The company expends all efforts to ensure that its decisions related to the protection of the natural environment, including
air, are noticed not only by its counterparties in business transactions but also by ordinary citizens. To this entdptre/co
attempts to promote rail transport also by applying emarketing tools. For instance, to support efforts aimed at protecting
K2ySeé 0SSasx GKS O2YLIl yeée AyalulrttSR G2 0SSKAGSaAa 2y (KS NJ
GKS FNBF SY@ANRYYSylrt LINRGSOGAZ2Y NS RSEAONAROGSR Ay GKS ¢
As part of further support for the fight against &€nissions, a Letter of Intent was signed with the State Forests regarding the
provision of support to the Forest Coal Farms.

The Group is involved in achieving compliance of its actions with the applicable laws and regulations, has in place a prograr
of environmental measures and achieves measurable results of these activitiesgulaéiied personnel conducting
environmental matters with the use of instruments in the form of software for calculating environmental fees, which
constitutes an ugo-date database on the extent of the use of the environment. The employees have acagstotdate
regulations and instructions, and their environmental awareness is growing every year due to training and information
processes conducted.

86 5SAaONALIIAZY 2F GKS /2YLIyeéQa |yR GKS t Yt
other similaractivities

lY2y3a GKS FINBlFa&a 2F (GKS /2YLIyeQa alLlRyaz2zNBEKAL I OGAQGAGASE
including cooperation with institutions of higher education and scientific centers, culture and art, safety ansg, spitht
particular emphasis placed on the development of youth through sports and care for healthy lifestyle.

Charitable support activities are focused on environmental protection and ecology (including supporting the initiatieek relat
to ecology of trasport), science and education, culture and art, safety and equalization of social differences.

Science, culture and art

The activities in that area included, among other things, the projects that aimed at popularizing the topic of rail transport
serval as a panel for exchange of information and experience on the logistics market. PKP CARGO S.A. was a partner to
important event in the TSL industry which was the Fracht Intermodal Transport Forum 2018. It also participated in the 6th
International Martime Congress in Szczecin.

Ly GdzNYyZ tYt /! wDh {9wxL/9 LINPZPARSR adzlJLl2NIL G2 GKS&I5{ OAS
,SENBR 2F GKS hLISYy wkAiAf albN]JSG Ay t2fFyRé 2NBI TeshhiGRs. 0 & (0 F
In 2018, as in previous years, PKP CARGO S.A. also supported initiatives aimed at protecting monuments of rail history.

Safety

tYt /! wDh {®d!'d gl & | LINILHYSN 2 GKS (NI AYy-0ORDSLINBFANISRE 605 ¥
in Warsaw by the Traffic Division of the Warsaw Police Headquarters.

Moreover, the Company is a partner of the social campaign Safe Railroad Crossing A £ N2 R . F NNA SNJ i 2

Sports and physical education

PKP CARGO S.Afended another & A A2y 2F GKS a{2ftARIFINY2106¢ YR hte&YLALl y:

PKP CARGO Group companies also provide support to a number of sports clubs and school initiatives in the field of physic
education, which puts the Group in the ranks of major sponsors of Polish spo

t Yt /! wDh {®! & dzyRSNIi22] OKINARGIofS OGAGAGASA G2 &dzLJi2 N
articles of association, as well as for the benefit of private individuals, in particular employees and pensioners of &KP CAR
S.A. and their family members. At this point, emphasis should be placed on good cooperation between PKP CARGO S.A. a
the PKP Group Foundation in the performance of activities for the benefit of children from impoverished railway employee
families and a well as other social initiatives. PKP CARGO Group companies were also involved in charity initiatives and, fo
instance, provided support to associations working for the benefit of people with disabilities.
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8.7 Information about existing Compensationdficy

8.7.1 General information about the compensation system accepted in the Parent Company

In PKP CARGO S.A., the compensation rules are established in accordance with the generally applicable laws and interr
regulations in force in the Company.

The canpensation system is comprised of the following:

Company Collective Bargaining Agreement for Employees Hired by PKP CARGO S.A. Units,
Resolutions of corporate bodies of PKP CARGO S.A. to establish and introduce the rules for compensating key staff :
PKR ! wDh {®! &3 (KS SYLX2eS8SSa 2F GKS /2YLIyeQa | SIRIldzr N
LRaArAdAzya Ay GKS /2YLIlyeQa ¢g2N)] SadlofArakKyYSydasz
Regulations for paying bonuses to employees in place in the work establishments.
Pursuant to the provisns of the Company Collective Bargaining Agreement, the Company employees who in 2018 represented
83.84% of total number of employees, were eligible for compensation elements, benefits and perks as well as other rights
which are not contemplated in the oamonly prevailing regulations or are regulated in a less favorable manner.
tKSasS SyLitz2esSaqQ 02YLISyaltidrzy O2yaraia 2F FAESR yR O N
Fixed compensation components include basic compensation, special duty allowadcseniority allowance. Variable
compensation components include allowances for work in conditions that are detrimental to health, burdensome and

hazardous, for overtime work, for work on Sundays and holidays, for work during night, allowance fordditoamet allowance
for one-person traction service.

In addition, the employees who receive compensation under the Company Collective Bargaining Agreement are eligible for
monthly bonus paid according to the company bonus payment rules. The bonusftindes a pool of funds earmarked for
payment of bonuses for ongoing performance of tasks and for payment of bonuses to the employees for individual
achievements.

Pursuant to the delegation contained in the Company Collective Bargaining Agreement, ideé énm@ SSa 2F (KS
I SIRljdz- NISNE FyR GKS SyLX2e8Sa 2y YIylFI3aSySyid FyR AyRSLIS)
2018 represented 16.16% of total number of employees, receive their compensation based on the principles defieed in
Resolution adopted by the PKP CARGO S.A. Management Board based on the individual wage coefficient appropriate for tr
job and the average monthly wage in the enterprise sector published by the Central Statistical Office (GUS).
The employees receivingpmpensation under the Resolution adopted by the PKP CARGO S.A. Management Board may be
LI ARY RSLISYRAY3I 2y GKSANI LI2aAiAidAz2yzr GKS ljdzZ NISNI & RAaONB
achieved to a specified degree, or annbahus based on the Management Through Objectives Program in place in PKP CARGO
S.A. if the Program is launched in the given year
In addition, the compensation system includes, among others, the following benefits and perks: jubilee award, disability
seveance pay, retirement severance pay, coal allowance in the form of cash equivalent, benefits in the form of passenger train
tickets, a benefit paid on the occasion of the Railway Employee Day, additional holidays for which employees on certain
positions areeligible.
Ly O2yySOiGA2y 6AGK GKS Lth 2F tYt /! wbDh {®! ®Qa aKl NBa 2
Ddzt N} yGSS tFO1F3S o6attO1F3S¢0 ¢l a FR2LISR o0& GKS aradayl gz
signifiol yG AYLI OG 2y GKS LISNF2NXYIFyOS 2F GKS /2YLIlyeQa | w Lk
The Package introduced several solutions that were beneficial to PKP CARGO S.A. employees, including, among others, 1
following:
guaranteed employment, compensation and place of work on the itimmd stipulated in the Package, excluding
management positions,
one-off benefit in the form of employee shares,
participation of crew representatives in the Supervisory Board and the Management Board of the Company,
participation of crew representativesy Yy S3I20AF GA2ya 2F lyydzat O2YLISyal GAz2
result and financial standing.
Reconstruction of the compensation system towards its modernization and adjustment to the current market situation is

determined by the willingnest achieve consensus and unanimity by all signatories of the Company Collective Bargaining
Agreement, i.e. the employer and 12 trade union organizations

Under the agreements entered into between the PKP CARGO S.A. Management Board and the Trade étatongsioghe
Company, a pilot project of quarterly task bonuses for Q4 2018 for all Company employees was launched. A bonus may b
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AN YGSR AF (GKS dFala F2N 0KS gK2fS /2YLIye YR AYRADARU
been performed.
The quarterly task bonus program for Q4 2018 is a pilot project. Therefore, if it is evaluated favorably by the Socia| Rartne
will serve as the basis for developing a permanent solution the objective of which will be to strengthenahtvie function
of the PKP CARGO S.A. employee compensation system by creating a framework for rewarding employees for the completio
2F aaArA3alySR Glralta FYR FOKAS@GAYy3I GKS /2YLIl yeQa GFNRSGaAD
As part of the norcompensation incentive system for employeespragram of additional fringe benefits in the form of
RA&O2dzyia 2y OdzZf GdzNI f S@Syidazr 3I22Ra 2NJ aSNBAOSa F2NJ ¢
discounts and rebates on products and services is more attractive than waaailable on the open market. The employer
makes sure that in terms of geolocation its offer is available to the largest possible nhumber of employees. Employees are
informed about the offer through such communication channels as the Intranetaié localmessages and newsletter
distributed in electronic and paper form.
The broadly construed employee compensation system also covers the rules for compensating key management, i.e. PK
CARGO S.A. Supervisory Board Members, Management Board Members, dioédtoesHead Office departments and
RANBOG2NE 2F GKS /2YLIlyeQa !'yidao ¢KS&S NYz Sa O2yatiA ddz
in PKP CARGO S.A. established in accordance with the generally applicable laws and igtdat@insein force in the
Company, including in particular the provisions of the Articles of Association, the Bylaws of the Shareholder Meeting, the
Bylaws and Resolutions of the Supervisory Board and the Bylaws of the Management Board.
This document comtins a collection of general rules for compensating key management and constitutes an important element
of the development and safety of PKP CARGO S.A., and its main objective is to support the strategies aimed at achieving tt
[/ 2YLI yeQa | aaaE¥SR odzaAySaa 13
At the beginning of 2018, the provisions of this regulation were amended. The most significant amendments included:
OKIy3aS Ay GKS F2N¥Y 2F SYLX2eYSyid 2F (GKS /2YLIlyeQa aly
specification of the minimum and maximum levels of b&3@ YLISy a4l G A2y F2NJ GKS [/ 2YLJ y
Members,
provision of detailed rules for setting and evaluating the achievement of management objectives and the amount and
method of payment of the variable compensation component,
specification of the Comll y @8 Q&4 NAIKG G2 Ay Odz2NJ Oz2zada NBfFGSR G2 GKS
Board Members,
change in the rules for compensating Management Board Members for their membership in the management boards
or supervisory boards of subsidiaries @@ YLJ yAS&a 20KSNJ 6Ky YSYoSNBR 2F GKS
specification of the amount of benefits in the event of termination of the discharge of a managerial function by a
Management Board Member, including severance pay and compensation for an extendeetitimmpan,
ALISOAFTAOLGARZ2Y 2F G(KS YIFIEAYdzY FY2dzyd 2F O2YLISyaldArzy ¥

8.7.2Terms and value of compensation and fringe benefits of Management Board and Supervisory
Board members

Management Board

Inaccordancewiti KS awdzf Sa F2NJ O2YLISyaldAay3a 1Se YIryr3asSySyd Fd ty
were employed under management services contracts. The terms and conditions of contracts with Management Board
Members and the amount of compensation aretermined by the Supervisory Board. Management Board members are
entitled to a monthly base salary calculated on the basis of an objective and measurable indicator. The minimum and maximum
amount of which must correspond to the size of the enterprise amtzdmii NB Y| Ay Ay | NBFaz2ylof S
economic performance.

Management Board Members are entitled to a bonus for the achievement of management objectives specified by the
Supervisory Board. Such objectives should be determined no later than by the end of April of the financial year in which the
are expected to beachieved. Moreover, Management Board Members, in accordance with the terms specified in their
contracts, may be granted the right to use technical tools and equipment owned by PKP CARGO S.A. to assist them in th
proper performance of their duties.

Durild G KS LISNA2R 2F (GKSANI YSYOSNEKALI Ay (GKS alyl3aSySyda . 2|
Management Board Members are required to refrain from the conduct of any business competitive to that of the Company or
of any member of the RP CARGO Group. Management Board Members are entitled to additional specific compensation for
the extended competition ban.
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The discharge of a function in the Management Board is the main area of professional activity of a Management Board
Member. It maybe permitted for a Management Board Member to be additionally involved in the activities of the management
or supervisory bodies of other members of the PKP CARGO Group, however without the right to collect any additional
remuneration on this account. THe2 YLJ y& Qa al yF 3SYSyd . 2FNR YSYOSNABE YIe& &Ad
boards of companies other than members of the PKP CARGO Group only with the consent of the Supervisory Board.

The table below presents total compensation and fringe bené&itKP CARGO S.A. Management Board members in 2018.
Table32 Salaries and fringe benefits for PKP CARGO S.A. Management Board members in 2018 (PLN)

Other revenue
taxed and
subject to social Subsidiaries Total
security
contributions

Severance pay:
indemnities,
non-competition
(incl. VAT)

Compensation, Bonuses,

holiday equivalent occasionabhwards,
(incl. VAT) jubilee awards

Current Management Board members

I1Sa01¢ =2 541,200 0 0 865 0 542,065
Leszek Borowiec 484,825 0 0 0 0 484,825
Grzegorz Fingas 634,680 0 0 865 0 635,545
Witold Bawor 634,680 0 0 865 0 635,545
Zenon Kozendra 634,680 0 0 0 0 634,680
Former Management Board members

Maciej Libiszewski 0 0 143,664 534 0 144,198
Arkadiusz Olewnik 0 0 158,670 0 408,000 566,670
Wl NB a Ol ¢ 0 0 344,000 324 0 344,324

Source: Proprietary material
* Taxed and subject to social security contributions

Supervisory Board

Ly FOO2NRIFIYOS 6AGK (GKS awdzZ Sa F2N) O2YLISyalidAay3a (1Se YIyl
were not employed by the Company (this applies to the form of appointing a Supervisory Board member; Supervisory Board
membersc employee epresentatives may be Company employees, and they suspend their employment relationship for the
duration of their service on the Supervisory Board).

¢CKS FY2dzyda 2F O2YLISyaldAaAzy 2F (GKS { dzLJSNIJA &2 NB Thearotdly a SY
base salary of a Supervisory Board Member may not exceed a clearly defined multiple of the average monthly wage in the
enterprise sector without profisharing in the fourth quarter of the previous year, as announced by the President oftih@lCe
Statistical Office.

/| 2YLISyaliArzya 2F GKS {dzZLISNBA&E2NER . 2FNR aSYoSNR INB yz2i C
financial instruments or any variable component. Compensations of the Supervisory Board Members do naiteaamsti
AAIAYATFAOLYG AGSY Ay (G(KS Ozaida 2F (GKS /2YLIl yeQa 2LISNI GAz2y
The rule is that compensations of Supervisory Board Members should be commensurate with the entrusted scope of activities
and dischN HSR TFdzy OlA2yasx So3dadd g2N] Ay {dzLISNBAaA2NE . 21 NRQa C
granted the right to use, in accordance with the rules in force in the Company, any tools and technical equipment necessary t
discharge the duties of Supervisory Board Member.
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¢KS (FotS 68t2¢ LINBaSyida G2t O02YLISyal A2y FyR FNAYy3IS ¢
Table33 Salaries and fringe benefits for PKP CARGO S.A. Supervisory Board megided $piN)

Compensation
for discharging a function ir

Other
compensation  Subsidiarieg
(PKP CARGO S./

Position the PKP CARGO S.

Supervisory Boarc

YNl ealidz2z¥F at Supervisory Board Chairman 0 0 0
aANBAOE S | yi Supervisory BoarBeputy Chairmar 0 0 0
Krzysztof Czarnota Supervisory Board Member 138,931 150,017 0
Zofia Dzik Supervisory Board Member 134,792 0 0
Raimondo Eggink Supervisory Board Member 134,792 0 0
al O3I2NI FdF v Supervisory Board Member 134,792 0 0
¢ RSdza1 {GF C  Supervisory Board Member 140,227 92,111 0
2 R&E&OlIs {1 Supervisory Board Member 134,792 0 0
WSNie {2TyaAs Supervisory Board Member 94,207 162,260 0
tF S0 {2ay26 Supervisory Board Member 76,382 0 0
I T S aWmrsa@wicz Supervisory Board Member 31,886 0 0

Source: Proprietary material

Terms of norfinancial components of compensation for other key managers
Department Directors and Unit Directors

Ly I OO0O2NRIFYyOS gA0GK GKS dawdz SAYF 2N WRV LISFAPOA yaAAYCE wawyy 3
may be granted, in accordance with the rules in force in the Company, the right to obtdiimaoging of the rent for an
apartment, a company car, a company payment card, tools and technical equipreeessary to discharge the duties of a
given position, and the right to medical care.

¢CKS /2YLIyeQa 1S@& YrylF3ISNBR YIlIe& &adzeSOi G2 F oty 2y O2yR
the termination of their employment relationshijn accordance with the terms defined by a Management Board Resolution,
and on this account are entitled to receive compensation for observing the ban on conducting any business competitive to that
of PKP CARGO S.A. and other members of the PKP CARGO Group.

8.7.3Indication of material changes introduced in the compensation policy in the last financial year or
information on absence of such changes

b2 YIFIGSNRAIE OKIy3aSa Ay (GKS /2YLIlyeQa O2YLISyalidAaz2y LIt AOA

8.7.4 Evaluation of the pratical application of the compensation policy in the context of its goals, in
particularthe longd SNY Ay ONBIl a8 2F GKS O2YLIl yeQa Ot dzS ¥F:

¢KS dawdzZ Sa FT2NJ O2YLISyaldAiay3a 1 Se 2017yhava &by the Compary rgen&afei S N
value for its shareholders in the following aspects:
GKS AYLX SYSyidlidAa2y 2F |y AyiaSNylf NB3IdzZ I GA2Yy RSEONRO
personnel ensures compliance with the standagimerally applicable to companies listed on the Warsaw Stock
Exchange,
the adoption of the regulation means that the compensation rules defined therein are not set on an ad hoc basis under
the influence of any current events or in response to the curifegmncial performance but are a set of permanent,
transparent and independent compensation rules contributing to the stability of the enterprise,
it enables the selection of groups of employees who, through the functions they discharge, exert a signifjicant
2y GKS STFTFAOASYG YFyFr3aSYSyid 2F GKS 2NHIYyATFGAZ2Y YR 2
in particular, the regulation adopted by the Company defines a transparent form, structure and manner for determining
the compensationgnd other benefits for key managers, which helps reduce the risks that would arise from unstable
O2YLISyal GA2y NHzZ Sa LI AOIoetS G2 GKS /2YLIlyeQa 1S& LIS
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8.7.5Agreements entered into between PKP CARGO S.A. and managers which provide for
compensatin in specific cases

hy Hc al NOK HamyX LlzNEdzZyd G2 wSazfdziAzy b2d MTHPK*LKH
President of the PKP CARGO S.A. Management Board. The management contracteordpedition agreement with the
President 6the PKP CARGO S.A. Management Board was entered into pursuant to Resolution No. 1731/V1/2018 adopted b
the Supervisory Board on 26 March 2018.

On 26 March 2018, pursuant to Resolution No. 1727/V1/2018, the Supervisory Board appointed Leszek Borowiec as
Management Board Member in charge of Finance at PKP CARGO S.A. The management contractamgetition
agreement with the Management Board Member in charge of Finance at PKP CARGO S.A. was entered into pursuant t
Resolution No. 1730/V1/2018 adopted the Supervisory Board on 26 March 2018.

The basic terms and conditions of the newly executed management contracts argbrmpetition agreements are as follows:

Management Board Members provide management services consisting in personal managemeentfitbied areas

2T GKS /2YLIl yeQa 2LINIGA2YyAT

GKS aINBSYSylGd Aa O2y Ot dzZRSR FT2NJ 6KS Rdz2N} GA2y 2F RAa&aOK
agreement is terminated upon the elapse of that period,;

Management Board members are vested withethight to receive the remuneration consisting of a fixed part,
O2yaidAalddziay3a GKS Y2ydkKfte oFaAaAd0 NBYdzySNriGAz2ys FyR (K
NBYdzy SNI GA2Yy F2NJ 0KS FAYFYOALlIf &SI NJtHeyhan@urfeyitDispectved ¢f & A
particular importance to the Company and the Group;

Management Board members undertake that during the term of validity of their contract they will not conduct any
business competitive to that of the Company or of any membidehe PKP CARGO Group;

the noncompete clause will continue to be binding for a period of six months after the termination of the contract and
the expiration of the term of office of the Management Board member. Due to the obligation to adhere to theledten
non-compete clause by Management Board members, the Company will pay them a base compensation for each month
of validity of the extended nomompete clause applicable to the pertinent Management Board member;

at the written request of a Management Baamember, the Supervisory Board may, by way of a resolution, release the
Manager from, respectively, the Nabompete Clause or Extended NGompete Clause. The Supervisory Board will
specify in its resolution the scope of the waiver, indicating the applécactivities, entities or functions.

On 27 June 2018, the Supervisory Board adopted Resolution to determine the rules for compensating Management Boarc
Members at PKP CARGO S.A. and Resolgtiget the compensation of Management Board Members at PKRGD S.A.
Pursuant to these resolutions, the following rights have been granted to Management Board members:
Management Board members are entitled to a break in the provision of their seryibased on their own decision,
includingas aresultofanifhd ay GKAOK gAff y20 NBadzZ i Ay || NBRdzOGAZ2Y
provided that the break is no longer than 24 calendar days in a given financial year of the Company. If a Management
Board member has provided his/her management sawifor a period shorter than one fiscal year, the break will be
calculated pro rata to the service provision period. If a Management Board member does not exercise all or part of the
right referred to in the previous sentences in a given financial yetreo€ompany, such a Management Board member
will lose this right and will not be entitled to claim any cash benefit, compensation or other similar benefit from the
Company in return.
On 27 June 2018, the Supervisory Board adopted Resolution to enterrinexas to the management contracts and non
competition agreements with members of the PKP CARGO S.A. Management Board. The Supervisory Board entered into tf
said annexes to the management contracts and-4sompetition agreements with the Management Boangmbers.

8.8 Information about the financial statements

8.8.1Information about the agreement entered into with the audit firm

. @ wSaz2tdziAz2y b2d mMpprkLkuamc 2F GKS tYt /! wDh {®! & {dzL
odpowied A f y2T OAN &L ® 6a4.5hé0 gAGK AGa& NBIAAGSNBR 2FFAOS
under the file number 3355, was selected as the auditor.

The agreement with BDO was entered into on 27 July 2016 to perform the fofj@etivities:
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audit of the standalone financial statements of PKP CARGO S.A. and consolidated financial statements of the PK
CARGO Group for 20P818,

review of the semiannual standalone financial statements of PKP CARGO S.A. and consolidated fitedaniahts

of the PKP CARGO Group for 220838,

verification of the reporting package prepared for the purposes of consolidation with PKP S.A.,

conduct of agreed procedures aimed at confirming the correct calculation of the annual ratios defined imarhe lo
agreements,

translation of quarterly, serminnual and annual standalone and consolidated financial statements into English.

On 16 October 2017, an annex was signed to the aforementioned agreement, pursuant to which the audit firm will additionally
prepare a report for the audit committee and ceases, as ddriuary 2018, to translate the quarterly, seaminual and annual
standalone and consolidated financial statements into English.

BDO Sp. z 0.0. sp.k. also audited the financial statements of otherbers of the Group, specifically PKP CARGOTABOR Sp. z
0.0., PKP CARGO CONNECT Sp. z 0.0. and PKP CARGO SERVICE sp. z 0.0.

Table34 Fee of theaudit companyPLN, net of VAT)

ltem Year ended Year ended

31/12/2018 31/12/2017
Audit of the standalone and consolidated financial statements 120,427 120,427
Audit of the financial statements of the subsidiaries 86,408 86,408
Other attestation services, including a review of the financial statements 105,520 105,520
Other servicegincluding open training) 4,420 2,500
Total 316,775 314,855

Source: Proprietary material

8.8.2 Rules for preparing annual financial statements

The Standalone Financial Statements of PKP CARGO S.A. for the financial year ended 31 December 2@dhaalidied
Financial Statements of the PKP CARGO Group for the financial year ended 31 December 2018 have been prepared
FOO2NRIFYOS 6AGK LYGSNYIFGAZ2YFE CAYLFYyOALFt wSLERNIAYy3a {{FyRI
L Cw publisied and in effect at the time of preparation of the standalone and consolidated financial statements and in
FOO2NRIYOS gAGK GKS CAYylFyOS aAyradaSNna wS3dAg FdAz2y 2F wmop
by securities issusrand the conditions for recognizing the information required by the regulations of anewnber state as
SlidzA @£ Syd owWz2daNy It 2F [l ga 2F wnmy LGSY Ttpt10 o6adwS3dz | (A
The Standalone Financial Statements of PKP CARGO S.A. for the financial year endech3&r2€18 and the Consolidated
Financial Statements of the PKP CARGO Group for the financial year ended 31 December 2018 have been prepared based
the assumption that both PKP CARGO S.A. and the Group will continue to be a going concern in thédferesera As at

the preparation date of these financial statements, there are no circumstances indicating any substantial threat to PKP CARG(
{d! ®Q8 YR (GKS DNRdzZLIQa | oAfAGe G2 O2yGAydzS G montidlmém ihek SA NJ
date of these financial statements.

The Standalone Financial Statements of PKP CARGO S.A. for the financial year ended 31 December 2018 and the Consolid:
Financial Statements of the PKP CARGO Group for the financial year ended 31 dde2@h@bhave been prepared in
accordance with the historic cost principle except for derivative financial instruments and investments in equity instruments
carried at fair value.

8.8.3 Description of unusual items in the standalone financial statementsRi{P CARGO S.A. and the
consolidated financial statements of the PKP CARGO Group

No unusual items in the standalone financial statements of PKP CARGO S.A. or the consolidated financial statements of tr
PKP CARGO Group have been found.
8.8.4 Description ofsignificant offbalance sheet items

Significant offbalance sheet items are describedNiotes 7.2and 7.4 to the SF@&nd Notes 7.2and 7.4 to the CFdor the
financial year ended 31 December 2018.
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9. Representation on the application of corporate governance

9.1 Indication of a set of corporate governance rules applicable to PKP CARGO S.A. and of
the place where the wording of such rules is publicly available

Ly G4KS LISNA2R FTNRBY (GKS RIGS 2F FRYA&AAAZ2Y 2#201B0SE1 Deceivial v & C
2018, the Company was subject to the corporate governance rules described in the Code of Best PracticeListed/SE

I 2YLI yASa o6a/ 2RSS 2F . Said tNIOGAOSEé)0D F2NXYAYy3I |y I GiHeOKYS
Supervisory Board of the Warsaw Stock Exchange, as amended.

On 13 October 2015, the Supervisory Board of the Warsaw Stock Exchange adopted a resolution on the adoption of a new se
2F O2N1RNIGS I20SNYI yOS NUzf SaSE WBAIGIRS B 20vHE yA/SER S navke £, DK
GKS a/ 2RSS 2F . Said tNIOGAOS Hnmcéld HKAOK SYiSNBR Ayiliz2 T2
2SNy yOS NHzZ Sad ¢KS g2NRAYy3I 2F i KnPanyahabRed subjdct sincg 4 danuaril O
2016 is available on the website of the Warsaw Stock Exchange at
https://iwww.gpw.pl/pub/GPW/files/PDF/GPW_1015_17_DOBRE_PRAKTYKI_v2.pdf.

Ly O2yySOiAz2y 6A0GK GKS SyiNE Ayid2 WN2NM03 O8SYy Hmmdve YdzB MB nH
al yr3SySyid . 2FNR LlzofAaKSR | OdzNNByid NBLRNI Ay 9f SOGNRYA
2T GKS /2YLIl yeQa LK AOFGAZ2Y 2F NBO2YYSy Rdr WaERisfedl CdmyaRiesNHzf ¢
HaMcX (GKS g2NRAYy3a 2F gKAOK Aa @rAflroftS 2y GKS [/ 2YLJW
Governance/Good Practices.

9.2 Extent to which PKP CARGO S.A. failed to observe the provisions of the set of corporate
gowvernance rules, indication of such provisions and explanation of the reasons for the failure

The Company complies with the recommendations and rules laid down in the Code of Best Practicelfist¥dSEompanies
2016 except for the following ones:

Chapterll Recommendation 2 of the Code of Best Practice concerning the appointment of management
board members or supervisory board members

The Company expresses its support for this recommendation concerning the pursuit of versatility and diversity in the& proce
of selection of members of the management board and the supervisory board, in terms of such criteria as gender, field of
education, age and professional experience. However, the Company has a policy in place under which the Company employ
competent, ceative individuals with appropriate professional experience and education, without considering the gender and
age criterion.

Chapter IV Recommendation 2 of the Code of Best Practice concerning the enabling of shareholders to
participate in a Shareholder Meting using electronic means of communication

The Company decides not to apply this principle because of the legal, organizational and technical risks, which may pose
threat to the correct course of the general shareholder meeting if means of remote cmication are provided to the
shareholders. Additionally, none of the shareholders has notified the Company about being interested in such a manner of
participating in the general shareholder meeting. We must assert that the principles governing thépptidicin general
shareholder meetings currently allow the shareholders to exercise all the rights arising from their shares efficienttteatd pr
interests of all the shareholders.

Chapter VI Recommendation 3 of the Code of Best Practice concerningfuhetioning of the
compensation committee

The Company decides not to apply this corporate governance principle on a temporary basis, until appropriate amendments
are made to its corporate documents.
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Chapter VI Recommendation 4 of the Code of Best Praatmecerning the levels of compensation for
members of the management board and the supervisory board and key managers

Remuneration of the Supervisory Board members is currently differentiated only in respect to the Chairperson of the
/ 2Y LI yeé Qa BodaldghblpursashtNEResolution 5/2014 adopted by the Extraordinary Shareholder Meeting on 30
July 2014, receives remuneration higher than other Supervisory Board Members. However, the remuneration does not take
into account additional functions of the2CY LJr y @ Q& { dzLISNIBA&a2NE . 2 NR YSY0oSNRZ
O2YYAiGi(GSSad ! OO2NRAy3Ites GKAa O2NILERNIGS I20SNYyIyOS LINAY
Board will recommend amendments in this respect to the Genshalreholder Meeting to ensure that it is possible to fully
comply with this corporate governance principle.

Chapter | Rule 1.15 concerning the diversity policy applied by the company to its authorities and key
managers

The Company has a policy in place eingvhich the Company employs competent, creative individuals with appropriate
professional experience and education, without considering the sex and age criterion.

Chapter | Rule 1.16 concerning the planned broadcasting of shareholder meetings

Nonapplicah 2y 2F GKA&A O2N1LERNIGS I2FSNYlyOS LINAYOALX S Aa I O
IV.R.2., which requires the Company to enable shareholders to participate in the General Shareholder Meeting using means ¢
electronic communicatin, in particular by reafime broadcast of the general shareholder meeting.

Chapter | Rule 1.20 concerning the recording of the course of shareholder meetings in audio or video
form

The Company believes that napplication of this principle does notafiec G KS NBXt Al oAt AlGe 2F GKS /
or the completeness of the material information provided by the Company to its shareholders.

Chapter Il Rule 2 concerning the consent of the supervisory board for members of the management
board to siton the management boards or supervisory boards of companies other than members of the
O2YLJ} yeQa 3INEPdzLJ

The Company decides not to apply this corporate governance principle on a temporary basis, until appropriate amendments
are made to its corporatdocuments.

Chapter Il Rule 7 concerning the tasks and functioning of the supervisory board committees

The Company decides not to apply this corporate governance principle on a temporary basis, until appropriate amendments
are made to its corporate document

Chapter 11l Rule 2 concerning persons responsible for risk management, internal audit and compliance
¢ their reporting directly to the president or another member of the management board, and ensuring
the possibility of reporting directly to the supergory board or the audit committee

At present, this corporate governance rule is fulfilled partiattye person responsible for internal audit is the Internal Audit
Manager (competent Director of the Office) who is directly subordinate ta@B€and hashe option of reportingdirectly to
the Audit Committee of the Supervisory Board ("KARN"). The person resgofwsilompliance is appointed &ompliance
Officer, wiois substantively subordinate to tH@ECGand has the option of reporting to KARN. Pursita the Risk Management
Policyadoptedin the Company, the Heads of the Head Office andDhasions whaare directly subordinate to th€EQCor
another member of the Management Board are responsible for risk management. However, they do not hpwstlitity to
report directly to the Supervisory Board or the KARN
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Chapter Il Rule 4 concerning presentation to the supervisory board by the person in charge of internal
audit (in case such a separate function exists in the company) and by the managemetlmf own
assessment of the effectiveness of operation of the internal control, risk management and compliance
systems and the internal audit function

The Company decides not to apply this corporate governance principle on a temporary basis, untiliappependments
are made to its corporate documents.

Chapter IV Rule 2 concerning the provision of publicly available broadcasts of shareholder meetings in
real time.

The Company is of the opinion that napplication of this principle does not affectthéSt A F 6 At A& 2F GKS [ 2
policy or the completeness of the material information provided by the Company to its shareholders.

A 2N -

/] KFLIWISNI £+ wdzS p O2yOSNyAy3a (KS O2YLI yeqQa SESC
holding at leastc% of the total number of votes in the company or with a related party

At present, this corporate governance rule is fulfilled only partially, i.e. with reference to a related entity. The Manageme
Board of the Company will take steps tdfill the abovementioned rulein full.

| KILJGSNI £+ wdzfS ¢ O2yOSNYyAy3a (GKS ALISOAFTFAOIGA2YZ
circumstances in which a conflict of interest may emerge in the company and the rules of conduct in an
actual or threatenedconflict of interest situation

Currently, this corporate governance principle is complied with only partially. Although the Management Board Bylaws contain
LINE GAaA2ya | o2dzi G§KS O2yRdzO0 AF I+ O2y Tt A Odperdohal iktgtastS 0fB &

[ 2YLI yeQa alyl3aSYSyd .2FNR YSYOSNE G(GKS& R2 y20 AyOfdzRRS |
they do not identify for example the criteria and circumstances under which a conflict of interest maynatigecompany.

¢CKS /2YLIyeQa alylr3asSySyd . 2FNR gAtf GF1S adasSLma G2 Fdz f
NEO2YYSYR &adzOK aidSLla (2 GKS /2YLIyeQa {dzLISNIAE&A2NE . 2 NRc

9.3 Description of the primary attributes of the internal control andsk management
systems used in PKP CARGO S.A. in respect of the process of preparing standalone and
consolidated financial statements

Uniform accounting policy

PYAF2NY | OO02dzyiAy3 LItAOY tYt /! wDh { ®! ®QcuntihgPdiBiésigne@ Y LI
in accordance with EU IFRS. The document is updated on an ongoing basis as statutory amendments are introduced. Tt
principles contained in the document are applied to standalone financial statements of PKP CARGO S.A. andeambnsolidat
financial statements of the PKP CARGO Group. Companies subject to consolidation are required to apply the Accounting Poli
of PKP CARGO S.A. in their preparation of reporting consolidation packages which form the basis for preparation of the PK
CARGO® NP dzLJQad O2yaz2f ARFGSR FAYIYOALft adGqraSySydao

Uniform consolidation packages of subsidiaries

Uniform consolidation packages of subsidiaries: For the purposes of preparation of the consolidated financial statements of
the PKP CARGO Group, a uniform pattemepbrting packages based on EU IFRS to be prepared by the subsidiaries has been

adopted. The subsidiaries prepare their reporting packages in accordance with EU IFRS taking into account the difference
between Polish Accounting Standards and EU IFRS.

Bookkeeping

Bookkeeping: The reliability of financial statements is ensured by using data derived directly from the accounting leelgers. T
Parent Company keeps a set of accounting ledgers forming the basis for preparation of financial statements in itgieechpute
financial and accounting system SAP. The Company updates its financial and accounting system on an ongoing basis in line w
the changing legislation and reporting requirements, both internal and external. Access to the IT systems is restricted by
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appropriate permissions granted to authorized employees. The IT and organizational solutions used by the Company secure
control of access to the financial and accounting system and ensure appropriate protection and archiving of accountig ledger

Procedures for the closing of ledgers and authorization of financial statements

Procedures for the closing of ledgers and authorization of financial statements: PKP CARGO S.A. and the subsidiaries ha
implemented internal procedures for closing the reporting pdep setting the dates and defining the responsibilities of
internal departments for each reporting area; financial statements are subjected to internal procedures aimed at verifying
their completeness and compliance; EU HeB@pliant reporting packages arsigned by the Management Boards of the
subsidiariesand EUIFRR Y LI Al yi O2yaz2t ARIFIGSR FAYIyOALt &adldSySyida |
Management Board.

Supervision by the Audit Committee

Supervision by the Audit Committee: Withthe structure of the PKP CARGO S.A. Supervisory Board, the Audit Committee has
been established which, in accordance with the applicable regulations, exercises supervision over the process of preparatior
of consolidated financial statements and the pess of financial audit and which analyzes and monitors interim and annual
financial data of both the Company and the Group.

Audit and review of financial statements

Audit and review of financial statements: Annual standalone and consolidated financehstatls are audited by a statutory
auditor, semiannual standalone and consolidated financial statements are reviewed by a statutory auditor; reports on the
FdzRAG2NDA FOGABAGASE INB LIWISYRSR G2 Ftf FLLINRPGBSR | yR Lk

9.4 Shareholdes holding directly or indirectly significant blocks of shares

Table35 Shareholder structure of PKP CARGO S.A. as at 1 January 2018

T

Shareholder Nun;?%rrgl % in share capita Number of votes tﬁ;g;h;;zﬁggfngiﬁ; MO E
PKP S.AD 14,784,194 33.01% 14,784,194 33.01%
NationaleNederlanden OFf 6,854,195 15.30% 6,854,195 15.30%
AEGON PT# 2,499,979 5.58% 2,499,979 5.58%
MetLife OFE) 2,494,938 5.57% 2,494,938 5.57%
Aviva OFB) 2,338,371 5.22% 2,338,371 5.22%
Other shareholders 15,815,240 35.31% 15,815,240 35.31%
TOTAL 44,786,917 100.00% 44,786,917 100.00%

(1) According to a notice sent by the shareholder on 24 June 2014.

(2) According to aotice sent by the shareholder on 18 October 2016.

(3) According to a notice sent by the shareholder on 23 November 2017.
(4) According to a notice sent by the shareholder on 18 August 2016.
(5) According to a notice sent by the shareholder on 13 Augasgt 20

Source: Proprietary material

On 21 June 2018, the Management Board received a notification from Natiblealerlanden Powszechne Towarzystwo
9YSNEGIEYS {d! & 2y | OKFy3aS Ay GKS O2YLJ} yeQa CARGONSAKIZ f RA
transactions settled on 14 June 2018, whereby the following funds: Natidtederlanden Ope® Y R t Sy aA 2y Cdzy
and NationaleNederlanden No# 2 Y LJdzf a2 NE t SyaAz2y CdzyR 04a5C9¢é0 AYyONBIF &SR
votesk &G GKS /2YLI yeQa {KIFINBK2f RSN) aSSiAy3Id ! FGSNI aSaatSyYySy
GKSNE 6SNB T1XtpmMImMyT /2YLIyeé &AKINBaAX gKAOK I 002dzyiSR T2
holderto 7,751,18 @2 GSa 40 GKS /2YLIl yeQa {KINBK2ft RSNJ aSSiAy3a NBL
On 29 August 2018, the Company received a notice from Aegon Powszechne Towarzystwo Emerytalne S.A. with its registere
office in Warsaw stating that it had reded the number of votes held in PKP CARGO S.A. AegonEdfdeRension Fund,
following a sales transaction executed on 24 August 2018 and settled on 28 August 2018, reduced its shareholding in PK
CARGO S.A. below 5% of votes. After the sale of the ecality ist the Company, Aegon OpEnd Pension Fund held 2,154,979
shares in the Company, which represented 4.812% of its share capital, and 2,154,979 votes, that is 4.812% of the total numbe
of votes.
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Table36 Shareholder structuref PKP CARGO S.A. as at 31 December 2018 and as at the date of submission of thi
report

Shareholder AL e % of capital Al Ae) % of votes
shares votes

PKP S.AD 14,784,194 33.01% 14,784,194 33.01%
NationaleNederlanden OF® 7,751,187 17.31% 7,751,187 17.31%
MetLife OFE) 2,494,938 5.57% 2,494,938 5.57%
Aviva OF®) 2,338,371 5.22% 2,338,371 5.22%
Other shareholders 17,418,227 38.89% 17,418,227 38.89%
Total 44,786,917 100.00% 44,786,917  100.00%

(1) According to a notice sent by tsleareholder on 24 June 2014.

(2) According to a notice sent by the shareholder on 21 June 2018.
(3) According to a notice sent by the shareholder on 18 August 2016.
(4) According to a notice sent by the shareholder on 13 August 2014.

Sourcg: Proprigtary marvial, R R . ] ] ]
¢KS auNHMzOUdzNE 2F tYt /! wDh { ! ®Qa aKIFINB OFLRAGI f Fa Fda OF

Table37{ G4 NUzOG dzNB 2F t Yt /! wDh { ®! ®Qad &aKINB OFLAGI €

SHETEH Issue date Issue registration date Number ofshares
Series A 8 July 2013 2 October 2013 43,338,000
Series B 8 July 2013 2 October 2013 15
Series C 2 October 2013 25 April 2014 1,448,902
Total 44,786,917

Source: Proprietary material

PKP CARGO S.A. is unaware of any agreements entered into by its existing shareholders which may result in future changes
the proportions of their shareholdings.

9.5 Holders of securities giving special controlling rights

No PKP CARGO S.A. securitis @y of the shareholders of any special control rights.

9.6 Restrictions regarding the exercise of voting rights

Right to participate in the Shareholder Meeting and voting rights

Shareholders exercise their right to vote at Shareholder Meetings. inrdaacoe with the provisions of the Commercial

/| 2YLI ye /2RS® ¢KS /2YLIl yeQa akKFNBK2f RSNA YIF& LI NLAOALIN QG
person or by proxy. A shareholder wishing to participate in a Shareholder Meeting by puskygrant the proxy powers in

writing or in electronic form. The Company provides a form of proxy document in the notice on convening the Shareholder
Meeting. Moreover, the Company should be notified about granting proxy powers in electronic form usingeéres of
electronic communication specified in the announcement on convening the Shareholder Meeting. The Company takes proper
action to identify the shareholder and his/her/its proxy to verify the validity of the proxy powers granted in electranicAfor
detailed description of the manner of verification of the validity of proxy powers granted in electronic form must be thclude

in the contents of the notice on convening the Shareholder Meeting.

A shareholder holding shares registered in more than oreugées account may appoint separate proxies to exercise the
rights attached to shares registered in each of his/her/its accounts.

If a member of the Management Board, a member of the Supervisory Board, the liquidator, an employee of the Company, or
amemd SNJ 2F | O2N1ER2NIXGS o62R& 2N Iy SyYLf28SS 2F (GKS /2YLly
document may authorize such a person to represent the shareholder at a single Shareholder Meeting only. The proxy is
obligated to disclose tthe shareholder any circumstances indicating the existence or possibility of a conflict of interest. In
such a situation, it is not permitted for the proxy to grant the proxy powers to others. The proxy will vote in accordéince wi
the instructions given® G KS / 2YLJl y&Qa &Kl NBK2f RSN
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of all the votes in the Company are restricted in such a manner that no such shareholder may exercise more than 10% of al
the votes in the Company existing on the date of the Shareholder Meeting. This restriction does ndoafgmypurposes of
determining the obligations of buyers of significant blocks of shares, which are prescribed by the Act on Public Oféering. Th
above restriction of the voting rights does not apply to shareholders who, on the date of adoption ofateh8lder Meeting
resolution introducing the restriction, were entitled to exercise voting rights, also as users, attached to shares rapgesenti
more than 10% of the total number of votes existing in the Company or any other entity that acquires theyCéntpa a KI N
held by the shareholders referred to above in connection with their liquidation.
In accordance with the provisions of the Articles of Association, the limitation of voting rights of shareholders repgesentin
more than 10% of the total number obtes in the Company will not cease after a sale of all shares held by PKP S.A. to which
the said limitation does not apply. As a consequence, the limitation of voting rights makes it potentially difficultrigiea si
investor to gain control of the Corhpy @ S @Sy AF GKS adr{1{S KStR o6& tYt [ ! & Ay
A Company's shareholder may not, either personally or by proxy or while acting in the capacity of a proxy of any other person
vote on resolutions concerning his/her/itability towards the Company on whatever account, including exonerating on the
performance of his/her/its duties, being released from any of his/her/its liabilities towards the Company or any dispute
between him/her/it and the Company. The above restrintidoes not apply to voting by a shareholder acting in the capacity
of a proxy for another shareholder on any of the said resolutions concerning the voting shareholder.
a2NB2O0SNE LlJzNBEdzt yaG G2 2 mo {SOGAZ2Y wmurpBsEs ofirésBicting2hy idling rigiasi | N
the votes of the shareholders connected by a parent or subsidiary relationship are added up according to the principles
described below.
The shareholders whose votes are accumulated and reduced are jointly reférged | & | ODNRdAzLIA Yy I € @
involves adding up the votes held by individual shareholders from a Grouping. Reduction of votes involves reduction of the
total number of votes in the Company at the Shareholder Meeting vested in the shareholdera f@rouping. Reduction of
votes is effected according to the following principles:
for each shareholder associated with a Grouping, a percentage of votes vested in the shareholder in the cumulative
number of votes vested in the entire Grouping is caladat
the number of votes corresponding to 10% of all the votes in the Company is calculated on the date of holding the
Shareholder Meeting;
t dzNRdzt yi G2 2 mo {SOGA2Yy 1 2F GKS /2YLIyeQa ! Nl abdhsd 27
reduction, each Company shareholder, the Management Board, Supervisory Board and individual members of these bodies
as well as the Chairperson of the Shareholder Meeting may demand that a Company shareholder whose votes are reduce
provide infomation as to whether he/shel/it is a person having the status of a controlling entity or subsidiary of another
shareholder.

9.7 Restrictions on the transfer of ownership title to PKP CARGO S.A. securities

Statutory restrictions on the transferability of sies

The Public Offering Act, the Act on Trading in Financial Instruments and the Commercial Company Code provide, among other
for the following restrictions on the unconstrained transferability of shares:
the obligation to notify the Polish Financial ®ogsion Authority and the Company applies to anyone who: (i) has
reached or exceeded 5%, 10%, 15%, 20%, 25%, 33%/6330%, 75% or 90% of the total number of votes in a public
company; (ii) holds at least 5%, 10%, 15%, 20%, 25%, 33%5330%, 75%r 90% of the total number of votes in a
company and, as a result of a reduction in this shareholding, reached 5%, 10%, 15%, 20%, 25%/:33%038 75%
or 90%, respectively, or less of the total number of votes; (iii) has changed his/her/its prgvieidskhare greater than
10% of the total number of votes by at least 2% of the total number of votes in a public company whose shares are
admitted to trading on an official stock market (as at the Prospectus Date, the market in question is the mainafarke
the Warsaw Stock Exchange); (iv) has changed his/her/its previously held share greater than 33% of the total number
of votes in a public company by at least 1% of the total number of votes;
the obligation to announce a call to subscribe for the saleanversion of shares in the event of: (i) the acquisition of
shares entitling the holder to exercise more than 10% or 5% of the total number of votes at the Shareholder Meeting,
(ii) exceeding the threshold of 33% of the total number of votes at theehlatdater Meeting, (iii) exceeding the threshold
of 66% of the total number of votes at the Shareholder Meeting;
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on confidential infomation;

the prohibition of the acquisition or sale of financial instruments during the-lgzleriod by the persons referred to

in the Act on Trading in Financial Instruments;

the parent company, within the meaning of Article 4 Section 1 Item 4 of then@&waial Company Code, is required to
inform a subsidiary of the establishment or termination of a relationship of dominance within two weeks of the date of
establishment of such a relationship, otherwise its voting rights attached to the shares held pgrére company
representing more than 33% of the share capital of the subsidiary will be suspended.

Apart from the foregoing, there are no other statutory restrictions on the transferability of shares in the Company.

Contractual restrictions on théransferability of shares

Shares subscribed for by entitled employees in connection with the right granted under the Employee Guarantee Package
009Dt é0 6SNB adzwaSOid (42 | O2y NI OlGdzl £ € AYAQGI (pkod for shafes i K S
was required to sign an agreement providing for restrictions on the transferability of shares for a period of 2 yearsefrom th

/ 2YLI yeQa FANRG RFe 2F GNYXYRAYy3I 2y (GKS 21 Nalg {201 9EOKL!
On the date of expiratin of the above lockip period, i.e. on 30 October 2015, series C shares were converted into bearer
shares.

Pursuant to the Conditional Agreement for Underwriting the Subscriptions of Institutional Investors on the Principles of
Underwriting the Initial Phlic Ofering of PKP CARGO S.A. ShanesCompany ah PKP S.A. were subject to thentractual
restriction on the transferability afhares and the issue of shafesm the date of execution of the Underwriting Agreement

to the end of the period of 180ldé & FNRY (G KS FANRG tAadGAy3dI 2F GKS /2YLI yeQ

9.8 Rules for appointment and dismissal of managers and their rights

The PKP CARGO S.A. Management Board consists of between one and five members, including the Prdsalent of t
Management Board. Management Board members are appointed for a jeyeaBterm of office. The President and other
Members of the Management Board are appointed by the Supervisory Board pursuant to the Articles of Association and the
Bylaws for Appoirihg Management Board Members in PKP CARGO S.A. The Supervisory Board sets the number ©
Management Board members.

Management Board Members are appointed following the conduct of a recruitment procedure only from among candidates
participating in the qualication procedure who received a favorable opinion from the recruitment consultant. The recruitment
procedure for a Management Board Member is prepared and organized by a professional personnel consulting company
selected by a resolution of the PKP CAR®&M. Supervisory Board. A participant in the procedure for appointment of
Management Board Members is the Nomination Committee which exercises ongoing supervision over the process of selectior
of a Management Board Member and the process of evaluationagpdintment of Management Board Members.

¢CKS {dzZLISNBA&2NE . 2FNR Ffaz2 asStsSota 2yS alyl3aSySyd . 21 NR
employees. Such a candidate should have higher education, at least 5 years of professional expetienBé&KP Group and

have no criminal record. A Management Board member may not discharge an elected function or sit in the bodies of a
company, intercompany or national trade union organization, a federation of trade unions or a confederation of tremesun

The bylaws for electing candidates for a representative of employees in the Management Board are adopted by the Supervisory
Board. Failure to appoint a representative of employees to the Management Board does not preclude the appointment of the
Management Board or the effective adoption of its resolutions. The power referred to in the first sentence above was granted
G2 GKS /2YLIl yeQa SyLiz2eSSa Ay O2yySOiAz2y 6AGK ! NIAOES n
andtheproi A 2y & 2F (GKS 9YLX 28SS DdzZr Ny yiGSS tI Ol 3Sdéd

la f2y3 a GKS {dGFdS ¢NBIFadaNEX tYt {d! d 2N 20KSNJ aint §S ¢
of the Management Board and other Management Board members are appointed and didinjs#ee Supervisory Board.

Ly GKS S@Syid GKIFIG tYt {@! Q& aKFINB Ay (GKS /2YLI yeQlact & KIE N
candidates for the President of the Management Board on its own. The personal rights refernethéopreceding sentence

are exercised by way of delivering a written statement to the Supervisory Board Chairperson.

t dzNBRdzt yiG G2 2 My FYyR 2 Hp {SOlGA2Yy o LGSY W 2F GKS ! NIAOf
with the corsent of the Supervisory Board, in accordance with the rules laid down in the provisions of the Commercial Company
Code, to pay shareholders an interim dividend towards the dividend expected at the end of the financial year.

¢KS /2YLl yeéeQa auhdridetriomakd dny debisbnsyorthe issue or redemption of shares.
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9.9 Rules for amending the Articles of Association of PKP CARGO S.A.

¢KS Nz S& F2NJ ' YSYRAYy3I GKS /2YLI yeaQa ! NIAOf Sa 2 fmércak 2 OA |
Company Code.

Any amendment to the Articles of Association requires a resolution of the Shareholder Meeting. Moreover, the adoption of a
NBazftdziazy 2y | YSYRYSyida G2 2 mn {SOGA2y ¢ 3 onrequiréskOi A 2
resolution of the Shareholder Meeting adopted by a majority of ffifths of the votes in the presence of shareholders
representingthreef 2 dzZNIiKa 2F GKS / 2YLI yeQa akKINB OFLAGETE o

Any amendments to the Articles of Association are subject fwaml by the Shareholder Meeting and their registration by
GKS | LILINPLINRFGS O2dzNIid t dzNEdzZk yaG G2 2 wp {SOGA2Y o heiSY |
NBIAAGNF GA2Y 2F | YSYRYSyGa G pecamksSinal ndaphdalgbe AoadoptiiE dodsoliGated 2 F
GSNBAZ2Y 2F (KS /2YLI%YeQa ! NIAOfSa 2F ! aa20AF A2y

'y | YSYRYSyidG G2 GKS /2YLIlyeQa ! NIAOtSa 2F ! aa20Al A2y &
require a buyout of the shareheld by the shareholders objecting to such an amendment if the relevant resolution of the
Shareholder Meeting in this matter is adopted by a majority of two thirds of the votes in the presence of shareholders
representing at least one half of the shampdal.

9.10 Manner of operation and key powers of the Shareholder Meeting, description of
AKIFINBK2f RSNEQ NAIKGA FYR KS YIYYSN 2F GKSA
¢KS /2YLIyeQa {KINBK2ft RSN aSSliAy3a 2LISNI G§Sa LizNE dzZl Wik Qa2

INIGAOESE 2F | 4a200MbN2 y yRA Vi KISF NIRA G datalr NEF AvknS { K NBK2f RS
participate in and exercise their voting rights at the Shareholder Meeting in person or by proxy.
The Shareholder Meeting is validespective of the number of shares represented thereat.

Resolutions of the Shareholder Meeting are adopted by an absolute majority of votes except for resolutions the adoption of
which is subject to more stringent requirements provided for by the Corsiae€ompany Code or the Articles of Association.
a2NB20OSNE (KS IR2LIIA2Y 2F | NBaztdziazy 2y | YSYRYSyida (2
of Association requires a resolution of the Shareholder Meeting adopted byaitgajf four-fifths of the votes in the presence

of shareholders representingthree2 dzZNJi K& 2 F (GKS / 2YLIl yeQa &KFINB OFLRAGEE @

Votes at the Shareholder Meeting are cast in an open ballot. A secret ballot is ordered for elections and motions for the
dismissaP ¥ YSYOSNE 2F GKS /2YLIyeQa O2NLIR2N}IYGS 602RASa 2N GKS

other personal matters. Moreover, a secret ballot must be ordered at the request of at least one shareholder attending or
represented at theShareholder Meeting.

In accordance with the Bylaws of the Shareholder Meeting, open and secret ballots may be held using means of electronic
communication with the consent of the Shareholder Meeting. The Shareholder Meeting may adopt a resolution og thaivin
secrecy of voting in matters concerning the selection of a committee appointed by the Shareholder Meeting.

The Shareholder Meeting is presided over by its Chairman who oversees its efficient conduct in accordance with the adoptec
agenda. The Chairmanay make decisions concerning procedural matters. Without the consent of the Shareholder Meeting,
the Chairman may not remove or change the order of business entered in the adopted agenda.

The Shareholder Meeting of PKP CARGO S.A. is opened by the @hafirtha Shareholder Meeting appointed by the
Management Board. If the President of the Management Board fails to appoint the Chairman of the Shareholder Meeting prior
G2 GKS RSaA3IyIFrGSR adFI NI dAYS 27T KSmmesi8l CodmpanyCoderars appldagii & A
then the Chairman of the Shareholder Meeting is elected from among the persons entitled to participate in the Shareholder
Meeting. The Chairman of the Shareholder Meeting is elected by an absolute majority of vatiesacascret ballot.

The Extraordinary Shareholder Meeting may be convened by a shareholder whose stake in the total number of votes in the
Company is greater than 33%. In such a case, the shareholder convening the Extraordinary Shareholder Meetiadreppoin
Chairman of the Shareholder Meeting.

¢tKS {KIFINBK2t RSNJ aSSiAy3 FR2LJG&a G4KS .eflga 2F GKS tvyt /!
procedure of conduct for its meetings. Draft Bylaws of the Shareholder Meeting are presentieel lk\anagement Board. It

is permitted to participate in the Shareholder Meeting by means of electronic communication, provided that the notice of
convocation of the Shareholder Meeting contains information about such a possibility.

8hy ¢ YR HT CSONHzZrNBE wanmpZ FYSyRYSyida (2 GKS / 2YLI} ye& QangbfREPACARGSS. A2hEld dndaiandanyt (A 2 v
2019 were entered in the National Court Register.
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9.11 Personnelcomposition and changes to it during the most recent financial year,
RSAONALIIA2Y 2F (GKS | OGAQGAGE 2F tYt /! wDh { ¢
authorities and their committees

MANAGEMENT BOARD

The Management Board of PKP CARGO S.A. withgittered office in Warsaw operates on the basis of the applicable
provisions of law, in particular:

Act of 15 September 2000 entitled Commercial Company Code (Journal of Laws No. 94 Item 1037, as amended);
Act of 8 September 2000 on the Commercializatiod Restructuring of the Stale 6 Y SR 9y 1 SNLINR &S &
tZaldo26S¢eé O6W2dz2NYyIHE 2F [F6& b2d yn LGSY donyZ & FYSyYy
Articles of Association of PKP CARGO S.A. (consolidated text adopted by Resolution No. 1682/VI1/2017 of the PK
CARGO S.A. Supervisooail dated 27 June 201%)

Bylaws of the PKP CARGO S.A. Management Board adopted by Resolution No. 47/2018 of the PKP CARGO ¢
Management Board dated 7 February 2018 and Resolution No. 1722/VI1/2018 of the PKP CARGO S.A. Superviso
Board dated 26 Februag018

other internal regulations.

Powers of the Management Board

¢KS alyl3SySyid . 2 NR Y HofdaydbBsiness, kahages2ity assets ar@ deprésents the Company in
relations with third parties. The responsibilities of the Management Boaiddecany activities that are not reserved for the
Shareholder Meeting or the Supervisory Board. Management Board resolutions are adopted by an absolute majority of votes
present at the meeting, provided that at least half of the Management Board membeis attendance. The President of the
Management Board acting individually or two Management Board Members acting jointly or a Management Board Member
acting jointly with a commercial proxy are authorized to make declarations of will.

Operation of the Maagement Board

¢KS LINPOSRdAzNBE 2F GKS alyl3aSYSyid .2FNRQa 2LISNIiAz2y A& RS:
FR2LIGSR o0& GKS alylF3SySyid .2FNR FyR FLILINRBOSR o6& GKS /2YL
Bylawsthe Management Board makes decisions in the form of resolutions. Management Board resolutions are adopted by an
absolute majority of votes, with at least half of the Management Board members attending the meeting; they may only be
adopted if all the Managment Board Members have been duly notified about the Management Board meeting. According to
GKS .@flgax AF +y Sldzqrf ydzYoSNI 2F @2GSa Aa OFad aF2NE |y
Board will have the casting vote. Magement Board meetings are held at least once a week. In particularly justified cases,
Management Board meetings may be held on a later date but no later than within 14 days of the date of the preceding meeting.

According to the Management Board Bylawstlie event of conflicting interests of the Company and personal interests of a
Management Board member, his/her spouse, relatives and next of kin (up to the second degree), the Management Board
member should provide immediate notification of such a cebtid the remaining Management Board members, and in the
case of the President of the Management Board also to the Supervisory Board, and refrain from participating in the discussion
and voting on the adoption of a resolution in the matter where the cohéif interests has occurred and may request that this

fact be recorded in the minutes of the Management Board meeting.

Diversity policy

Ly GKS /2YLIlyesx y2 F2N¥If RAGSNEAGE LRtAOE KFa 0SSy LINB
the policy carried out by the Company in all the processes, especially recruitment, takes into consideration such diversity
aspects as sex, education, age and professional experience, accepting diversity and equal opportunities as significan
competitive advantages, which make it possible to win and retain talented employees and beasfitteir professional
capacity

The Company applies clear rules for employing Management Board and Supervisory Board members.

¢KS /2YLI yeéeQa ! NlfietieSuies & dppolnting tBedartagementyBodrdSand electing Management Board
YSYOSNR o6& SYLX2eSSad tdz2NAdzryid G2 2 mn {SOGA2Yy wmn 2F (K¢
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2019 were entered in the National Court Register.
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is obligated to satisfy the requirements specified in @deti22 of the Act on Rules for Managing State Property (Journal of Laws
2016 Item 2259, as amended).

A recruitment procedure in 2018 for the position of Management Board member was conducted on the basis of the Bylaws
for Appointing ManagemerBoard Membes of PKP CARGO e Bylaws define in particular the qualifications that will be
evaluated when selecting candidates for respective positions in the Management Board. Amendments to the Bylaws for
Appointing Management Board Members require consent bfSalpervisory Board members who meet the independence
ONRGSNRAI YR IINB FLILRAYGSR F2tf26Ay3 (GKS NMz Sa aSi F2NIr
The procedure is organized by a professional personnel consultancy compangupachisory Board member may propose

a personnel consultancy company to appointed as recruitment consultant. Responsibilities of a recruitment consultant include
organization and handling of the recruitment procedure for the position of a Management Buamer, in compliance with

law and the highest standards following from the professional character of its activity, including in particular preparations
organization and active participation in interviews with candidates to the position of a Managemart Bember.

Table38 Composition of the PKP CARGO S.A. Management Board from 1 January 2018 to the date of submission
this report

Period in office

Position
/' TSa0l 6 2| Presidentofthe Management Board 27 March 2018 to date
Leszek Borowiec Management Board Member in charge of Finance 27 March 2018 to date
Witold Bawor Management Board Member in charge of Operations 26 October 2017 to date
Grzegorz Fingas Management Board Member in charge of Commerce 1 April 2016 to date
Zenon Kozendra Management Board Member Employee Representative 14 July 2016 to date

25 March 2018

L a . temporary discharge (in accordance with
YNl eal a2+ : - 26 October 2017 Article 3830f the
of duties of President of the Management Board .
Commercial Company
Code)

Source: Proprietary material

hy Hc hOG20SNI uamMTI GKS {dzLISNBBA&aA2NE . 2FNR R2LIGSR NBaz2f
temporarily, i.e. until 26 January 2018, perform the duties of PresidetiteoPKP CARGO S.A. Management Board.

hy up hOG20SN) vamyZ GKS {dzLISNBBA&aA2NE . 2FNR |R2LIGISR NBazf
temporarily, i.e. from 27 January 2018 to 26 March 2018, perform the duties of President of tiBARGD S.A. Management
Board.

hy Ho al NOK wnanmyX aNWp YNIeaildz2F al YAZAlAZ [/ KFEANXYIEY 2F
effective as of 25 March 2019, from discharging the duties of President of the PKP CARGO S.A. Managainent Bo

On 26 March 2018, thBupervisory Board adoptedsolution appointing Leszek Borowiec, as of 27 March 2018, to the position

of the PKP CARGO S.A. Management Board Member in charge of Finance for the joint term of office of the Management Boar
withini KS YSIFyAy3a 2F 2 ut aS0d p Ay O2yedzyOiAizy 6A0GK 2 wmn &
On 26 March 2018he Supervisory Board adopte$@ 2t dzi A2y F LIIRAYydGAy3a /1 Sa0lg 2 NB
position of President of the FKCARGO S.A. Management Board for the joint term of office of the Management Board within
GKS YSFYyAy3 2F 2 w1 aS0® p Ay O2yedzyOlAz2y 6AGK 2 mn &aSOc
The internal allocation of tasks and functions discharggdlanagement Board members is as follows:
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Figure385dzi A Sa FyR NBaLRYyaAroAtAGASAE 2F GKS tINBydG /2YL
2018.

PKP CARGO S. A.
MANAGEMENT BOARD

MANAGEMENT BOARD MANAGEMENT BOARD PRESIDENT OF THE MANAGEMENT BOARD MANAGEMENT BOARD
MEMBER IN CHARGE OF MEMBER IN CHARGE OF MANAGEMENT MEMBER IN CHARGE OF

FINANCE COMMERCE BOARD OPERATIONS

MEMBER - EMPLOYEE
REPRESENTATIVE

Accounting and taxes Commerecial policy Administrative support to the Freight logistic Management of human resources
Management Board and the and relations with social partners
Company's other corporate bodies in specified areas

Finance Sales of freight Legal and organization of Freight management Real estate management

transportation services management and administration

Planning, financial analyses Sales support in specified International cooperation Rail traffic safety

and controling in specified areas

areas

Purchase and sale of assets
and materials management

Settlements and
after-sales service

Business security and defense
- related matters

Technical support

Information and
communication

Business startegy and
project execution

Management of human resources
and relations with social partners
in specified areas

Sales support in specified
areas

Internal audit and control I Rolling stock

Communication, marketing and
brand promotion

Investor Relations

Planning, financial analyses
and controling in specified
areas

Source: Proprietary material
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/' T S&0I ¢ 2% Prasiénhpoh tiieiManagement Board

aN®» /1S5a0ls 21 NaESsAOl ra |y S§02
the Management and Marketing Faculty of the Warsaw School of Econc
(SGH) and subsequently conducted research at the Postgraduate Do
Course othe SGH Strategic Management Faculty in the areas of ver
capital and private equity.

He participated in the first Polish edition of AMPAdvanced Managemen
Program organized by the IESE Business School in Barcelona. A spec
transportation andmanagement. From 1994 to 1999, he worked for t
private sector, including Raab Karcher Energieservice Sp. z 0.0. ant
International Sp. z o0.0. In 1997, he joined the stegkhange listed
Rolimpex Group where he worked for 9 years, including in tstions of
Chief Financial Officer and Management Board Member. In-2008, he
served as the President of the PKP Intercity S.A. Management Boa
20092013, he was a Department Director at Patentes TALGO, a le
European manufacturer of rollingaek. Since 2013, he has served as
Executive Director, member of the Board of Directors of Miller Graphics
From 2015 to 2018, he was a member of the PKP CARGO S.A. Sups
Board.

Leszek Borowieg Management Board Membemi charge of Finance

Mr. Leszek Borowiec has a degree of higher education. He graduated
GKS /1Ttaiz20K2¢l | yABSNEAGE 2F ¢
management, and then completed pegtaduate studies in accounting.

He holds a Ph.D. gconomics, specializing in finance and accounting, a
KS 200FAySR FTNRBY (GKS 2NRBOOUIg !\
Leszek Borowiec completed Executive MBA studies at the Institut
Economics of the Polish Academy of Sciences. Since 2004as lserved as
an Assistant Professor and Lecturer at the University of Warsaw anc
Head of the Accounting Faculty at the University of Finance

alyF3sSySyid Ay 2 NEIFIgd CNRBY HAN
Produkcji Cystern LDS Sp. z 0.0., where lethe position of Chief Financi:
Officer, among his other functions. In 202011, he was an Expert at Ern
& Young Business Advisory in the area of management accountin
entities operating in the public and/or regulated sectors. From 2011 to 2I
he served as a Management Board Member and Director for Economit
Financial Matters at Solino S.A., a member of the ORLEN Group.
2018, he worked for the Poczta Polska Group, where he held the positi
Managing Director of the Finance Divisiand most recently President ¢
GKS t2010G26S | a0dzZa3A CAylyaz2zssS {1

Witold Bawor¢ Management Board Member in charge of Operatior

aN¥» 2A02tR . 82N A& I INI Rdzk
Technology, havipmajored in electrical engineering.

He has been associated with the railway sector, including the PKP C
Group, for many years. In 20012, he was the PKP CARGO Managen
Board Member in charge of Maintenance. In 24, he was the
Managing Director, Management Board Representatifer Maintenance.
Since 2015, Mr. Witold Bawor has been a PKP CARGOTABOR Sy

97



PKP CARGO GROUP
@ PI(PCARGO MANAGEMENT BOARD REPORT ON THE ACTIVITY OF THE PKP CARGO GR

FOR THE FINANCIAL YEAR 2018

Management Board Member an then the President of the
PKRCARGOTABOR Sp. z 0.0. Management Board.

Grzegorz Fingax; Management Board Member in chargef

Commerce

Mr. Grzegorz Fingas is a manager with many years of experience in bt
trade strategy and managing sales teams, associated with the PKP C
Group since 2008.

From May 2008, he discharged the function of Director of the PKP C/
S.A. Trad Department and in the period 2042013, he was a Member c
the Management Board of PKP CARGO International a.s. with its regis
office in Bratislava. From the beginning of his professional career in 1
Mr. Grzegorz Fingas discharged, among oth#s, following functions:
S5ANBOG2NI 2F GKS al N} SdGAy3a 5SLI N
Ay 5 RA008pandsoigepartment manager in the Statistical Office
Katowice (20022006). In 2003, Mr. Grzegorz Fingas graduated from
studies at tle Economics and Philology Faculty of the School of Marke
Management and Foreign Languages in Katowice, specializing in Marl
albyrFr3asSySyid IyRI Ay HAMHI a.! &
Management Development. In 2048014, he discharged theurfiction of
aSYOSNI 2F (GKS { dzZLJISNIDA &2 NB I NR

2
{Ld T 2020 gAGK Ada NBIAAGSNBR

Zenon Kozendra¢ Management Board Memberc Employee

Representative

Mr. Zenon Kozendra is aragluate of the Higher School of Pub
Administration in Kielce. He completed postgraduate studies in
organization of management at the Kozminski Academy. He has
associated with PKP since 1985.

From 2005 to 2008, Zenon Kozendra was the ManageiBeatd Member
responsible for Employee and Administrative Affairs and from 2008 he
GKS alyl3asSySyid . 2FNRQa tfSyALkR
Strategy. Zenon Kozendra was a member of the PKP CARGO Supe
Board from 2001 to 2005 and a Managem@®oard Member of the Tradks
Union of Rail Employers from 2006 to 2008. Moreover, Zenon Kozendi
on the supervisory boals of the following companie®KP CARGO SERV
¢ as Chairman of the $arvisory Board in 2008007,PKP CARGO WAG(
Y NJ ¢ asgChirman of the Spervisory Board in 2002008,PKP CARG!
TABOR Karszniaggas Member of the Spervisory Board in 2012014,
PKPS.A¢ as Member of the Supervisory Board in 2€2011.6.

SUPERVISORY BOARD

The Supervisory Board consists of 11 to 13 mem{iectuding the Supervisory Board Chairperson and Deputy Chairperson)
appointed for a joint term of office. The term of office of the Supervisory Board is 3 years. The Supervisory Boardtedappoin
and dismissed by the Shareholder Meeting, subject to tN@p@A aA 2y a 2F 2 wmop {SOGA2ya H |y
tYt /!wDh {®!®d® ¢KS /2YLIyeQa SyLiz2eSSa FINBE SyidAadatSR G2
Supervisory Board.

Powers of the Supervisory Board

The Supervisory Boar&EeS NOA 4 Sa LISNX Iy Syl &dzLISNBA&AAZ2Y 20SNJ GKS /7 2YLI
its powers, in addition to matters reserved by the Commercial Company Code or other statutes in 2018, included selecting anc
changing the entity authorizel 2 I dzZRA G GKS / 2YLIl yeQa FAYIFIyOALf adrdisSySyida
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granting consent for the payment of an interim dividend by the Management Board towards the anticipated-gredyear
dividend, appointing and dismissing the Bicent and other Members of the Management Board, setting the number of
albylFr3asSySyid . 2FNR aSYoSNBRZI INIylGAy3d O2yaSyid FT2N GKS Sadlo
on proposals submitted by the Management Board to the ShadsrdVleeting.

Operation of the Supervisory Board

¢KS LINRPOSRdAz2NBE 2F (KS {dzZLISNBA&a2NER . 2FNRQA& 2LISNI A2y Aa R
Supervisory Board. In accordance with the provisions of these Bylaws, the Supereiaahnikes decisions in the form of
resolutions. For Supervisory Board resolutions to be valid, all the Supervisory Board members must have been invited and a
least half of them must be present, including the Supervisory Board Chairperson. Resolutive$wopervisory Board are
adopted by at 6 42t dziS YlFI22NRGEe 2F @2GSad LF |y Sldzrf ydzyo SN :
abstentions, the Supervisory Board Chairperson has the casting vote. Supervisory Board resolutions irethed suspension

of Management Board members or Management Board require the consent of the Supervisory Board Chairperson. Supervison
Board resolutions may also be adopted without holding a meeting, except for resolutions pertaining to the election of the
Supervisory Board Chairperson or Deputy Chairperson, the appointment of a Management Board member and the dismissa
or suspension of these persons in their duties. The Supervisory Board holds its meetings no less frequently than once ever
two months.

The Supervisory Board may adopt resolutions by following a written procedure or using means of direct remote
communication. The decisions on the written ballot are made by the Supervisory Board Chairperson at his/her own initiative
orupon awriten motond G KS / 2YLIl yeQa alylF3aSyYSyid . 2FNR 2N { dzLJSNIJA &z
In accordance with the Bylaws of the Supervisory Board, in the event of conflicting interests of the Company and personal
interests of a Supervisory Board member, his/her spouse, family ofivetafto the second degree next of kin) and personal
relations, the Supervisory Board member should refrain from participating in the discussion and voting on the resolution of
such matters and request that this fact be recorded in the minutes of the Sigoey Board meeting.

Diversity policy

PKP S.A. is authorized to appoint and dismiss Supervisory Board Members in a number equal to half the composition of th
Supervisory Board. At least one of the Supervisory Board members appointed by PKP S.A. adtimphesconditions of
independence within the meaning of the Act on Statutory Auditors, Audit Firms and Public Oversight (Journal of Laws of 2017
item 1089) and is qualified in accounting or auditing.

¢CKS /2YLI yeQa SYLX 2@ SS dishiddBresSeynfldyée frefreseniagvesito thelSupghiisory Bo&d. The
rules and regulations for running elections for candidates to become an employee representative in the PKP CARGO S./
Management Board and to appoint employee representatives to the RGO S.A. Supervisory Board and the procedure for
their removal were adoptedby the Supervisory Board with resolutioem 30 March 2016. A failure to elect the Supervisory
Board members representing the employees does not prevent the Supervisory Boartidnognappointed or from adopting
effective resolutions.

Independent PKP CARGO S.A. Supervisory Board Members satisfy the independence criteria for Supervisory Board Membe
defined by the European Commission in Annex |l to the Commissi@mmRendation ofl5 February 200&and additional
NBIljdZANBYSyiGa &aLISOAFTASR Ay (KS a.S&80G tNI¥YOGAOS 2F Dt2 [ Aal
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The table below presents the composition of the Supervisory Board as at the delivery date of this report.

Table39 Compaition of the PKP CARGO S.A. Supervisory Board from 1 January 2018 to the delivery date of thi
report

Period in office

Name Position
from to
Supervisory Board Member 6 March 2017
Supervisory Board Chairman 20 March 2017
YNJgalTia27F a (seconded to temporarily perform thduties of
President of the Management Board) 26 October 2017 25 March 2018
Supervisory Board Chairman 26 March 2018 to date
. 3 P Supervisory Board Member 1 June 2017
aANRAOIg ! yiz2 ) )
Supervisory Board Deputy Chairman 27 Jung017 to date
Krzysztof Czarnota Supervisory Board Member 20 May 2016 to date
Zofia Dzik Supervisory Board Member 11 May 2016 to date
Raimondo Eggink Supervisory Board Member 13 April 2015* to date
al ©32NJ I G YN Supervisory Board Member 17 December 2015* to date
¢l RSdz&a 1 { G OK Supervisory Board Member 20 May 2016 to date
2 5t Reaovt g {1 O Supervisory Board Member 14 March 2017 to date
WSNJI & {271 yA SN Supervisory Board Member 1 May 2018 to date
t 4SO {24y 264& Supervisory BoarMember 7 June 2018 to date
/ 1S40l 6 2| NAS Supervisory Board Member 17 December 2015* 26 March 2018

* the 6th term of office of the PKP CARGO S.A. Supervisory Board began on 11 May 2016, the date of holding the Ordinary $h&dNJ a SSGA Yy I 6
PKP CARGO S.A.
Source: Proprietary material

YNJ & &1 { 2 §SupelvisokyBaaid Chairman

aNX¥» YN eald2F alYAZalA KFa 0SSy 3da20AF0SR 6AGK NIAf gl @
where he obtained the degree of Mastef Economics. He also completed pgsaduate studies in the field of European
Management Model in the Kozminski University in Warsaw.

He started working on the railways in 1980, in the IT Center at the Central Regional Directorate of the State R&iaR3 (C

AY 2FNBFSgDP CNRBY mMbdhn KS 4Fa | YSYOSNI 2F GKS blidAaAz2ylrt
20KSNES GKS TFdzyOilAazya 2F (KS KSIR 2F GKS bliAazylt {SOGA
of the Offce of Transport Employees intheunion.In1998 nv KS al 4 2y GKS alyl3sSySyda . 2|
in charge of restructuring and employee relations. From 2001 to 2012, he was President of the Union of Railway Employers
and from2002t020d > KS gl a4 t NBaAaARSydG 2F GKS alylF3ISySyid .2FNR 27
2013 he acted as the PKP S.A. Management Board Representative for Social Dialog in the PKP Group and for the following thi
years, he was the Presiderfo 6 KS al yI 3SYSyid . 2FNR 2F a/{ {112tSyAS A 52
Additionally, in 2006 he served as a member of the Supervisory Board of PKP Linia Hutnicza Szerokotorowa Sp. z 0.0., and frc
2006 to 2013 he was a member of tBepervisory Board of WARS S.A. From April 2016, he was President of the Management
Board of Przewozy Regionalne Sp. z 0.0., and from March 2017, President of the Management Board of PKP S.A. From
October 2017 to 25 March 2018 he served as PresidetitcoPKP CARGO S.A. Management Board.

aANR&Ol ¢ ¢Sape&igody Bdacd Deputy Chairman

aNWpP aANR&AOUIg !yizy26A0l KlFa | tK5 Ay SO2y2YA0as aLISOAL A
including the PKP Group, for many y@akmong others, he was a member of the PKP CARGO S.A. Management Board. He alsc
sat on the supervisory boards of several railway companies. From 2006 to 2010, he was thee%ident of the Office of Rail
Transport responsible for market regulation. ldealso an academic staff member of the Kozminski University. He was also a
Presidium member and expert of the Transport Process and Logistics Team of the Committee on Transport of the Polist
Academy of Sciences. He has also completed manygpadtiate carses, including Management of Transport Companies at

the Warsaw University of Technology and the Restduate Course of European Financial, Economic and Legal Relations at
the Warsaw School of Economics. He is an author of numerous publications and paperanagement, transport and
logistics.
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Krzysztof Czarnot@aSupervisory Board Member

aN» YNIealTd2F /1T FNyz2GF 02 YL} SiS Ranidarsh asva Thkahspdrtation T&InKighi Sneef -
1977, he has worked for PKP, including in fh@ O2 Y2 (G A @S 5 S KKaniienn&,yin tHe {UnoNBsiigil {Station in
{1FNbeaj12T Ay (GKS 5AaGNROG {dlFdGA2y Ay {1l Nbealz2z »¢gmiKS
Unit in Lublin as a dispatcher in charge of the shift.

Since 1992, Mr. Krzysztof Czarnota has served as Chairman of the Independent Trade Union of Railway Workers of PKP Ca
{ ®! © A y-KgmiehnblIbidck the establishment of the Freight and Transshipment Industry Board at the Federation of
Trade Unionsf Railway Workers, he had served as its Chairman and currently is Vice Chairman of the Cargo Industry Board ¢
the Federation of Trade Unions of Railway Workers. He is a member of the Bureau, the Board and the National Council of th
Federation of Trad&nions of Railway Workers.

From the incorporation of the Company, i.e. from 2001 until 29 September 2015, he was a member of the PKP Cargo S./
Supervisory Board and a representative of all employees of PKP Cargo S.A. as a delegate of the Fedeeat@bnions of
Railway Workers.

Zofia Dzilc Supervisory Board Membelindependent member
add® %2FAlI 5T A1 A& | 3INIRdzF S 2F GKS YNI (1356 ! yAODSNkidese 27T
and Humanities in Warsaw andtbe Executive Programs at INSEAD Business School. She holds an MBA title from Manchester

Business School and is a certified member of the Association for Project Management (APMP) and a certified member of Th
John Maxwell Team, a top international orgeation associating eminent leadership coaches, trainers and speakers.

In the years 1992003, she worked for Andersen Business Consulting as a consultant responsible for the insurance sector
(Insurance Division Director). From 2003 she was associatedmntdtiich Insurance Group (RSA Group), where in the years
200 nnT &aKS LISNF2NNYSR GKS TdzyOlAazy 2F GKS t NBaARSyiGc2F ¢
2009 a function of a management board member of Intouch Insurance B.V. in therieids and the CEO for E&sentral

Europe of Intouch Insurance Group. In that capacity, she was responsible for developing new markets; she was also the
chairwoman of the supervisory boards of: TU Link4 S.A. and Direct Insurance Shared Services Gefaed, Intouch
Strachowanie in Russia (a stagt) and Direct Pojistovna in the Czech Republic (a-sfgrtas well as the deputy chairwoman

2F GKS adzLISNIA&A2NE 02FNR 2F ¢! yI A@BOAS [Ayln [AFS {o! d
In 20062008, she served as a management board membighe Polish Insurance Association. In the years 20010 a
supervisory board member of the Insurance Guarantee Fund. She also sat on the supervisory boards of: KOPEX S.A. and Po
Energy Partners S.A (PEP S.A))

Currently, she is the President of the ranites¢ Art of Upbringing Foundation, which has the goal of supporting social
GNF yaF2N¥YIFGA2y Ay t2tFyYR FYR ljdzZh fAGFGAGS INBBUGK 2F GKS
model, an 8stage growth program for leaders building eging organizations, director of the Academy for Leaders in
Education as well as member of the supervisory boards of BRW S.A., ERBUD S.A., Benefit Systems S.A. and other compat
and in the past she also sat on the supervisory boards of PKO BP S.Ast AmBed PEP S.A., among others.

Raimondo EgginkSupervisory Board Membeindependent member

Since 2002, Mr. Raimondo Eggink has been running an independent business as a consultant and trainer for entities operatin
in the financial market. At the sae time, he has been a member of the Supervisory Boards of the following public and private
O2YLI yASayY %SalLl 0 9f STUNROASLIO26yA 2NROOUFsa]lAOK YhDObow!
Browary Lubelskie S.A. (208805 and since ®8), Prime Car Management (since 2015), PKP Cargo S.A. (since 2015),
Ds Ny2T tND&1AS t NI SRaAtoA2NEGG2 22R20ANIs 6 {d! & 6aAYyOS HnA
Prior to that, he was a member of the Supervisory Boards in the following companies:-Otsmyih S.A. (2008 nno 0 X DA S
tFLIASNESG 21 NIi21 OA 2 6 & GXR08Y Wikhd INE (ROasinS O{>d ! ad® 6iH2nanink i nt B2 O 6 F K
Meble S.A. (2002005), PKN Orlen S.A. (262d08), KOFOLA S.A. (2@mM2, previously HOOP S.A.), Zachdelmdusz
LysgSadteodeaye bCL {®! @ 6HANCO 01X AN [S.A. h(2026yi MIn NE {1y R5 t[odkoCa f
G. 23REFEY I £201B)d! & GHAMH

Earlier, he served as Management Board Member, Investment Director, President of the Management Bhambsin
recently, liquidator of ABN AMRO Asset Management (Polska) S.A., a firm managing the assets of Polish institutional investol
and highnet-worth individuals which terminated its business in 2001. He began his professional career in 1995 in the Wars
ONI yOK 2F LbD .IFyl bodxtd gKSNBE KS LIXF@SR I YIF22NJ NRt-S Ay
1997, he served as Vig&esident of the Council of Brokers and Advisers, and in-2003, he was a member of the
Management Boat of the CFA Society of Poland. He is the author of a number of articles on the development of the Polish
capital market, especially on the protection of minority shareholders.

Mr. Eggink is a graduate of the Jagiellonian University majoring in theonsi@thematics where in 2010 he obtained his Ph.D.
RSINBS® IS Ffaz2 K2ftR&a |y Ay@SadyYSyid IROA&a2NRa t A0SyasS Iy
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al 032 NJ I i1 ¢SupebvidoryBaal d&nibér

aad al 0O3I2NI I {1 Y NE ahefFihafae And Banking FakultyDNhe Rv@akatv Sch@HFof Economics (SGH). She
started her professional career in 1995. In subsequent years, she worked in various positions associated with accounting, ta
and financial management. From 2002 to 2014, shedkedathe Accounting Department and the Finance and Accounting
5SLI NLIYSYyd Fd tyt {&d! d [/ dNNByidtezs aKS NYHzya | adl Gdzi2Ne
services. Statutory auditor since 2009.

¢ RSdzal { g Bupdtvie® Baard Bdmber

Ly mdpyns aNX® ¢l RSdzal {dFOKIOIT&ezalA O2YLX SGSR | wlkAfgle
GSKAOf Sad LY HanmnX KS 3ANIYRdzZ 6SR Ay Sy3aAaAySSNAy3I FinBEYY GK
transportation and freight forwarding. In 201&ompleted postgraduate studies in marketing and market research.

{AyOS wmdpTnz aNW® ¢l RSdAT {dFOKIFIOl &ZalA Kra 68Sy SyLtz2eSR
5SL12G AyI99h AR D dalNWY { Gl OKIF OT &8z2alA ol a | O2dzy OAt 2N 2F (K¢
development and audit committees.

Since 2009he K & &SNWSR & [/ KFEANXNIY 2F (GKS /2YLlkye /[/2dzyOrt 27
Southern Division, and since 2013 has been Chairman of the Freight Sector of the Trade Union of Train Drivers.

aNX¥ ¢+ RSdzal {dF OKIFOI&zalA sla I YSYOSNI 2F G(GKS { dALASNIAAGCHN
Sp. z 0.0. in 2012013.

WOl Re &0l ¢ { $SuperviBdry|BaasdaVieriber

aNXp 20FReavlg {101SLIN26a1A 3INIRdzZ GSR Ay 6 FNRY (KS CIC
{GFra6S +tyYyR [g 2F GKS bAO2ft I dza / 2 LIS NYOhezaurstiey hiskardehin hagkingh Y
where he was involved in financial analysis and corporate restructuring projects; he also worked for legal departments. From
2005 to 2007, he was the President of the PKP CARGO S.A. Management Board. From 2010ew20&éd for companies

of the PGNIG Group. From September 2016 to March 2017, he was employed by Przewozy Regionalne sp. z 0.0. Since t
beginning of March 2017, he has been working for PKP S.A. as the Dir&tér S.A. Management Board Representdtive

the Strategy and Organization of the PKP Group. Since 2000, he has been entered in the list of legal counsels.

WSNI & {27 yASNI

Ly mdTty aNXP WSNIieé {2TyASNI 3ANIRdzr iSR FTNRY (G(KS ¢SOKyAO!l ¢
machi’ SNE O2y adNHzOGA2y® 1S (G221 | GNIAY GNFXrFFAO O2yiNRtf S
Administration and Management Faculty of the Humanitas University in Sosnowiec, majoring in public administration.

aNX { 21 y A S8dfexpelieice m the rail&ay Milustry. His professional career began in 1978 when he became a train
traffic controller in Bukowno, later becoming a dispatcher in Jawofznerzakowa and after the restructuring of PKP CARGO
S.A. he became a shift dispatchie Katowice. He ¢ 2 dzy RSR G KS . dzl 26y 2 [/ KFLIGSNI 2F (K¢
KFa 0SSy O2yySOGSR (2 b{®%n% {2t ARINy2i6 SOSNI aAyO0Sz I OdA
During his term in office, he was member oétBxecutive Committee of the Trade Section in PKP CARGO S.A., member of the
Council of the Trade Section in PKP CARGO S.A., member of the National Council of the Railwaymen Section and a Delegate
the General Meeting of the Transport Secretariate.

t I oSDEmowski

aNp th oSO {2ay26alA 3INIRdZ GSR FTNBY GKS CI OdzZA Ge 2F [Fog |y
of Canon Law at the Warsaw Theological Academy. He obtained a Ph.D. degree in administrative law from the Catholi
Universty of Lublin. He is also a licensed legal counsel and a member of the Regional Chamber of Legal Counsels in Warsaw
IN1992H nncX aNX» tI ¢SO {2ay2¢ali ol a I aaz20Arl (2602 dehdnderedasi | € 7
services to the Sta Fund for the Rehabilitation of the Disabled. In parallel, he also lectured at the Faculty of Administration
and Social Sciences of the Warsaw University of Technology and cooperateg with the Department of Administrative Law anc
Local SelGovernmentati KS / F NRAY It {GSTFly 2@&al & 2607, ke séryed a8 Déphit\ Magor of y 2
the Wawer District of Warsaw and Chief Specialist in the Legal Department of the Warsaw City Hall. In 2007, he also served
Deputy County Construction Supeiwuis Inspector in the County Construction Supervision Inspectorate for the Capital City of
Warsaw. Since 2007, he has worked for the General Counsel to the Republic of Poland.

aNp tl ¢SO {2ay26ali o1& | YSY0oSN 2 F0O0-HA0R2, CHaidzials diife SupeNdBory. 2 |
C2FENR 2F ¢2¢lF NI eado2 . dzR2éy A Ol 4 -2006L3nD & GEMPS A sacretary of the { LI
Supervisory Board of PKP S.A. (2RQ78).
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{'towxL{hw, .h!w5Q{ !'5L¢ /haalL¢¢99

The PKP CARGO S.AIZLISNIDA a2 NE . 21 NRQ&a ! dzZRAG / 2YYAGGSS Aa | LILRAYGS
of at least three Supervisory Board members, provided that the majority of the Committee members, including its Chairperson,
meet the independence criteaii and are appointed in the manner specified3an ' yR 2 um 2F GKS [/ 2
Association and in the Act of 11 May 2017 on Statutory Auditors, Audit Firms and Public Oversight (Journal of Laws of 201
Item 1089). At least one member of the Au@iommittee has qualifications in the area of accounting or audit of financial
statements and at least one member of the Audit Committee must have knowledge and skills in the specific industry in which
the Company operates. Committee members are appoieiNJ I G SN¥Y O2NNBalLl2yRAy3d G2 GKS
Tasks of the Audit Committee include in particular: oversight of the organizational unit responsible for internal audit,
monitoring the financial reporting process, monitoring the performoa of internal control systems, risk management and
internal audit systems, including the area of financial reporting, monitoring financial review activities, monitoring the
independence of the statutory auditor and the entity authorized to audit findnstiatements, also when it provides to the
Company other services than financial review, assessing the independence of a statutory auditor and giving consent for it to
provide permitted auditing services, recommending an entity authorized to audit finlestatements to the Supervisory Board

to perform financial review activities for the Company, in compliance with the policies in force in the Company.

Table40 Composition of the Audit Committee of the PKP CARGO S.A. Supervasarjr&o 1 January 2018 to the
delivery date of this report

Period in office

Position
Committee Member 30 April 2015 11 May2016*
. . Committee Chairman 18 December 2015 11 May 2016*
Raimondo Eggink .
Committee Member 20 May 2016
Committee Chairman 31 May 2016 to date
R P A . 18 December 2015 11 May 2016*
all O32NI 04l YNEa&al Committee Member
20 May 2016 to date
Zofia Dzik Committee Member 20 May 2016 to date

* expiration date of the 5th term of office of the PKP CARGO S.A. Supervisory Board
Source: Proprietary material

In 2018, the Audit Committee held 10 meetings.
The Audit Committee members who satisfy the statutory independence criteria are:

Ms. Zofia Dzik,
Mr. Raimondo Eggink.

As required by the provisions of the Act on Statutéwyditors, Audit Firms and Public Oversight of 11 May 2017 (Journal of
Laws of 2017, Item 1089), in June 2017 the independent members of the Audit Committeeisigngplist 2017 and signed
again in March 2019 thappropriate statements confirming their fillment of the criteria listed in Article 129 Section 3 of the
said Act.

The Audit Committee members who have the knowledge and skills in the area of accounting or auditing of financial statements
are:
Ms. Zofia Dzik9 years of experience in a Big Foumfproviding audit services and financial and business consulting
services in 1992004. Senior Manager and Director in a business and financial consulting department, MBA,
Manchester Business School, member, vice president and chairfreardid committees (since 2011);
Mr. Raimondo Egginkk Yy @S a i YSY (i | R@A LBAdartficate 2000hasi dscharged the funkEtion of a
member and chairman of a number of audit committees in SPVs (since 2004).
ad® al 032 NJ | :Postgraduditaistudliea $ €wdT Ay LINF OGA OS¢ i GKS 2 NAI
program with the EY Academy of Business (20R@3tgraduate MBA studiessDRI Z&1 al yF ASNJ ¢ NI Ay
YR GKS | YAGSNARAGE 2F DRI Z-@anPhovehdsBradidt Schod bf ManRgerieStRROMDE G F
Postgraduate studies in Corporate Accounting at the Academy of Engineering and Health in Warsaw and the AGF
''YAOGSNEAGE 2F { OASYyOS | RoRgratl@® &ylizd ireFRhanceiayd Cyrpirale Taxatian ratrthe p 0
Warsaw School of Economics (20@2); & 6 SNRA& RSIANBS Ay CA Y isawC8hodl of Bconorhigs | A Y
(1996),statutory auditor (2009)accounting certificate issued by the Ministry of Finance (2006).
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A member of the Audit Committee who has theokviedge and skills in the specific industry ihigh PKP CARGO operates is:
add al OA2NI FGF YNRAT1ASHAOTY My @SENE 2F LINRPFSaarzyl f
years in managerial positionsince 2001 discharging the fuimm of a member and chairwoman of supervisory boards
in rail companies (repair, power supply, transshipment), and since 2012 a member and chairwoman of audit committees

¢CKS tYt /!wDh {®! & {dzLISNIA&2NE . 2 NRQ afeguaddRd¥ indegedd¥nyerotitieS S =

audit firm BDO sp. z 0.0. sp.k. with its registered office in Warsaw, adopted Resolution No. 7/2018 of 10 August 201r8gexpress
the consent for BDO sp. z 0.0. sp.k. with its registered office in Warsaw to provide setlrarethan audit services.

In compliance with the provisions of the Act of 11 May 2017 on Statutory Auditorst Rimehs and Public Oversighthe

[ 2YLI yeQa {dzLISNIA&A2NE . 2FNR ! dzZRAG /2YYAGGSSsE o @oliy&nd2 f dzi

procedure fgr the selection of an audit firm to audit standalone financial statements of PKP CARGO S.A. and consolidate

FAYIYOALt &aGFdSYSyida 2F GKS tYt /! wDh DNRdzZLJ a ¢Stfsl a

audit firm, its related parties or members of its network.

The policy for the selection of an audit firm to audit standalone financial statements of PKP CARGO S.A. and consolidate

financial statements of the PKP CARGO Group assumes that:

1. Pursuant tahe Articles of Association of PKP CARGO S.A., the selection of an audit firm was made by the PKP CARGO ¢
Supervisory Board. As a result of amendments to the Company's Articles of Association (on 6 and 27 February 201€
changes to the Company's ArticlefsAssociation adopted by the Extraordinary General Meeting of PKP CARGO S.A., which
took place on January 16, 2019), the election will be made by the General Meeting of PKP CARB®s8Ildction is
made on the basis of a recommendation submitted by &udit Committee, which contains:

at least two options for the selection of an audit firm along with a justification and indication of the candidate for the
auditor preferred by the Audit Committee;

statement by the Audit Committee that its recommendatiis devoid of any third party influence;

statement by the Audit Committee confirming that PKP CARGO S.A. has not entered into any agreements containing
clauses that would confine selection of an audit firm to certain categories or lists of audit firms.

2. When selecting an audit firm, the Supervisory Board and the Audit Committee are required to pay special attention to:

the need to maintain the independence and objectivity of the audit firm and the auqitoe scope of services provided
during the mostecent financial years by the audit company itself as well as by its related parties and network members
to the Company or its parent company or entities controlled by PKP CARGO S.A. is a matter of detailed analysis;
experience in auditing standalone aosdnsolidated financial statements of public interest entities of a similar size to
that of the Company and the PKP CARGO Group and listed on the Warsaw Stock Exchange;

experience in auditing companies with a similar business profile to that of the Cgmpan

professional qualifications and experience of persons directly involved in the conduct of the audit/review of the
Company and selected subsidiaries of PKP CARGO S.A;;

the ability to provide the required range of services within the specified pefmaduding the ability to ensure the
stability of the team;

the availability of qualified specialists in of specific issues related to financial statements, such as tax analysis, hedge
accounting, measurement of derivatives, IT systems;

costs of the audit

3. The selection of an audit firm must be made sufficiently in advance to enable the execution of the audit contract early
enough to enable the audit firm to prepare for the interim review.

4. Verification and monitoring of the independence of the statutongléior and the audit firm are performed at every stage
of the procedure to select an audit firm to audit and review the said financial statements.

5. The selection of an audit firm is made in consideration of the principle of rotation of audit firms asthkepry auditors
in such a manner that the maximum duration of uninterrupted statutory audits for individual financial years carried out
by the same audit firm or by a company related to this audit firm or any member of the network operating in European
Union Member States which includes these audit firms does not exceed five years and the key statutory auditor does not
perform any statutory audits in the Company for more than five years. The same key statutory auditor may be selected
no earlier than thre years after the completion of the most recent statutory audit.

6. The first contract for a statutory audit is entered into with an audit firm for a period not shorter than two years with an
option to extend the contract by subsequent periods of at leash tears, in consideration of the rules of rotation of
audit firms and key statutory auditors in compliance with the applicable laws.
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The procedure for the selection of an audit firm to audit standalone financial statements of PKP CARGO S.A. and consolidate
financial statemerd of the PKP CARGO Group assumes that:

1.

The selection procedure is initiated by the Audit Committee which lays down detailed guidelines regarding the
requirements to be satisfied by the audit firm responsible for conducting audits of standalone finaaigaients of
PKP CARGO S.A. and consolidated financial statements of the PKP CARGO Group as well as the selection criteria.
technical organization of the audit firm selection process is the responsibility of the person appointed by the Audit
Committee(Coordinator) in consultation with the PKP CARGO S.A. Management Board Member in charge of Finance
The Coordinator, with the support of the Procurement Department of PKP CARGO S.A., prepares a request for
proposals which is sent to at least six selectedlit firms. When selecting audit firms, consideration is given to
guidelines related to such issues as, for instance, the rotation of statutory auditors, their independence, etc., as
RSAONROSR Ay GKS at2fAdé T2 NhdélsasfinanSd sta@inentd of PKPTTARGD SIAdzR
YR O2yaz2ftARIFIGSR FAYFIYyOAlf aidlidSySyida 2F GKS tyt /1w
The request for proposals to be sent to audit firms in compliance with Article 130 Section 3 Item 2a of the Act should
contain at least the followng information:
presentation ofthe business of PKP CARGO &A.its subsidiaries, the organizational structure of the Company and
the PKP CARGO Group, locations of business;
list of entities and the scope of their financial statements subject to amtitreview, period covered by the request for
proposals, additional services (if any) (taking into consideration the requirements of the Policy for the provision of
FRRAGAZ2Y I aSNWAOS&a o6& tYt /! wDh { ®!met@dk). dZRAG FANNI A
selection criteria applied by the Company in the evaluation of proposals submitted by audit firms.
The Company evaluates the proposals submitted by audit firms and submits a report containing conclusions from the
selection procedure, which aréén subject to approval by the Audit Committee.
Taking into consideration the conclusions of the annual report of the Audit Oversight Commission referred to in Article
90 Section 5 of the Act, the analysis of proposals submitted by audit forms and theiéihatatements, the Audit
Committee prepares a recommendation for the Supervisory Board in accordance with the provisions of the Policy.
Pursuant to the Articles of Association of PKP CARG@h®.8election of an audit firm veanade by the Supervisory
Boardb LT (GKS {dzZLJSNIBAaA2NE . 2F NRQa RSOAaAz2Yy 2y (KS aSt S
by the Audit Committeethe Supervisory Board waequired to present a justification for making a selection different
than that recommendd by the Audit Committee.
Based on the resolution adopted by the Supervisory Board, the Comparegd sigraudit contract with the selected
audit firm®,
After the adoption of a resolution on the selection of an audit firm, the Management Board is required
communicate, in the form of a current report, information about the selection made, in compliance with the
applicable laws.

The Audit Committee has adopted the following rules governing the provision of additional services by audit firms, including
their related parties or members of their network responsible for auditing standalone financial statements of the Company
and consolidated financial statements of the PKP CARGO Group:

1.

Besides the audit/review of the financial statements, the audit firm mayidie the following services to the Company

2NJ t Yt /! wDh {®! Q4 O2yiNRBftSR SyGdAidasSay
conducting due diligence procedures regarding the economic and financial standing and preparation of comfort letters
in connection with the issue prospectus, carried suaccordance with the national standard of related services (agreed
procedures);
assurance services regarding pro forma financial information, result forecasts or estimates given in the issue prospectus;
audits of historical financial information, refed to in the Commission Regulation (EC) No 809/2004 of 29 April 2004;
verification of consolidation packages;
confirmation of the fulfilment of the terms of loan agreements based on an analysis of the financial information
provided in the financial statments;

65 As a result of amendments to the Company's Articles of Association (on&7arebruary 2019, changes to the Company's Articles of Association adopted by the Extraordinary
General Meeting of PKP CARGO S.A., which took place on January 16, 2019), the election will be made by the GeneraPMEeIIARGIO S.A
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assurance services regarding corporate governance, risk management and corporate social responsibility reporting;
FdzZRAG2NRA 2LIAYA2Y 2y FAYLFYOALE adriSySyida 2N 20KSNJ -
supervisory boarar another supervisory body of the Company or the shareholders, not covered by the scope of the
statutory audit, and intended to support those bodies in the performance of their statutory duties.

2. Provision of the services referred to in point 1 is plolesonly within a scope not related to the tax policy of the
Company, its parent entity or subsidiaries, after the Audit Committee of the Supervisory Board has assessed the
threats and warranties regarding the independence of the audit firm.

3. Conclusion ban agreement for the provision of additional services referred to in point 1 by the audit firm requires
SOSNE GAYS | O2yaSyid 2F GKS !'dzZRAG /2YYAGGSSY 020K Ay
entities.

4. The Company present® tthe Audit Committee of the Supervisory Board, at least annually, a list of all additional
services provided by the audit firm to PKP CARGO S.A., its parent entity and the entities controlled by the Company.

THE NOMINATION COMMITTEE

The PKP CARGO S#pervisory Board appoints a Nomination Committee. It consists of three Supervisory Board members, of
whom at least one Supervisory Board Member must satisfy the independence criteria and be appointed in the manner provided
for in220 and 21 of the Comp&nQa ! NI AOf Sa 2F 1 83a20AFGA2ys G2 RAaAOKI NH
/I 2YYAGGSS YSYOSNE FFTNB FLILRAYGSR F2NJ I GSNY O2NNBALRYRAYy
Committee organizes and exercises ongoing oversighNdvai KS NB ONXzA G YSy i LINR OSRdzNE T2 N
alylFr3asSySyid . 2FNR YSYOoSNB FyR 2@SNJ 6KS LINROS&aa 2F aaSaa
YSYOSNRZI FYyR &dzlll2NIa GKS FadaGF Ay YSyd ntddgopitigisSand fiadihgdlto/theQ &
{ dzZLISNBDA&2NE . 2FNR LISNIFAYyAy3 G2 GKS SYLf 228YSyd &dNUzOG dzN
LI NI A Odzf  NJ GKS / 2YLJ y&Qa a l-fnkiagSnarthgeinent. 21 NR aSYOoSNAE FyR KJ

Table41 Composition of the Nomination Committee of the PKP CARGO S.A. Supervisory Board from 1 January 20:
to the submission date of this report

Period in office

Position
Zofia Dzik Chairperson 20 May 2016 to date
aANB&aOlIg ! yi Member 27 June 2017 to date
2 0L Re&aolg {1 Member 27 November 2017 to date

* expiration date of the 5th term of office of the PKP CARGO S.A. Supervisory Board
Source: Proprietary material

THE STRATEGY COMMITTEE

The Strategy Committee @ppointed by the PKP CARGO S.A. Supervisory Board. It consists of at least three Supervisory Boar
members, of whom at least one Supervisory Board Member must satisfy the independence criteria and be appointed in the
manner providedforiH n | YROIBSH M2 EIl yeQa ! NIAOtSa 2F | 8a20AFGA2y o
GSNY O2NNBaLRyRAy3d (2 GKS {dzLISNBA&2NE . 21 NRQa GSNY 27 2
overseeing the development of the strategy, as welthresappropriate implementation of the strategy and annual and long

term activity plans for the Company and the Group.

Table42 Composition of the Strategic Committee of the PKP CARGO S.A. Supervisory Board from 1 January 2018
the submission date of this report

Period in office

Name Position
from to
AaANBAOFS | yi2y2, Men_1ber 27 June 2017 to date
Chairperson 28 May 2018 to date
Raimondo Eggink Member 23 June 2016 to date
20 Reaovlg {10718 Member 23 April 2018 to date
/ 18401 ¢ 21| NBS$SA Chairperson 23 June 2016 26 March 2018

Source: Proprietary material
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10. Representation of the PKP CARGO Group and PKP CARGO S.A-forancial
information

From Zenon Kozendra, Member of the Management
Board, Employee Representative

- ambassador of the socially responsible business
(CSR) in PKP CARGO S.A.

The Corporate Social responsibility is more than just following the company management standards. It stands primarily for
long-term development of a multdimensional, positive history of the company, with its clients, shareholders, employees
and local conmunities.

2018 marked 10 years since PKP CARGO S.A. has been developing initiatives in the area of corporate social respdnsibility (C
Sustainable development and accountability are constant elements supportingotidie-art management of the Compsn

As a socially responsible company, PKP CARGO manages the transportation process with respect for the highest standards
sustainable development in the economic, social and environmental aspect. In this way, the Company combines profession:
implementaion of business objectives with a responsible attitude towards employees, business partners and the natural
environment.

For many years now, CRS initiatives supporspimal attitudes on the part of employees, promote a healthy and active lifestyle,
enhance partnership in the social dialog with the Social Partners, build a culture of safe workplace, support diversitg and rais
environmental awareness.

wSaLRYyaArAotS LIWNRIOK (2 GKS /2YLIyeéQa LINROSduS tis primmarily 2 (i ¢
about integrating employees around important initiatives and development of the spirit of cooperation in the organizhtion. Al
actions of that type generate positive impact on the external environment, building a good image ofrthar@dn the eyes

2F AYy@SaiG2NAX odzaAySaa LI NIYySNAR FyR Ot ASyiliad /{w Ases. 2y S

Together, employees of PKP CARGO Group develop an environment conducive to creating the best possiblehspi
workplace, based on the following ethical values:

Good

Respect Reliability Cooperation management

Modernity Transparency Responsibility
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10.1 Representation of the PKP CARGO Group
The Representation of the PKP CARGO Gfbop non-

financial information for 2018 (hereinafter: the The Representation presents nefmancial data
Representation), constitutes a stasadbne part of the which has been prepared as a result of a dialc
Report on the PKP CARGO Group Activities (hereinafter: conducted with the Group stakeholders and i
the Group, PKP CARGO Group) and presentdinancial material for the Group itself, showingmutual

information about the Group for the period from 1 January relationships and correlations between financial ant
2018 to 31 December 2018. The Representation is based non-financial aspects of its activity.

on the guidelines recommended by the IIRC (International
Integrated Reporting Council), the GRI guidelines (Global
Reporting Initiative)and reflects the provisions of the
Accounting Act of 29 September 1994.

In its nonfinancial reporting, the PKP CARGO Group addresses the following issues:

< PKPCARGO
NATURAL EMPLOYEES SOCIETY HUMAN PREVENTION OF
ENVIRONMENT RIGHTS CORRUPTION

AND BRIBERY

For the PKP CARGO Group,-financialreporting is an opportunity to present to its stakeholders a broader picture of how
the company value is created. Although difficult to estimate and measure, over longer term tHeaonial data translates
into financial and operational performance. Sh DNR2 dzLJQa 2062SOGA@Sa FyR ljdzt t AGFGA D
sustainable development activities are presented below.
A We care about the environment better quality and efficiency, more environmentally friendly operations
We care about emplmes-> professional human resources, committed employees
We care about society> support for culture and tradition, better brand recognition
We care about respect for human rightsreliable and recommendable employer
We care about prevention of corruptn and bribery-> trustworthy, ethical employer, safe workplace

v > > >

In 2018, the PKP CARGO Group was recognized for its operations and achievements in sustainable development. It is reflect
in the many prizes awarded to the PKP CARGO Group, including:

Leader of Intermodal Transport

PKP CARGO S.A. and PKP CARGO Ce
[23AaGe80TyS al ol als
FgF NRSR GKS a[ SFRSNJ
FgFNR Ay GKS OF@S3z2
[ FYR [/ 2yiGFAYSNI ¢ SN

%6 The data includé in the disclosures also cover the subsidiaries PKP CARGO CONNECT and AWT
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The Transparent Company of the Year

WYROZNIENIE
¢ rgé _GC NI yaLt NByd /2 YLhye 27F uKS . S,I- mi:w
{0201 alNySG al3FrlIAYS atlNJASGEZ O ha
Taxes. The purpose of the ranking is to find the most pansnt companies from B e
among the companies of the three main stock market indexes (WI1G20, mWIG4 . )
sWIG0), based on a questionnaire survey covering such areas as: financial stat P= P

and reporting, investor relations and corporate governance. —

N GAZELE

/,,/_,.,.mzmasl: Business Gazelles
s In 2018, PKP CARGO SERVICE was recognized with the prestigious award a
S e the ranking of the Business Gazelles, i.e. the ranking of the most dynarmr
R T developing Polish small and medium enterprises.
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which attests to the reliability and credibility of the enterprise.

To join this group of honored companies, such requirements must be me
promotion of preenvironmental andro-social activities, abiding by the rules of f
competition, and timely settlements with counterparties and employees.

R
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10.1.1 Description of the business model

¢KS tYt /! wDh DNRdzZLJ A& t2ftlyRQa fIFNABS&d NI At 2LISNI(

stock in Poland.

— Rail Freight

) m o8 4

INTERMODAL SHIPPING TERMINALS RAIL SIDINGS ROLLING LAND
SERVICES [DOMESTIC AND AND STOCK RECLAMATION
INTERNATIONAL] TRACTION MAINTENANCE

AND REPAIRS
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¢KS DNRdzLIQa | OGAQAlte O2@0SNA || ¢gARS Nry3IS 2F aSNBAOSa O:
GNF yaLR2NIFGAZ2Y YR FNBAIKIG F2NBIFNRAY I &S NI AN Seivices provsled dzLJ
by the Grop allow it to participate in the entire logistic value chain, including railway shipping, siding services, freight
transport, transshipment and storage services and using the Group's terminals. The above services offer a natural competitive
advantage in tems of customer acquisition and service.

LYGSNY2RItf aSNWAOSa Aa GKS FradsSad RS@St2LAyYy3a FNBIF 2F |
services is expected to grow.

¢t KS D NER dzLJQ & 2LISN)F GA2Yya I NB
PKP CARGO Group employs competentployees with key suppliers, in particular contracts for access to rail
with extensive experience, who ensure the highes infrastructure, traction power supply, property leasing,
quality of services and form the foundation of the diesel fuel sales and rolling stock repair and modernization.

Group's operations. As at 31 December 2018, tt
Group employed over 23 thousand employees.

Business model

Resources

The PKP CARGO Group holds necessary resources to provide
on°. cargo rail transport services and ancillary services
fm complementing its comprehensive transport offer. The
Group expends all efforts to achieve, and invests in the
improvement of, the quality of itsesvices.

ROLLING TERMINALS HUMAN
STOCK CAPITAL

Key Suppliers

The key suppliers of the PKP CARGO Group are responsible
— W for the rail infrastructure, fuels and electricity. PKP PLK is
CE‘,, g E ) responsible for the condition of the rail infrastructure used
v 08 (KS DNRdzLJQa NRffAy3d aiaz20]
| Graup are powered by diesel fuel and traction power.
TRACTIONENERSY  Electricity is delivered by PEENERGETYKA. All the factors

RAIL DIESEL FUEL

INFRASTRUCTURE MARKET FRICES MARKET PRICES

REGULATED PRICES listed above have an impact on the costs of the PKP CARGO
=i e e D NEB dZLIQE 4 SNIA OSa @
Clients
1 Q.
% MOHA 2
| POWER COAL MINES STEEL MILLS OIL INDUSTRY AGGREGATES
PLANTS PRODUCERS

¢KS DNRdAzLIQa 1 Se Odzad2YSNE A e QantzRrthesisied &drks ahdl $hipging co®@ahidsyTHe LJ
PKP CARGO Group collaborates with the largest Polish and global groups, including the ArcelorMittal Group, the PKN Orle
DNRdzLJ: t DbADSXZ GKS [ FFNHBS DNRdzLE @KStR2 20 & IDNKELD y\§IF & DN
GKS ¢l dzZNBy DNRdzLJr t2f &ll DNUzLJ DsNYyAOTF FyR LYGSNYyFiGAzyYy
renewed, which confirms the high quality of the transport services provided by the PKFOGAR®.
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10.1.2 Key no#financial performance indicators of the PKP CARGO Group operation

NATURAL ENVIRONMENT

Key environmental indicators

Table43 Electricity Consumption by the Group in 2€A®18

B R Energy consumefMWh]
2018 2017 2016
Traction 703,493 645,438 631,019
Nontraction 45,193 44,512 44,627

Source: Proprietary material

Table44 Air emissions by the Group in 202618

Total emissions [t]

Substance emission

Sulfur dioxide 4,30 1,159 1,151
Nitrogen dioxide 9,040 3,418 3,172
Carbon oxide 657 758 807
Carbon dioxide 624,717 527,792 518,347
Benzo[a]pyrene 2 0 0
Dust and soot 447 262 259
Total hydrocarbons 467 455 356
Other 46 35 16

Source: Proprietamnaterial

The largest substance emission generated by the PKP CARGO Group is the indirect emission generated as a result of electric
consumption in locomotives, accounting for over 90% of the entire energy purchased by the Group. The emission indicators
for generated electricity increased significantly in comparison to 2016, which translates into a significant increase in the
reported substance emissions.

y w ./
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Table45 Primary waste produced by the Group, by type and volume, 162018

Waste volume [t] Waste volume [t]
in 2017 in 2016

Sawdust, shavings, cuttings, wood,
chipboard and veneer, other

Slag, bottom ash and boiler dust
(excluding boiler dust listed in 100104)
Wastes from turning and sawing of
ferrous metals and their alloys

Waste grinding materials containing
hazardous substances

Mineral engine and transmission oils
Other engine, transmission and lubricatil
oils (lubricants)

Worn-out clothes and cleaning cloth
Worn-out or unusable vehicles, not
containing liquids or other hazardous
elements

Ferrous metals (scrap)

Non-ferrous metals

Other waste, not listed elsewhere
Worn-out devices, other than those listec
in 16 02 09 to 16 02 13

Lead batteries

Iron and steel

Wood

Other wastes

03 01 05

100101

120101

12 01 20*
13 02 05*
13 02 08*
15 02 02*

16 01 06

16 01 17
16 01 18
16 01 99

16 02 14

16 06 01*
17 04 05
1912 07

Waste volume [t]

in 2018
inventory at the end of
Preceding Reporting Preceding Reporting Preceding Reporting
period period period period period period
3.9 441.0 1.4 3.9 6.6 1.4
195.3 91.6 364.7 195.3 318.8 364.7
115.8 56.9 133.4 115.8 204.1 133.4
13.3 22.3 13.6 13.3 113.2 13.6
8.1 15.2 27.4 8.1 323 27.4
26.8 111 28.2 24.8 329 28.2
13.0 25.1 24.1 13.0 14.8 24.1
0.0 0.0 5,184.9 0.0 6,896.1 5,184.9
4,244.7 3,652.8 3,194.6 4,244.7 5,521.9 3,194.6
15.8 48.9 16.8 15.8 140.3 16.8
127.9 119.2 117.7 127.9 34.2 117.7
10.3 27.0 4.0 10.3 8.1 4.0
8.8 11.6 19.9 8.8 4.4 19.9
16.0 10.2 21.7 16.0 52.5 21.7
23.4 68.0 134 23.4 39.3 134
53.3 590.5 168.8 55.5 100.9 168.8

Source: Proprietary material

The list presents waste, the inventory of which at the end of the period was at least 10 tons. The categories of waste, the
inventory of which at theend of 2018 was less than 10 tons are included in the collective categoty i K SNJ g1 a0 S &
majority of wastes generated by the PKP CARGO Grdepdsis metal, i.e. scrap. In 2018, the PKP CARGO Group had no

gl aidsSa

Ay

0 K SutOrluiu$all BN SKADNIB &S y2 i

O2y il AyAy3a tAljdzARa 21

Table46 Expenditure on environment protection incurred by the Group in 20068

Expenditures incurred for: [PLN thousand]

Air protection, including:*

Boiler plants

Technological processes

Vehicles and machinery
Locomotives

Steam engines

Other

Water protection, including:*

Water intake

Sewage disposal

Disposal of rainwater and snowmelt
Other

Tree and shrub clearing

t NBGSOlGAZ2Yy 27
Waste management*

i K

Other costs of environmental protection

SINIKQa

1,494 1,510 1,049
163 424 181

308 240 183

35 30 32

960 795 621

8 7 13

20 14 19

937 574 875

365 339 372

156 112 296

23 17 15

394 105 192

43 197 167

adz2NF I O 53 0 108
2,382 1,982 1,531

176903 138,910 249,415

* a different estimate methodology was used, in order to ensure comparability with the previous year data in the PKP G4iRGO Gr
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Source: Proprietary material
¢KS OFGiS3I2NE ahiKSNI O02a0Ga 27T &gEgory, dangrisiSgyoihdr éxpehddP 16 008 the2PKR
CARGO Group spent PLN ®78illion on capital expenditures and repairs related to environment protection. The expenditures
include, inter alia, expenditure to lower emissions or regulate formal aral lExgvironmental status. The most of this amount,
over 80%, financed modernization of locomotives. The other expenditure items include investments ad renovation in technical
facilities, such as:
A construction of fueling stations,
doublejacket tanks foworked oils,
modernization of water supply and sewage networks,
locomotive painting plants,
construction of waste storage,
modernization of boiler plants, heating networks, etc.

v > D> >

EMPLOYEES

Key headcount indicators

% % SR e

EDUCATION EDUCATION NUMBER OF TRAININGS,

OF MEN OF WOMEN EMPLOYEES WORKSHOPS AND
INTERNSHIPS

HIGHER HIGHER WOMEN TRAINING/WORKSHOPS HOURS

2236 1595 5620 95 863

SECONDARY SECONDARY MEN HOURS PER EMPLOYEE

8 817 3 243 18 044 4

Table47 Number of employees the Group in 2012018

Number of employeesincluding: As at 31 December 201¢ As at 31 December 2017 As at 31 December 2016
persons FTEs persons FTEs persons FTEs

Women 5,620 5,499 5,418 5,398 5,391 5,431
Tertiary education 1,595 1,556 1,416 1,386 1,397 1,397
Secondary education 3,243 3,158 3,146 3,143 3,155 3,178
Primary and vocational education 782 785 856 869 839 856
Men 18,044 17,926 17,897 17,897 17,824 17,824
Tertiary education 2,236 2,277 2,085 2,085 2,063 2,063
Secondary education 8,817 8,769 8,555 8,555 8,507 8,507
Primary and vocational education 6,991 6,880 7,257 7,257 7,254 7,254
Total 23,664 23,425 23,315 23,295 23,215 23,255

Source: Proprietary material
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Table48 Apprenticesand new employeei the Group in 2012018

ltem 2018
Number of apprenticeships started [units] 57 31 10
Number of apprentices accepted [persons] 13 6 4
Number of new employees [persons] 1,838 1,597 641
Number of new employees [FTES] 1,788 1,563 616

Source: Proprietary material

Table49 Training in the Group in 2018018

Iltem 2018 2017 2016
Number of training courses conducted [hours], including: 95,863 101,152 103,159
under the postaccidentpsychological support program 7,411 7,486 7,639
Number of training hours per employee [hour/person]* 4 4 4

Source: Proprietary material
* A different estimate method was used in previous years

The postaccident psychological support program (PPS) has been operated by the Company for many years now, in the forr
of diverse initiatives, including a specialist help line, provision of psychologist consultations and training. In 26tE8)ettoé
cagading training was completed, however some elements of the PPS have been continued in safety training. Cascading
training sessions will be resumed in 2019.

Ly HnamcX GKS tFNByd /2YLIlye FR2LIGSR GKS a/ 2N1LER2NFGS {20Al
activities for everyone involved in the execution of business processes.

Socially responsible business (CSR) combines a resigoattibude towards employees, business partners and the natural
environment with professional realization of business goals.

CSR benefits can be observed in the following three areas:
A hNBFYATFGA2Y It 2 AyOf dzRRAY 3 NItbralcyhde aidirfsredsiSg@vdrk pragidctivity &l O 2
transport security;
A Customer relations, including increasing competitiveness and customer loyalty;
A Employee relations, including building a positive image of the employer; reduction of employee turraigargy
employee awareness regarding the processes operated by the Company.

In 2018, PKP CARGO S.A. executed corporate social responsibility projects addressed to company employees or their
families, activities focused on environmental protection, as aglinitiatives designed to increase the security of transport
provided by the Company. The projects have been described iRésponsible Business Best Practice Forum report. The
projects addressed the following Social Development Goals:

DOBRA JAKOSC )
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Among theCSR projects carried out in 2018, particular emphasis should be placed on the following:

Gt h{ £/ L59b¢ t{ . /1 h[hDL/!'[ {!tthwtéo

The purpose of the project is to increase rail traffic safety through psychological support of the human factor.
The projectis carried out in all organizational units and covers over 7000 employees. It is dedicated to members of train crews
and other employees directly involved in rail traffic and rail traffic safety, as well as members of permanent rail camsmissio
Theprojed Qa YIAYy RSt AGSNIofSa AyOf dzRSY

The Psychological Support Helpline staffed by specialist psychologists.

A psychologist consultation.

In 2017, training held devoted to the psychological aspects of railway accidents. The training will be continued in 2019.

Education in the area of psychological aspects of rail accidemsluding Acute Stress Disorder (ASD) and-Posimatic
Stresdisorder (PTSD) is of a letggm character. In 2018, the Company organized the next stage of communication activities
designed to disseminate and promote the Résicident Psychological Support project and knowledge in this area. Our
activities in this a@a have also been recognized by the Responsible Business Forum, which discussed the PPS in its annual B¢
Practices Report.

Table50 Number of training hours for train crews employees and other employees directly involved tnaffaal
and rail traffic safety, as well as members of permanent rail commissions

Mz o Number of trainees in the year

Position training hours
in the year

Operator of rail vehicles on rail sidings, Traction vehicle oper:

Tractionvehicle operator assistant 24 4113 4,135 4112
Operator of special rail vehicles which are not intended to ma

. . . . . . 8 24 18 14
using their own propelling mechanism on actively used rail tre
Rail traffic controller 16 53 77 92
Control room employee 16 14 23 36
Train conductor 16 72 151 198
Rolling stock auditor 16 1,246 1,072 1,115
Shunting master 16 1,201 1,227 1,251
Switchman 16 622 706 752
Track supervisor 16 10 9 10
Points operator 16 56 68 59
Total 160 7411 7,486 7,639

Source: Proprietamnaterial
PKP CARGO as the patron of rail technology history

For 15 years, PKP CARGO S.A., as the largest Polish cargo rail operator and main patron of rail technology history, has be
YEAYGFEAYAY3T KAEGG2NAO NREfAy3d & wadhhs baeyl ctundirg,ojaindy] Witlk thealdcdb 2 LJI2 f
governments of Wielkopolskie Voivodship, the operations of more thany®dds old Wolsztyn Railway Roundhouse, which

has had the status of the Cultural Institution since 1 January 2017.

PKP CARGOSA adNR Y2 (iS4 G(KS NIAf GNIRAGAZ2Y&E 0@ 2NBFYyATAy3 (GKS
at I NB ¢ x hreahniddl évent featuring working steam locomotives, which attracts thousands of railway fans from
t2f YR YR FONRIRO® Ly H n migdEpendenceCalinidhie prdgrantbasedion Palish hidtaly 2
was prepared.
G{dzYYSNJ 6AGK { G §lavedcaiadal Yragiain Z8diéessed to children and entire families, which
popularizes historical and modern trains through education and fun activitesi B RSa / KFI o561 X (G KS
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carried out in the Museum Station, in the Wolsztyn, Jarocin and Skierniewice Roundhousefyrathe first time in

2018-in the OperAir Museum of Locomét @S a Ay “%Rdzzail 22t YINBRIYyAOS®
G¢2dzZNAA0G CNISE APESRE alLIBRUARE B H2dz2NAAd RSaGAYlFGAZ2Y LINE O
year over 10,000 people take a trip on retro trains as part of the program, which operates 40 trains. Besides a trip on a
historical train, the program also offerstatic performances, picnics, and local guided sightseeing tours.

The Oped A NJ a dza S dzY qityontairsithé largebt IPolish collection of historical rolling stock, including steam
locomotives, diesel and electric engines, passenger and freight wagons, snow plows and rail handcars. Some of the
steam locomotives are maintained in operating condition. They are used to operate tourist trains on the most
LIA Ol dzNB a lj dzS (i NVoikotiship. FHE Maseuth 2 1218 celebkaed 25 years of work as a museum.

PKP CARGO also cooperates with-piarfit community organizations working to protect monuments of rail history, as well as
the development of rail tourism and tourism promotion, by offering financial and technical support.

»

@429 w!'b ¢h 1 9[t¢é

la | oM gyREe /2YLIyeés tYt /! wDh LINRBY2dSa + KSIFHfdkKe f
locations in Poland and in different positions. The campaigns organized by the REneimgdly Company initiative also Ve

a positive impact on strengthening the work and life balance. In addition, it supports Employees in adoptsogipt@nd
help-oriented attitudes.

For a few years now, PKP CARGO S.A. has been carrying out a project entitled ARiemailygCompanywhich is
supported on three pillars.

sport and integration promotion of a healthy and active life style. Under this pillar of activities, team of PKP CARGO
S.A. employees take part in running initiatives, as well as marathon anthhedthon events organized in Poland and
across the world.
charitable- running, employees help beneficiaries of the foundations they work with. For three years now, the Company
has taken part in the national charitable event Poland Business Run, with the money paid as the entry fee in the run
going to a foundton supporting people with motor disabilities. The extensive geographical structure of the Company
lets it find runner employees in almost all locations in which the Poland Business Run is held.
symbolic/historical- commemoration of important anniversi@s and jubilees, celebration of significant events in
t2f YRQAE KAAG2NRBI 6AGK GKS YSY2NR 2F (Kz2a$S SgSyda Ayl
role was well served, for example, by the project 100 PKP CARGO RunnersforgwCeNtE 2 F t 2f F YRQ&

Year 2018:

200- employee participants across Poland;

1000- kilometers ran for the Independence Centenary (2 Employees ran the distance of 100 km)
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20- marathon participants in Poland and across the world
7 - cities in which 85 employees ran for charity to support the beneficiaries of the Poland Business Run Foundation

wlkAf CNBAIKG C2NBFNR FYR b2FKQa ¢NIAY

PKP CARGO S.A. is a member of the Rail Freight Forward, a coalition of European cargo rail transport compardes which h
undertaken to significantly reduce the negative impact of cargo transport on the planet and increase mobility through
innovation and better transport structure.

¢KS O2ItAlA2yQa FYoAUA2Y A& G2 Ay ONBebetler madtdecoroiit salBtior2fd NI
9dzNR LISQa RS@GSt2LIYSydao wlkAf CNBAIKG C2NBIFNR asSsia G2 Fad
across Europe to participate in the activities designed to achieve this change. For this pur@essmber 2018, the coalition
signed a Vision for Rail Freight 2030 and a manifesto, in which they have undertaken to significantly reduce the negative imp
of freight transport on our planet and mobility.

Y20 KSNI SELINBaaAzy -Gt KSR Oif R SINiIAI2ly a3 80t Alyd GBKS | dzy OK 3
and mobile work of art in the world. Designed by European street artists and inspired by the biblical tale, the work sgmboliz
hope that rail freight symbolizes for our commfuiure.
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HUMAN RIGHTS

In 2018, no risks related to exploitation of child labor or risks of exploitation of forced labor were identified in tEARK®
Group. Moreover, in 2018, no cases of discrimination, mobbing or sexual harassment were randtrae@roup.

Freedom of association
Table51 Trade unions in the Group in 202618

Item 2018 2017 2016
Number of trade unions in the Group [organizations] 179 174 172
Number of employees who are members of trade unifpessons] 17,973 17,637 16,937
trade union membership percentage ratio 76.0% 75.6% 73.0%

Source: Proprietary material
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Right to safe working environment

Table52 Number of accidents and accident ratio in the Group in 22068

Item 2018 2017 2016
Number of accidents at work [cases] 239 236 205
I OOARSY(G NIXidA2 w@:8 10.1 10.1 8.7

Source: Proprietary material

The PKP CARGO Group makes every effort to continuously increase the level of safety, with regard to the working environmer
as well as the cargo shipped. Usage of the fleet of unmanned drones resulted in increasing the safety level, as well as in
signifcant reduction of theft of the shipped cargo (by almost dvaf).

In its dayto-day activities, the Operating Group uses Unmanned Aerial Vehicles (hereinafter referred to as UAVS) to increase
the range of its observations in the field. This also allolwseovation of locations where theft may occur outside of the
hLISNIGAy3 DNRdAzLIQa NBIA2yd ! ! +& YIS Ad LkaarotsS G2 O GO
the drones.

A security audit of the areas belonging to PKP CARGO ohysedP CARGO pursuant to an agreement with other
Group companies. An analysis of the processed materials collected by UAVs and a security audit from the point of view
of the infrastructure located in the audited areas;

Prevention activities conductedd the sites of PKP CARGO units

Increasing the number of UAVSs in the fleet in response to bigger demand for utilization of the technology in various
areas managed by PKP CARGO;

Utilization of UAVs fitted with an RGB camera (which allows observation durirdatheor a thermal vision camera
(which allows observation during the night) to monitor train routes.

PREVENTION OF CORRUPTION AND BRIBERY %

In February 2018, PKP CARGO S.A. adopted and implemented a Code of Ethics.

TheCode of Ethics is one of the fundamental elements supporting the process of building
developing the organizational culture in the Company. The values and standards of conc
contains are desirable in any organization.

KKodeks

The Code of Ethics sets outethfundamental rules of conduct developed by th Etyki
representatives of PKP CARGO S.A., with the participation of its Employees and Client  rrecarcosa
as: reliability, cooperation, good management, safety, professionalism, moderi
transparency, responsibility angspect: these are the principles that employees should
guided by in their everyday work.

The main purpose of the Code of Ethics is to recommend attitudes and rules of conduct
workplace. The Code serves as a road map for the actions undertaklie® Company in the
relations with Employees, Clients, Suppliers, Competitors and with the social and ng¢
environment. The implementation of the Code of Ethics will improve the quality of
[ 2YLI yeQa aSNBAOSAa | yR A Enphgeesartl Cledts It vll-aks 2 0
SYyKFyO0S GKS 2NBFYyATFGA2Yy It Odz (§dzNBZ AYI . =
position in the Polish and international markets.

Since 2017, PKP CARGO S.A. has maintained anonymous reporting channels foDRAKP CAR! @ Qa SYLX 2&8SSa
to report an abuse/irregularity. The channels include: a dedicated hotline-rmaaieaddress and a traditional mail address.
Selected PKP CARGO S.A. employees have been trained to act as Value Leaders and andgthiice @ffide of Ethics, in its

full scope, will be implemented across the PKP CARGO Group.

<D PKPCARGO
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10.1.3 Policies and their results

Safety Management System guarantees not only a high quality of services and highly qualified staff, but also, above all, the
acceptable level of safety of the services.

The Safety Management System ensures:

the highest level of service safety without compromising its quality,

safety of the rail system participants (other rail operators, infrastructure administrators, subcamsict

collaboration with other rail operators and rail infrastructure administrators, to jointly achieve shared safety objectives,

a satisfactory level of safety indicators,

safe working conditions for employees and subcontractors;

compliance with raitafety standards and regulations,

prevention of accidents at the workplace and occupational illnesses,

continuous improvement of occupational health and safety, and continual improvement in this area,

ongoing identification and minimization of technicaldanccupational risk.
¢KS {IFSie t2tA0e RSQPSE21LISR o0& (GKS tYt /! wDh DNRdzLJ NBTFf !
rail traffic safety. The Policy contains, inter alia, a declaration of intentions, as well as outlines thegnedsahnd objectives
of the Safety Management System (SMS) and principles and core values pursued by the Group. It contributes to the
2NBIFYyAT FGA2yQa O2YYAUYSyd G2 ONBIGS FYR AYLNRBOS 62NJ] Si
solidify the culture of safety.
The SMS System operates on the basis of national and EU legal regulations in respect of rail traffic safety, andriementequ
which, if not complied with, will prevent a rail company from conducting its operatibms.SMS System represents a systemic
FLIINRZFOK G2 GKS /2YLIl yeQa 2NBHIFIYATIFIGA2Y YR &dz2LJSNIBBAAAZ2Y
The implementation and operation of the SMS System is confirmed by the Safety Certificate issued [ffjicéghef @Rail
Transport. On the basis of the Certificate, and having ensured compliance with other requirements, the Company may also
conduct independent shipment operations in the following 7 EU countries: Czech Republic, Slovakia, Germany, the
Netherlands, Austria, Hungary and Lithuania.
¢KS LlzN1}2asS 2F (GKS {a{ {eadSy Aa +tftaz2 (2 SyadaNB &dzISND.
together with maintenance services, the supply of materials and hiring of subcontractors.
PKR ! wDhQa FNBAIKG ¢+ 3A2y alAyiaSylryOS alyl3aSYySyid {&aidSy oa
supervision of activities designed to ensure rail traffic safety through keeping the freight wagons for which PKP CARGO i
responsible in gootechnical condition.
The System is developed by, and applicable to, a given company which conducts its operations as part of the rail sygjem. Havi
an MMS System in place and ensuring its proper implementation and operation is mandatory for all saterpsponsible
for maintenance of freight wagons; it is the condition necessary for conducting operations in that area. The Systentis subjec
to oversight by the Office of Rail Transport.
The MMS system has been implemented in PKP CARGO S.A. in 2Qd@nahescope of the system includes maintenance
of good technical condition of freight wagons as part of the main maintenance process, as well as auxiliary processes tha
ensure correct operations, such as risk analysis, management of staff competermmdsiooration with other enterprises (in
that regard, it is similar to the SMS System).

On the basis of the approved MMS System, in 2013 PKP CARGO received the Certificate of an Entity in ch

maintenance (the ECM Certificate) confirming @pproval in the European Union.

The certificate is maintained on the condition of full implementation of the principles and conditions of freight wagons
maintenance set out in national and EU laws.

Thanks to implementation of the MMS system and obtainihg ECM Certificate, at present PKP CARGO may conduct
maintenance of freight wagons on its own or subcontract their maintenance to other companies, including its subsidiary PKP
CARGOTABOR Sp. z o.0.

Without the MMS System and the ECM Certificate, the Campeould not be able to conduct activities in that area, and the
maintenance of freight wagons would have to be outsourced (PKP CARGO holds the aforementioned certificate).

The ECM Certificate is valid for 5 years, after which it is subject to renewaluirbat certificate expires in May 2021.
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Figure39 Policies pertaining to sustainable development

Policy area PKP PKP CARGO| PKP PKP CARGO 'I(;égl\(iﬁ)\lSAPLE[ CARGO EEPME'ST(E‘E ar
CARGO SERVICE CARGDOR | CONNECT BRANIEWO TABOR Al wt 2 L
- social matters (o5 (e akia=— (o5 (akia=— (o5 (akia=— [=aia—— (225
o — o — o — a— o — a— o — o=—"
- employee matters [=aiaey 5= [=aiaey 5= [=aiaey 5= [atiamn (=)
o — o — o — a— o — a— o — o=—"
- environmental (o5 (o5 (akia=— (o5 (akia=— [=aia—— (225
matters e o— o— — B— S —
o — o — a— o jV n] jy o — o=—"
-respect for human| [~ Bl Bl (Sl (e (] ) (el
rights o— o— o— f— o— f— p— n—
Dj? D:V o— a— Dj? D:V o— oa—
- prevention of Bl Bl (] (e (] ) (el
corruption and o— o— o— o— o— o— o
brlbery o _—7 o _—'7 o — o _—7 o _—'7 o— o—
t Yt /! wDh D Naggl dsbcialdzattefisO e
LYy @AS¢ 2F GKS tYt /! wDh DNRBdzL) / 2YLI yASEAQ LIzNEdZA G 2F (K

the consistency of the financing of social undertakings in the form of donations and sponsorship, the comagany h
implemented theRules and regulations for the financing of social undertakings in the form of donations and sponsorship in
GKS tYt /! wDh D.NBeduidse oftrizdegulaivislisNdistiddardize the procedures for examining requests
for donations and offers to provide sponsorship in the PKP CARGO Group, as well as to ensure a seamless flow of informatic
in this area. The rules and regulations define internal procedures for filing applications for donation or for replying to
sponsorship offes.

Social dialog in PKP CARGO S.A. is based on the stipulations of the generally mandatory laws, the Company Collective Bargail
Agreement and the agreements defining the mutual obligations of the parties to social dialog in the Company.

The significace and role of the trade unions in PKP CARGO S.A. are primarily determined by:

powers defined both in general laws and internal regulations,

participation in managing the Company through delegation of representatives to the corporate bodies (th#reeare
union representatives in the Supervisory Board and one in the Management Board),

high level ofunion membership among employees (around 84%).

The scopef cooperation with the trade unions in the Company includes in particular the following:
monitoring of the functioning, and laying down the direction of changes in the Company Collective Bargaining
Agreement,
agreeing the labor, incentive and company social benefits fund bylaws, as well as and participation in the distribution
of benefits fromthat fund,
participation in distribution of funds earmarked for salaries,
issuing opinions on the headcount,
consulting changes to organizational structures and framework organizational rules and regulations,
influencing the development of occupationaldith and safety conditions through participation in OHS commissions
and oversight over SIP,
supervision over provident and loan associations,
consulting the intent to terminate, dissolve or amend the content of the employment contract; agreeing upon the
changes to employment contracts of persons subject to special protection.
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The basic form of dialog are regular meetings aimed at discussing current issues of material importance to the emg

and the employees, which are held, in principle, once a month the plant level and once a quarter on the Compan
level.

The idea of partnership has been developed as a long practice of PKP CARGO S.A.; therefore, in 2018, the Company contint
activities to promote it, based on, inter alia, internal Best Practices of Social Dialog, developed jointly with theaBoeias P
during the PartnershiBased Dialog Workshop in 2017.

Seeking to ensure transparent principles of cooperation between the dialog parties, the Company updates its internal
NB3dzE  GA2ya oKAOK RSTFAYS (GKS NYz Soint wrk, thé Ay@dnierit of 14-FaUENS2E5Q  C
on mutual obligations of the Parties to Company Collective Bargaining Agreement was updated in 2018 for Employees of PK
CARGO S.A. Units.

The Company also creates conditions conducive to the disseminationupgihding of
knowledge, in its aspects which are important for social dialog parties. To this i '

representatives of the Social Partner are offered training courses devoted, inter alit &, KARTA

changes of the law in the areas having direct impact on jointgsses (revision of the trade] = rR6ZNORODNOSCI
unions act, GDPR). FORUM ODPOWIEDZIALNEGO BIZNESU
The Company became a Signatory of the Diversity Charter, coordinated in Poland b
Responsible Business Forum. Joining the Charter is a public expression of respect facyhe
of equal opportunities and the idea of equality in business, as well as acceptance T1or
differences and dissimilarities, membership

PKP CARGO SERVICE Sp. z 0.0.

¢CKS /2YLIl ye KIFa 0SSy 62Nl Ay3 2y | R2 LI A ybility CFRRPokcYihJKE TARGO A Y
{o9wxL/9 alLl | 2d2déd ¢KS @GlfdsSa 2F | &a20AFftfte& NBaLRyaai
operated in the Company (Integrated Management System, Safety Management S@Wsn Maintenance Magement
Systemaa{ 0 YR GKS /2YLIyeQa oeflga O0AyOfdzRAY3a GKS [ 62N
procedures (e.g. Anflobbing and AntDiscrimination Procedure), which must be followed by all employees.
In 2018, the Company2cY LJt SG SR Gg2 2dzi 2F GKS FTAGS AYLI SYSydlaAazy a&ai
for completion in 2019.
PKP CARGO SERVICE sp. z 0.0. undertakes several initiatives whose outcomes may be observed in both the social, as wel
employee, matters. These include:

Dialog with employees

Cooperation with trade unions, at the end of 2018, there four trade unions operating in the Company

Collaboration with Employment Offices

WSONHZA GYSYyd FyR GKS awSO2YYSYyR |y 9YLX285S¢ tNRIANFY

CARGOTOR Sp. a.o.

CARGOTOR Sp. z 0.0. has a donations and support policy. The Company. provides donations to social organizations ¢
participates in sponsoring activities.

PKP CARGO CONNECT Sp. z o.0.

In 2018, PKP CARGO CONNECT Sp. z 0.0. provided its employemsaiiibreefits which encompassed subsidizing holidays,
school aid and financing material assistance is also possible. Employees may also receive hardship assistance, living expen:
aid and a loan for housing needs. In 2018, the Company purchased disdaaiteay fares for its employees

Bylaws concerning financing social undertakings through donations and sponsorships in subsidiaries of the PKP CARGO Grc
were enforced into action.
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CARGOSPED Terminal Braniewo Sp. z 0.0.
The Company, based on agreements with the Employment Office and local sclwogémizes internships and practices to
reduce unemployment in the region and provide vocational training.

PKP CARGOTABOR Sp. z 0.0.

The Company pursues dialog with the trade uniatéch operate in the Company and represent the social element. It holds
regular meetings with them to analyze potential problems that may occur in individual areas and relevant prevention
strategies. The Company supports the activities of social labpedhsrs.

In addition, the Company operates the Company Social Benefits Fund whose purpose is to provide material support to
employees in need and also to ensure the integration antbegecrew.! & | NBadzZ G 2F &adzOK L2t AOA:
have gad relations with employees and trade unions operating in the Company.

PKP CARGO Centrum Logistyczne MegigkdzNI ¢ A O { LJd T 2 d2 ®

'a NBIFNRAEA a20Alf AadadzSasz Ay wamt GKS /2YLkyeée oS3ty G2
FLILX @Ay3 F2NJ LI NGAOALN GA2Y Ay (GKS dazx2 0 (A 2\SléAs pdrINF thisi A OS
collaboration, the Company organized vocational practices for students in 2018. At the same time, collaborating with the
t NI Syel tSWivLE BBAXOS Ay (GKS 4! OGAGFGA2Y 2F dzySYLX 2@8SR @2dz
LI NI 2F hLISNIGAY3I tNRINIYYS Yy24ft SRIS 9RdAzOI GA2Yy 5S8S@St 2L
agreement to organize a sironthsinternship for one unemployed person less than 30 years old has been concluded. Thanks
to such actions, we offer students and young people an opportunity to earn their first professional experiences.

AWT

¢KS 12¢ DNRAzZLIQA | LILINEIOK Ay GROAO2 YINREESHE WNR WSEALKIN 38 NB
/| 2RS¢d ¢KAA R20dzYSy i RA éofpdmted ddvernanckiturdl 2riviiommerit, yeBergyA and defied Y
consumption, waste management and prevention, sustainable developmegabtner of treating people, collaboration with
schools, occupational safety and health, support and aid, supportingpnafit activities, communicatioexternal relations

t Yt /! wDh DNRdzLIQa LR2fA0e NBfFIGSR (2 SYLX2eSS A
PKP CARGO S.A.

Employeaecruitment

In 2018, similar to 2017, internal and external recruitment processes were onghditionally, following activities were
organized within the scope difiree major programs:

The vocational internships program

The scholarship program

The summer internships program
In addition, new employees without professional qualifications were allowed to participate in an extensive training groject t
prepare them to work as a train driver, rolling stock auditor or switchman.
In addition, collaboration with local organizatioasd withthe Polish Ministry of Education to support employment in specific
facilities was continued.

Adaptation program

In 2018, the existing adaptation program was adjusted to the needs and expestatigelected groups of positions in the
Company: administrative employees, managerial staff andaaministrative employees. For employees in positions directly
associated with the transport process, a series of training sessions was updated to alowotbbtain required professional
qualifications Adaptation program results in decreased employee turnover.

Training and Development

PKP CARGO S.A. aims to obtain the status of a learning organization, using kn@anktégperiencdbased management and
various forms of professional development that would support the accomplishment of business goals.

In 2018the Company supported its employeegiostgraduate studiesforeign hnguage teaching courses were launched and
training in the form of dearningwas introduced
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Social activity and travel benefits

The Company Social Benefits Fund (CSBF) has been established at PKP CARGO S.A., based on the rules following from gen
applicable provisions of law and the Collective Bargaining Agreement (CBA. In particular, use of CSBF funds is granted
employeespld age and disability pensioners and members of their families.

Employees can take advantage of a widaging package of social benefitdeeting the expectations of employees halfway,

the possibility of cdinancing the stay of children in kindergamt® and nurseries has been introduced and is enjoying
considerable popularity.

Caring about employee health and comfort, the ability to use sport facilities, sport and recreational programs, FITPEBOFIT car
and other sports cards that allow access to a nemtif facilities nationwide has been added.

In 2018, the Company has made a CSBF charge for 39,909 eligible persons, including 17,253 employees and 22,656 old age
disability pensioners.

Employees and members of their families, as well as old agdiaakbility pensioners, are eligible for discounted travel services

in the form of preferential fares in trains throughout the country. The cost of employees purchasing a discounted tréael serv

for the second class is covered entirely by the employlees& benefits are offered pursuant to an Agreement of 27 November
HAamo 0SG6SSY %tY YR OFNNASNE 2LISNIGAY3T LI &aSy3ISNI NI Af
internal regulations.

In 2018, a total of 27,309 such benefits were hased, including:

for employees; 13,100,
T2NJ YSYOSNE 2F &pif 28SSaQ Tl YAftASa
for old ageand disability pensioners from the railway sectat2,088.

Every year several hundred people (265 applications in 2017, about 300 applications in 2et&)e to purchase an

international ticket, which allows them to travel around Europe and selected countries in Asia and even Africa f
token fee.

PKP CARGO SERVICE Sp. z 0.0.

Since its foundation, PKP CARGO SERVICE sp. z 0.0. has been pursumgspaeent employee affairs poliche Company
implements its own policies and regulations, based on those in force at the Group. These policies and regulations are knowr
to all employees of PKP CARGO SERVICE sp. z 0.0. and getting acquainted with them is part of the onboarding process.

PKP CARGO SERVICE Sp. z 0.0. undertakes a number of initiatives in the employment area. These include, among others:
Employee health protectioq a pilot tickborne encephalitis vaccination scheme commenced, focusing on employees
particularly exposed to coatt with the virus.

Supporting employee passiog®rganizing participation in the Open Polish Railway Alpine Ski Championships
Training.

CARGOTOR Sp. z 0.0.

At CARGOTOR Sp. z 0.0., the subject of social relations is also regulated by documents ameldaytgwte labor order and
discipline, in which the principles, duties and rights resulting from employment and the position held in the Company are
defined. Those documents include the Labor Bylaws#otibing Policy and Organizational Bylaws

PKP CARGBGCONNECT Sp. z 0.0.

At PKP CARGO CONNECT Sp. z o.0. the rules for improving employee qualifications apply, defining the manner of and eligibi
of employees for raising professional qualifications. As part of the employee development policy, thénfplforms of
gualifications improvement are implemented:

bachelor, master and pogjraduate studies,
training courses,

foreign language learning,

other forms ofqualifications improvement.

123



PKP CARGO GROUP
@ pl(PCARGO MANAGEMENT BOARD REPORT ON THE ACTIVITY OF THE PKP CARGO GR

FOR THE FINANCIAL YEAR 2018

''OGAGAGASAE FTAYSR G AYLINRBQOGAY3I SYLX 28SS 02YLISGSyOSa I NS
refers employees to courses and training on its own in order for them to improve qualifications and obtain authorizations to
perform assigne duties.

CARGOSPED Terminal Braniewo Sp. z 0.0.

The following documents are in effect at the Company: Labor Bylaws, Remuneration Bylaws and CSBF Management Bylaw
containing the rights and duties of the employee and employer, Company rules concernikiggviime, leave, employee
liability, remuneration, work organization and order, occupational and health safety, and preventing discrimination.

PKP CARGOTABOR Sp. z 0.0.

The policy applied in the area of employee affairs is basically reflected is thpd@uof a Collective Bargaining Agreement as

the basic document regulating the issue of remunerating employees. The CBA comprehensively regulates issues related t
settingthe remuneration, jubilee bonuses, retirement benefits and any other employeefiienia addition, the company has

Labor Bylaws, as well as detailed regulations related to bonuses, in effect.

Of note is also the establishmentofan AMfi2 6 6 Ay 3 / 2YYA (G088 gKAOK A& |y SELINBA:
in fighting mobbings a pathology in employee relations.

As a result of such policies, all conflicts related to legaleanployee relations are minimized.

PKP CARGO Centrum Logistyczne MeghpkdzNJ g A O { LId |1 220

The Company has a Collective Bargaining Agreement. Thgaognpromotes equal opportunities and equal treatment, and
hires, supports and remunerates employees basedhairtqualifications and skKills.

The Company recognizes the essential right of all employees to establish trade unions and elect their rejpreseateat also
strives to engage in sincere and trdmised cooperation with employee representatives and to balance the interests of both
sides.

Issues related to occupational health and safety are found in internal Company regulations, nameiliebiy€ Bargaining
Agreement, the Labor Bylavesmid the Occupational Health and Safety Management System.

Systematic training, inspections and reviews are carried out in this respect. In addition, employees attend regular first pre
medical aid training that tas place at the Company site for extra facilitation.

The Compnay ensurascial benefits to its employeasder the Company Social Benefits Fund. Additionally social care can be
extended to every old age or disability pensioner.

AWT

Employee affairs are nrdy described in the Collective Bargaining Agreement.

Some of the rules arset out in the Code of EthicBWT enforcedx ! 2 ¢ wdzf Sa 2F . SKI @GA2NJ | YR
document is one of the foundations of the organization. It defines the rulesmgfloyee conduct, including conduct outside

the organization and between employees. It sets out the essential principles of professional and appropriate approach of
employees to various nestandard situations. It defines standards that strengthen the oesgbility of employees for their
actions and resulting consequences.

The purpose of that document is to provide employees with tips on how they can behave appropriately in specific, ethically
difficult or complicated situations.

t Yt /! wDh D Néagzl iQraturblanvidorOnent

The environmental policy adopted by the Group is a consistent feature of PKP CARGO S.A. policy regarding the Integrate
Management System (IMS) and includes:
protection of the natural environment through the promotion and ilementation of ecefriendly forms of transport
and prevention of pollution,
reasonable use of raw materials, other materials and energy and water in accordance with the legal requirements of
environmental protection and sustainable development,
raising awaeness of responsibility for the quality of the natural environment among employees.

The application of those policies results in:
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safe transport of goods by rolling stock that meets environmental requirements;

investments in the procurement of new rollirsgock and modernization of used stock, in the maintenance and repair
facilities, and in rolling stock diagnostics equipment, which helps maintain high standards of rolling stock maintenance
and protect of the environment against possible consequencesllifig stock breakdowns and accidents;

compliance of the performed activities with applicable legal provisions;

minimizing the impact on the natural environment, reduction of the amount of substances and pollutants emitted to
the environment;

the environnental awareness of our employees is growing every yetirey are regularly trained according to the
environmental hazards which thdgce in their working stations

CARGOTOR Sp. z o0.0.

CARGOTOR Sp. z 0.0. does not have specific internal rules regardingmental protection. The Company applies generally
applicable rules, including annual reporting of used materials, solid and liquid fuels.

PKP CARGO CONNECT Sp. z o.0.
The environmental policy adopted by PKP CARGO CONNECT Sp. z 0.0. includes:

complance with all legal requirements essential for the environment, including laws, regulations and administrative
duties concerning environmental protection,
systematic identification of threats and significant environmental aspects,
attempts to eliminateor minimize the occurrence of threats to the natural environment,
reasonable use of and saving water, energy and fuels,
reduction of pollutants emitted into the atmosphere,
ecofriendly waste management in accordance with the requirements of environnhéstg
raising employee environmental awareness through appropriate information and training.
Effects of complying with the environmental policy:

compliance of undertaken activities with effective legal and other provisions

reduction of impacts omatural environment; monitoring environmental aspects,

increasing employee ecological awareneswganizing internal training for employees responsibledovironmental
protection tasks

CARGOSPED Terminal Braniewo Sp. z 0.0.

The Company has implemted and complies with procedures that define the rules of hazardous anehamardous waste
management. Reports required by law are filed and environmental fees paid.

PKP CARGOTABOR Sp. z 0.0.

The company applies policies aimed at intensifying its aiets/for the implementation of procedures regulating the broadly
understood environmental protection issues. In addition to the appointment of the Chief Specialist for Environmental
Protection, the Company has implemented a number of regulations in the, aneduding: the procedure for scrap
management, the waste disposal procedure, conditions for the sale of slag, conditions for the sale of waste wood.

The effectiveness of applying the abewentioned policies is confirmed by absence of any sanctionsmplaints regarding
violation of environmental protection regulations.

PKP CARGO Centrum Logistyczne MegigkdzNI ¢ A O { LJ®d I 2 d2 @

As part of its environmental policy, the Comgamodernized a gas boiler rooamd installed solar thermal collectors thate
environmentally friendly, allomg the Companyto decrease the costs of heating utility water and premises. In addition, in
2019 the Company plans to modernize the gas boiler room at the Production Organization .SEatianodernized boiler

room will meet the requirements of effective provisions and allow employees to work without interruption in the winter
season. Completing the investment will cause a decrease in the quantity of gas consumed per month by 20% and lower the
costs of operating the boiteroom (employees previously tending the boiler room will be transferred to operating-a six
chamber defrosting facility in Medyka).
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the procedure for identifying, registering, assessing the significance and updating environmental and energy issues anc
maintaining continuity in setting environmental targets and programs (in the environmental management system, EMS), and
for setting energy targets and action plans (as part of managing energy issues).

t Yt /! wDh DNRdzZLIQa L}2fAOe NBfIFGISR (2 NBaLISOGAy3

Humanrights: equality regardless of sex, prohibition of discrimination, freedom and personal inviolability, the right to privacy
and protection of personal data and freedom of association and freedom of opinion raferance point for Polish laand
formthegroundsF 2 NJ G KS | OGAGBAGASE NBfFdAy3 (G2 GKS SyLiXt 2e8S$SaqQ | ¥F

PKP CARGO S.A.

PKP CARGO S.A. treats developing proper interpersonal relations and ethical behaviors in the working environment as
priority. Considerable attention is paid to monitoring and effectively fighting all instances of mobbing and other forms of
employee disdmination through the introduction of a number of organizational, legal, informational and cultural measures.

Thereare AniY20 0 Ay 3 / 2YYAGGSSa FyYyR ¢NMzadSSa a4 GKS /2 YL

to on a confidential basis in anynatter that involves undesirable behavior. The Trustees cooperate with the Eth
Officer.

The antimobbing principles found in the Labor Code have been reflected in adopted internal regulations, forming the core of
0 KS / 2 Y LImgbditypolityyThebligation to prevent mobbing has been introduced into labor bylaws of PKP CARGO
S.A. organizational units.

Particular attention in the mobbing prevention policy is paid to preventive actions, especially as regards education and
information. To this endemployees and especially managerial staff are trained and the issues of mobbing and protecting
against instances of mobbing are included in OHS training-rAaileaddress is also available to which instances of mobbing
can be reported, and employees aregt informed on this topic via the PKP CARGO intranet site.

oYL 2858848 OFy Ft&az2 NBLR2NI ANNBIdzZ I NAGASaE 2dziaiRS GKS 2N
GAGK Iy SEGSNYyIFt a9iKAO& | 20f Aybfg instafcesias well ds 2tifical iregllariyies 32l dza
corruption, conducts explanatory investigations and organizes training.

PKP CARGO SERVICE Sp. z 0.0.

Social human rights, which include the social protection right and employment rights, includingrahéition of
discrimination in employment, the right to decent working conditions and fair and equal remuneration for work of equal value,
as well as the right to organize and strike, form the foundation for the aforementioned regulations and procapplieable
at Company.
The Integrated Management System at PKP CARGO SERVICE sp. z 0.0. guarantees strict compliance with occupational he
and safety rules and the privacy of employee personal data, while bylaws and procedures clearly spell outeerighits/and
obligations. They also protect their interests by ensuring equality and prohibiting discrimination.
In addition to the Labor Bylaws, Employee Remuneration Bylaws, Bonus Bylaws, Social Benefit Fund Bylaws and Occupatior
Health and Safety Bylss, the Company has also adopted other regulations and documents protecting employee interests,
such as for example:
Gwdzt S& FT2N) O2yRdzOGAYy3I SELX FylF{i2NE Ayo@dSadAadalridazya 02y
(L 1T 202 dé¢
dwdz S& F2NJI AYLINRPGAY3I LINPFSaaAz2ylf ljdzZ t AFAOFGA2ya F2NJ
& ! yribbbing and Antiliscrimination Procedure

CARGOTOR Sp. z.0.0
CARGOTOR Sp. z 0.0. has anmalibing Policy to prevent instances of mobbing.
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PKP CARGO CONNECT Sp. z 0.0.

As part of building a lonterm subcontractor management policy, PKP CARGO CONNECT SP. z o0.0. has adopted the Code
Conduct with Suppliers. The Code sets minimum standards of conduct for suppliers and subcontractorsng€otivities
on behalf othe CompanyThis Code specifies the key values that the Company follows in cooperation with its subcontractors.

This is aimed at:

consolidating the positive image of PKPCC as a company from the TSL sector,

building the percption of the Company as an entity that cares about standards in relations with its customers and
subcontractors,

verify and assess rail operators according to IMS procedures, identifying and managing the risks related to social,
environmental and ethicdhctors;

CARGOSPED Terminal Braniewo Sp. z o.0.
Effective regulationgclude principles designed to prevent instances of discrimination.

PKP CARGOTABOR Sp. z 0.0.

All operations of the Company are conducted with deep respect for all human andgtitél. The Organizational and Legal
Office exercises ongoing supervision over ensuring compliance of regulations and procedures in effect with the entire list of
human rights laid down in the Constitution and appropriate international regulations. Thel@mee Commission carries out
RSGFAETSR lyrteasSa 2F AYGSNYylFf LINRPOSRdz2NBa (G2 StAYAYLF.GS GFk
As a result of the aforementioned policies applied in the Company, the risk of occurrence of human rights violations has been
effectively prevented.

The Company has an Amiobbing Committee in operation to prevent and explain behaviors amounting to ngbn
GAYGSNY It O2yiNRt LRaArAdAaz2yé gt a SadlotAakKSR (G2 O2yRdzO0
principles by all Company units.

Additionally the Management Board, supported by the Organizational and Legal Office,qssyattgntion to all signals that

prove or might prove any potential or actual violations of ethical and legal principles.

PKP CARGO Centrum Logistyczne MeghpkdzNJ g A O { LIJd 1 22 o

Respect for human rightsin this area the Company applies mandatory ps@mns of law, in particular the Labor Code and
internal regulations in the form of Labor Bylaws.

Provisions of equal treatment are posted on notice boards, allowing all employees to become familiar with them. The Company
treats all its employees with diglg and respect and does not tolerate verbal abuse, physical or mental compulsion, or any
form of discrimination due to sex, ethnic origin, membership in organizations etc. Provisions included in the Labor Bylaws an
additional information posted on the nice board advise employees that they are able to file a complaint with the President

of the Management Board, if necessary.

AWT

vdzSaidAzya aa20AF SR gAGK NBaLSOGAY3a KdzYly NARIKGA | NB RS
to in the section discussing the policies applied by the PKP CARGO Group with regard to employee issues.

t Yt /! wDh DNRdzLIQa L}R2fAO& NBflFISR (2 LINBGSyiGAy3
PKP CARGO S.A.

On 1 January 2018, the Decision of President of the PKP CARG®@asafement Board of 31 October 2017 entitled
Gt NPOSRdzNBE 2F 5SIfAy3a gAGK / 2NNHzZIi A2y wAala Ay tYt /! wDFr
the manner of reporting cases of corruption or suspected corruption;
registration of corruption events;
dealing with identified cases of corruption;
dealing with persons reporting cases of corruption;
informing the Management Board about cases of corruption;
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reporting cases of corruption to law enforcement agencies and cooperation with such agencies;

analyzing cases of corruption;

preventing the recurrence of cases of corruption;

cooperation with stakeholders, partners, business partners and administration institutions;

O22LISNF GA2Y S6AGK tYt /! wDh {®! dQa8 AYGSNYIf dzyAlGaod
The procedure applies to all PCARGO S.A. employees and persons sitting on the Management Board. In addition, the
procedure regulates the whistleblower status, as well as the gift acceptance and offering policy.
The anticorruption policy is implemented via the Procedure for Dealiity Corruption Risks at PKP CARGO S.A.
tYt /!wDh {®!' & ILILINBOAIGSaE (KS LRAAGAGS STFTFSOla 2F HKA;
decided to introduce organizational solutions for the needs of whistleblowing, giving empldyeee$sibility to decide how
to report a corruptive incident. It is the employee who makes the decision whether this report should be made anonymously
or not, and should consider the benefits of both methods before they make the decision. For the empkfereport is
important as it draws attention to the possibility of occurrence of irregularities which should be corrected as sooniaalgeact
using appropriate tools.

PKP CARGO SERVICE Sp. z 0.0.

PKP CARGO SERVICE Sp. z 0.0. does not have R 8ifglazy Sy i g KA OK 02 a2 RNIABII O SRR O
Company complies with the laws in effect, as confirmed by the certificates and licenses held, results of extemakaaid i
inspections carried out.

However the Company has in plawemerous bylaws, policies, management system procedures and adopted rules of conduct
GKAOKSTZ AYLX SYSYGSR Ay (KS /2YLIlyeQa 2NBIYAT knibdul gkolefCS (i NXz
application and the SAP ERP system, aim at the ptieveof dishonest practices.

PKP CARGO CONNECT Sp. z o.0.

PKP CARGO CONNECT Sp. z 0.0. is committed to conduct its operations honestly and in compliance with law and effect
regulations. The adopted code is aimed at maintaining the trust of customapgees, state administration bodies and the
public.

The code consists of two parts:

defining the principles of conducting business activity,
defining the principles dfiuman rights and social justice.

CARGOSPED Terminal Braniewo Sp. z 0.0.

Internal procedures include established rules for verifying contractors and drafting business proposals and offers on the basis
of cost calculations and guidelines for a particular years. The business proposals and offers are recorded. The movement ¢
goods is dahed and regulated by permits issued by customs services and recorded in a separate electronic warehouse
software, preventing unwanted actions by separating access rights.

PKP CARGOTABOR SP. Z O.0.

'y GAYUGSNYyFt O2ydNEft idedaf@ahnd preeyitipotentialiand ®xisting dsksAnitifis Quka. lin &ddition the
Company pays considerable of attention to cooperation with all competent state authorities appointed to prosecute this
phenomenon. As a consequence there are no signals pgimtioccurrence of corruption in the Company.

PKP CARGO Centrum Logistyczne MegigkdzNI ¢ A O { LJd I 2 d2 @

Fighting corruption is a very important task for the Company, reflected in internal regulations. One of the basic d&@s of e
employee ignaintaining the confidentiality of information which could prejudice the Company if disclosed. Each employee is
20t AFSR (2 NBFTNIAY FNBY dzyRSNIF{Ay3 O2YLISGAYy3a | OGAGAGAS.
enterprise secretat PKP CARGO Centrum Logistyczne MelydkeN: ¢ A OF {LJd I 2d2d ot gaé |
Company employees have signed rzompetition agreements for the duration of their employment relationships, which to
some degree guarantee their ethidathavior towards the employer.

By preventing corruption and unethical behavior, the Company particularly prioritizes care for customers and their satisfacti
with provided services. Our design to is to improve the quality of service, partner relatopred, teeatment, fulfilling the terms

of contracts with customers (timeliness, quality), and transparent business cooperation. The Company offers customers
reliable information through its website, transshipment offer, transshipment contract, phone calls-arail correspondence.
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as compliance with the effective provisions of law (competition and-=uathopoly policy, bribes fastate officials), conflicts

2F AYyGSNBalta o6SYLX28SSQa LISNER2ylt AyGdSNBadz | O0OSLIFyOS
offering gifts and entertainment, relations with suppliers).

10.1.4 Due diligence procedures

PKP CARBS.A. undertakes ongoing efforts to ensure that assigned tasks are effectively completed and legal provisions are
complied with.

Internal regulations introduced in the Company are adjusted to current business needs and must be consistent with mandatory
provisions of law. At the same time, the use of good practices by the Company contributes to improving the standards of
conducted activities and increases the qualifications and competences of human resources.

Systematic risk assessment, including in fetato social, employee and human rights issues, allow to identify threats early
and keep their consequences down to a minimum.

The human resources management area is subject to a system of internal audits, part of the Integrated Management System
whichallows to identify processes, ensure their compliance with assumed requirements, and implement improvements.

10.1.5 Risks related to Group activities and managing these risks

On 25 September 2018, the PKP CAR@OMinagement Board adopted esolution onA y i N2 RdzZOAy 3 GKS dawAh
t2tA0&8 Ay tYt /! wDh {®! ®¢ tdzNAdzryd (2 GKS NBaztdziaz¢s OK
was to link the Investment Plan being developed to existing, high risks, and make the pracedterible. The Security and

Audit Office has been takes with exercising supervision over the implementation and execution of the provisions of the Policy

The basic task of the PKP CARGO S.A. Supervisory Board Audit Committee (SBAC) is to examieetrthes cand
effectiveness of carrying out internal financial audits in the Company and monitoring the effective operation of intetra) con
internal audit and risk management systems. The Supervisory Board Audit Committee assesses the risk masggtement

The PKP CARGO S.A. Management Board is responsible for risk management on the basis of the strategy adopted by the F
CARGO Group, and primarily defines the directions of development and makes decisions regarding risk handling plans.

The Unit or Bpartment Director is responsible for risk management in the reporting area. Its tasks include:

identifying risks related to activities,

analyzing and assessing the risks,

and then comparing them with expected results.
Depending on the comparison rd&iobtained, actions are taken to either retain the status quo or reduce the risk level. PKP
CARGO employees are obliged to comply with the provisions of the Policy within the scope of their powers.

The Policy designates a Risk Leader whose task is tdicate all matters associated with risk management. Gathering and
analysis of information and subsequent reporting to the Management Board and Supervisory Board Audit Committee.

Particularly important risks have been subjected to special monitoring. k&ard to the risks indicated by the Management
Board Members, indicators illustrating the risk level have been designed. 25 indicators are currently monitored. Once a month
the Management Board receives a report which presents the indicator levels &heatert and catastrophic), the trend of

each indicator and information about the causes of deviations and actions taken by the risk owners in connection with the
deviations.

The indicators in most cases are of quantitative nature and present informatfooh is verifiable and obtained without
ddzadlF AyAy3 dzyRdzS O2ada FTNRY tYt /! wDh {®! ®Qa L¢ aeadsSy
monitored indicators depending on information needs. The policy has been developed on the basipr@iviilsions of the ISO
omnnn awAal YryFr3aSySyidé adlyRFENRO®

The risk assessment process takes place at least once a year, as parassastiment. During the assessment, risk owners
identify the risks in their area and the information assets with regarthé risks associated with information security and plan
actions aimed at reducing the risk level if it is unacceptable. If there are important circumstances affecting the rishdevel

risk owner should carry out a selfsessment before elapse of opear.

The assessment process takes place in 3 stages: it starts with risk identification, then the risk is analyzed and the result
obtained are compared with the expectations, which determines the next steps regarding the risk handling. The risk may be
accepted or the risk owner prepares a Risk Handling Plan.
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With regard to the risks associated with information security with regard to assets which have been found critical by their
owners, Business Continuity Plans are developed. The asset owner issid@dor maintaining, updating and testing the
Plan. The cyclical nature of the process assumes its continuous changes aimed at improvement.

lY2y3 GKS YIFGSNRAFE Nrhala Faaz2O0AldSR 6A0K (KS SyéhbulddisRa 2L
Social dialog

Social agreements concluded and honored by PKP CARGO S.A. Social Partners, among which particular importance is attac
to the Agreement of 14 February 2005 on mutual obligations of parties to the Collective Bargaining Agreement involving
employees emplogd by PKP CARGO S.A. facilities, form the foundation of collaboration and social dialog in the Company.
Informing the employer and staff about important matters, including regular meetings with trade unions, allows early
identification of issues posing &k to Company activities, prevents conflicts and disputes and ensures that business processes
can be performed without social disturbances.

Representation of employees in PKP CARGO S.A. corporate bodies increases risks related to information rotedsion,

has a positive effect on Company management since it allows staff to identify with corporate objectives, increases
responsibility and the level of economic awareness among employees and offers a realistic assessment of possibilitygof meetin
trade union demands.

Various initiatives and actions undertaken to develop the partnership idea contribute to increasing the level of sogal dialo
and have a positive impact on business processes in the Company.

Social policy and discounted transport services

One of the core objectives of the human resources management area is ensuring necessary human resources for Compan
needs.
In 2018internal and external recruitment took place. To that end, efforts on implementing systemic solutions to underpin the
hiring of new employees were intensified. These efforts fell within the scope of three major programs:

Vocational internships program,

Scholarships program

Summer internshipprogram.
In addition, collaboration with local organizatioasd the Polish Ministy of Education to support employment in specific
facilities was continued.
ANAYLRNIFYyG YSIFadaNB al FS3dzr NRAy3 GKS /2YLIlyeQa AyiaSNBadGa
Company. Considering the need to adjust the regulations in effect at the Company to industry standards and the fact that the
Company as aublicly traded entity should take care to observe the highest standards of information protection, new rules
prohibiting competitive activities have been designed. Their purpose is to eliminate or considerably mitigate the risk of
disclosing informatiorssential for the Company.
In addition, there are plans to make the amount of compensation and duration ofgroptoyment norcompetition clause
dependent on the term of employment in a position subject to the clause.
The distribution of monies from theothpany Social Benefits Fund (CSBF) with the participation of staff representatives is an
essential feature of extrgalary benefits system in effect at the Company and contributes to satisfying the social and living
needs of employees, former employees andmbers of their families. As PKP CARGO S.A. employees are able to manage the
CSBF independently based on corporate bylaws, social assistance can reach those who need it the most, taking into accou
local considerations.
Likewise, eligibility for discaited transport fares, a historic feature of railway companies, has its important place among non
salary factors motivating Company employees at the recruitment stage and during subsequent integration between the
enterprise and its personnel.

Anti-mobbing mlicy

The legal regulations adopted at PKP CARGO S.A. contribute to an organizational framework attempting to limit instances o
Y200AY3d YR RAAONAYAYLFGA2Y |G GKS /2YLIlyez LINB@GSyid O2yT¥
Anti-mobbing Committees and Trustees, supported by the Ethics Officer and the information and training policy, serve as the
effective foundation for preventing mobbing and other discriminatory practices in the workplace.

Natural environment

Key risks in the ared environmental protection:

the risk of failure to comply with the legal requirements as regards environmental protegtios legal and financial
consequences (fines, reclamation costs, increased environmental fees) in the case of identificatiorcofmpliance
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by environmental potection inspection authorities) negative impact on the image of the organization, in the case of
identification of irregularities, environmental contamination, use of the environment without the required decisions,
permits, authorizations and filingsid without the required waste records and reporting;

the risk of failing to meet PEN ISO 14001:203%brequirementsg discovering a critical neaoompliance during a third
party audit and loss of IMS certificate as regards theeRNSO 14001 standard

EM NEYYSyYyid NrR&ala KIFIPGS 6SSy RSTAYSR Ay GKS atyYt /! wbDh {d
processes such as managing emissions into air from technology processes and burning fuels in installations and equipmen
managing equipment cdaining substances that deplete the ozone layer and fluorinated greenhouse gases, managing water
and sewage, managing produced industrial and municipal waste, managing noise emissions to the environment, managinc
green areas and taking action in case ahdge to the environment. Risk handling plans have been designed for environmental
processes that require actions to be taken.

Preventing corruption and bribery

Minimizing corruption risk takes place through introduction of a Procedure for handling ¢mmupsks and through
introduction of whistleblower status and appointment of a Compliance Officer responsible for clarifying irregularities.
Whistleblowers may be recruited from among both PKP CARGO employees and persons/entities outside the Cormipany whi
cooperate with it (customers, business partners, suppliers etc.)

>
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10.2 Representation of PKP CARGO S.A.

Following is theRepresentation of PKP Cargo S.A. on #imancial information for 2018(hereinafter referred to as the
Representation), forming a separate part of the Activity Report of the PKP CARGO Group (hereinafter: the Group, the PK
CARGO Group) and including Harancial information concerning PKP CARGO S.A. (hereinafter: PKP CARB&any) for

the period from 1 January 2018 to 31 December 2018. The Representation is based on the guidelines recommended by th
IIRC (International Integrated Reporting Council), guidelines of the GRI (Global Reporting Initiative) and takes intatmmmside
provisions of the Accounting Act of 29 September 1994.

The Representation includes ndinancial data which have been prepared as a result of a dialog conducted with the

[ 2YLI yeQa aitl (1 SK2f RSNARAZ aK2gAy3d Ydzifidandial aNGSnbrinanti@ sspects of iR A Y
activity.

In its nonfinancial reporting, the PKP CARGO addresses the following issues:

<«» PKPCARGO

XXX

NATURAL EMPLOYEES SOCIETY HUMAN PREVENTION OF
ENVIRONMENT RIGHTS CORRUPTION
AND BRIBERY

For the PKP CARGO, Horancial reporting is an opportunity to present to its stakeholders a broader picture of how the
company value is created. Although difficult to estimate and measure, in the longer term thesEnaonial data translate
AyGa2 FAYLFYOAILt YR 2LISNIdA2yIlt NBadZ Gad ¢KS DNRdzZIDa 2062
devdopment activities are presented below.

A We care about the environment better quality and efficiency, more environmentally friendly operations

A We care about employees professional human resources, committed employees

A We care about society> supportfor culture and tradition, better brand recognition

A We care about respect for human rightsreliable and recommendable employer

A We care about prevention of corrupticand bribery-> trustworthy, ethical employer, safe workplace
In 2018, PKP CARGO %:és recognized for its operations and achievements in sustainable development. This is reflected in
the many prizes awarded to the Company, including:

Leader of Intermodal Transport

KP CARGO S.A. and PKP CARGO Cce
i 1 y S Spat do: redeies
[ SFRSNJ AYy Lydast
OFrdiS32NRASa awl .
- AYSNI CSNYAY L &3

< »wuw
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The Transparent Company of the Year

¢CKS G¢NI yaLIl NByd /2YLIkye 2F GKS | WYROZNENE
FyR {420} al N} Si al 3FTAYS atl NJ mi‘;’yﬁ
Accounting and Taxes. The purpose of the ranking is to find the | -
transparent companies from among the companies of the three main indi | S
(WIG20, mWIG40 and sWIG50), based on a quasdioe survey covering suc bR {F oo
areas as: financial statement and reporting, investor relations and corpc | — — — -
governance.

10.2.1 Description of the business model

tYt /!wDh Aa t2flyRQa fI NBSA&aI

Ly
ltownsthe biggesF f SSG 2F NRffAy3a aG201 Ay t2fFyR® ¢KS /2YLI yeQa
FNBAIKG ONFYyALRNI® tYt /! wDhQad NBGSydzS FNBY NI Af (NI yalLlk
[ 2YLI yeQa G2Gluée. 2LISNI GAy3I NBGSyYy

___ Business model

Resources

The PKP CARGO Group holds necessary resources to provide
SYor, cargo rail transport services and ancillary services
fm complementing its comprehensive transport offer. The Group
expends all efforts to achieve, and invests in the improvement
ROLLING TERMINALS I HUMAN of, the qualityof its services.

STOCK CAPITAL

Key Suppliers

The key suppliers of the PKP CARGO Group are responsible
= for the rail infrastructure, fuels and electricity. PKP PLK is

§ E ) responsible for the condition of the rail infrastructure used

08 (GKS DNRdzZLIQa NRffAy3dytheliz2 O]
Group are powered by diesel fuel and traction power.
WRRASTRUCTURE | minater prices e Electricity is delivered by PENERGETYKA. All the factors
FECULATER PrICES listed above have an impact on the costs of the PKP CARGO

KEY SUPPLIERS KEY SUPPLIERS

S s rosamer o D N dZLIQA @ SNIBDA OSa @

Clients
=1
% @ ’% ' On
N X Ty
HH]]EIH =<
| POWER COAL MINES STEEL MILLS | OIL INDUSTRY AGGREGATES
PLANTS PRODUCERS

tYt /! wDhQa {S& Odzaéi2YSNBR AyOfdzRS adSSt YAattazx O021Ay3 LA
CARGO collaborates with the largest Polish and global groups, including ArcelorMittal, PKN Orlen, PGNIG, Lafarge Group, Az
Group, W & 0NJ toallt {LBsO1lF 2t3t26lx 2t3ft2121aX 9ySI DNRdAzZLI
International Paper. The contracts with these business partners are regularly renewed, which confirms the high quality of the
transportation services praged by PKP CARGO.

Group employs competent employees with extensive experience, who ensure the highest quality of services and form the
foundation of he Group's operations. As at 31/2018, the Group employed over 23 thousand employees.

¢ KS DNEP drioi® are 2asadd direlations with key suppliers, in particular contracts for access to rail infrastructure,
traction power supply, property leasing, diesel fuel sales and rolling stock repair and modernization.
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10.2.2 Key no#financial effectivenessndicators connected with the operations of PKP CARGO S.A.

NATURAL ENVIRONMENT
Key environmental indicators

Table53 Electricity consumption by PKP CARGO S.A. inZIl%H

Electricity Quantity of consumed energy [MWh]

Traction energy 673,043 616,394 597,922
Nonttraction energy 21,850 22,436 22,714

Source: Proprietary material

Table54 Air emissions by PKP CARGO S.A. in201%

Total emissions [t]

Substance emission

Sulfur dioxide 4,347 1,097 1,075
Nitrogen dioxide 8,938 2,912 2,641
Carbon oxide 553 516 484
Carbon dioxide 616,780 495,134 482,575
Dust and soot 398 190 189
Total hydrocarbons 184 156 118
Other 42 34 16

Source: Proprietary material

Table55Waste produced by PKP CARGO S.A., by type and volume, i{BQA®L6

Waste volume [t] Waste volume [t] Waste volume [t]
in 2018 in 2017 in 2016

Name of waste Waste code inventory at the end of
Preceding Reporting Preceding Reporting Preceding Reporting
period period period period period period

Slag, bottom ash and boiler dust (excludil
boiler dust mentioned in 100104)
Wastes from tu_rnlng and sawing of ferrou 12 01 01 39.8 149 594 39.8 1216 594
metals and theialloys

Other engine, transmission and lubricatin

100101 63.0 49.4 162.3 63.0 93.8 162.3

oils (lubricants) 13 02 08* 22.4 8.2 25.6 22.4 225 25.6
Worn-out clothes and cleaning cloth 15 02 02* 9.3 15.8 13.7 9.3 9.5 13.7
Ferrous metals (scrap) 16 01 17 3,360.8 3,387.7 1,588.5 3,360.8 4,235.5 1,588.5
Non-ferrous metals 16 01 18 14.4 47.7 9.5 14.4 21.9 9.5
Other waste, not mentioned elsewhere 16 01 99 325 35 3.9 325 2.6 3.9
ﬁ'gﬁ?ﬁ#ﬁf?,Y'fgsdzc’g"ge[cfh&”(fg°f§ 1602 14 10.0 27.0 37 10.0 78 37
Lead batteries 16 06 01* 7.4 10.4 18.4 7.4 4.4 18.4
contammated it hazardous substances 17 02 04 80 15.4 8.0 80 122 80
Iron and steel 17 04 05 16.0 10.2 21.7 16.0 52.5 21.7
Wood 19 12 07 23.4 50.6 10.6 23.4 36.1 10.6
Other waste 335 126.8 154.4 33.6 76.9 154.4

Source: Proprietary material

The list presents waste, the inventoof§ which at the end of the period was at least 10 tons. The categories of waste, the

inventory of which at the end of the period in 2018 was less than 10 tons are included in the collective catedony K S NJ

glaiSaéd ¢KS YI 22 NR (ePKRGARGO GrauSisiferras yidaNd.elis&rap. 10 218 tHe PKP CARGO Grou

KIR y2 6FaiSa Ay2daiK 2 N IldaySdz2 Nabt Sa 222SNGA Of S&ax y2i0 O2y Gl AyAy3
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Table56 Expenditures on environmentgtection incurred by PKP CARGO S.A. in-2018

Expenditures incurred for: [PLN t

Air protection, including:

Boiler plants

Technological processes

Vehicles and machinery

Locomotives

Steam engines

Other

Water protection, including:

Water intake

Transport of sewage

Conveyance of rainwater and snowmelt
Other

Cutting trees and bushes

t NEGSOGA2Y sarfAicelil KS S NIIKQa
Waste management

Other costs of environmental protection

1,046

52
73

893

11
133

118
32
53

334

176,103

898
63
66

753
7

0
52
0
10
5
37
5

0
392
138,042

747
73
54

599
13
0
38
1

4

5
29
0
108
266
248,736

Source: Proprietary material

¢KS OF(GiS32NER ahiGKSN) O02adGa 2F SYy@ANRYYSyGlt
CARGO Group spent PLN 176.1 million on capital expenditures and repairs related to environment protection. The expenditure

include inter alia, expenditure to lower emissions or regulate formal and legal environmental status. The most of this amount,

LINR GSOGA2YE

MANAGEMENT BOARD REPORT ON THE ACTIVITY OF THE PKP CARGO GR

y

over 80%, financed modernization of locomotives. The other expenditure items include investments ad renovation in technical

facilities such as:
construction of fueling stations,
doublejacket tanks for worked oils,
modernization of water supply and sewage networks,
locomotive painting plants,
construction of waste storage,
modernization of boiler plants, heating networks, etc.

@‘ PKPCARGO 908
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EMPLOYEE AREA

Key employment indicators

% 8 KR &

EDUCATION EDUCATION NUMBER OF TRAININGS,

OF MEN OF WOMEN EMPLOYEES WORKSHOPS AND
INTERNSHIPS

HIGHER HIGHER WOMEN TRAINING/WORKSHOPS HOURS

1591 1158 4 621 49 608

SECONDARY SECONDARY MEN HOURS PER EMPLOYEE

6 105 2745 12 687 3

Table57 Number of employees in PKP CARGO S.A. inZIli%H

As at As at As at
. . 31 Dec 2018 31 Dec 2017 31 Dec 2016
Number of employeesincluding:
PERSONS FTES PERSONS PERSONS
Women 4,621 4,514 4,432 4,412 4,420 4,440
Higher education 1,158 1,128 1,039 1,018 1,012 1,005
Secondary education 2,745 2,663 2,660 2,655 2,656 2,674
Elementary and vocational education 718 722 733 739 752 761
Men 12,687 12,622 12,611 12,765 13,009 13,259
Higher education 1,591 1,641 1,502 1,480 1,488 1,484
Secondary education 6,105 6,058 5,876 5,870 5,922 6,007
Elementary and vocational education 4,991 4,922 5,233 5,415 5,599 5,767
Total 17,308 17,135 17,043 17,177 17,429 17,698

SourceProprietary material

Table58 Accepted internsaand new employees PKP CARGO S.A. in 22068

Item 2018 2017 2016
Number of started internships [units] 43 15 7
Number of accepted interns [persons] 9 0 1
Number of newemployees [persons] 1,108 502 198
Number of new employees [FTES] 1,106 502 198

Source: Proprietary material

Table59 Training courses delivered in PKP CARGO S.A. ir2Q086

Item 2018 2017 2016
Number of training coursesonducted [hours], including: 49,608 53,888 66,520
under the postaccident psychological support program 7,411 7,486 7,639
Number of training hours per employee [hour/person] 3 3 4

Source: Proprietary material
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SOCIAL AREA

LY HamcE GKS tIFINBydG /2YLIkye FR2LIGSR GKS a/ 2N1B2NIGS {20Al
responsible activities for everyone involvedexecution of business processes

Socially responsible business (CSR) combines a responsible attitude towards employees, business partners and the natural
environment with professional realization of business goals.

CSR benefits can be observed in the following three areas:
hNBFYATFGA2Y Y AyOfdzZRAYy3 NIAaAy3d GKS tS@gSt 27
transport security;
Customer relations, including increasing competitiveness and customer loyalty;
Employee relations, including buildirgpositive image of the employer; reduction of employee turnover; building
employee awareness regarding the processes operated by the Company.

[N
S

w
O

In 2018, PKP CARGO S.A. executed corporate social responsibility projects addressed for company empldyéasitiethe
activities focused on environmental protection, as well as initiatives designed to increase the security of transportidrpvide
the Company. The projects have been described inGB& Best Practice Forum report. The projects addressedlibwifg
Social Development Goals:

DOBRA JAKOSC !
EDUKACJI

-_—

pZIEDII
. ' : - CELEL:
& ZROWNOWAZONEGO
l ST ROZWOIU
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Among the CSR projects carried out in 2018, particular emphasis should be placed on the following:

W’

4t h-AGCIDENT PSYCHOLOGICAL t h w ¢ £

The aim of the project "Psychological pestcidental support for employees tfaction teams, other employees directly
related to the conduct and safety of railway traffic and members of permanent railway commissions” is to increase railway
safety through psychological support of the human factor.

The project is carried out in aliganizational units and covers over 7000 employees. It is dedicated to members of train crews
and other employees directly involved in rail traffic and rail traffic safety, as well as members of permanent rail camsmissio

¢KS LINRP2SOGQanctidehy RSt AOBSNIoOfSa A
The Psychological Support Helpline staffed by specialist psychologists.
A psychologist consultation.
Training was held devoted to the psychological aspects of railway accidents. The training will be continued in 2019.

Education in the area g¥sychological aspects of rail accideqtscluding Acute Stress Disorder (ASD) and-Pomimatic
Stress Disorder (PTSD) is of a {mrgn character. In 2018, the Company organized the next stage of communication activities
designed to disseminate and prmte the PostAccident Psychological Support project and knowledge in this area. Information
and prevention materials devoted to the project, were distributed to a dedicated group of employees. Our activities in this
area have also been recognized by tf&R0Forum, which discussed the PPS in its annual Best Practices Report.
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Table60 Number of training hours for train crews employees and other employees directly involved in rail traffic
and rail traffic safety, as well as membefgpermanent rail commissions

NI Number of trainees in the year

Position training hours
in the year

Operator of rail vehicles on rail sidings, Traction vehicle

- ; : 24 4,113 4,135 4,112
operator, Traction vehicle operator assistant
Operator of special rail vehicles which are not intended to mc
. . . . . . 8 24 18 14
using their own propelling mechanism on actively used rail tr
Ralil traffic controller 16 53 77 92
Control room employee 16 14 23 36
Train conductor 16 72 151 198
Rollingstock auditor 16 1,246 1,072 1,115
Shunting master 16 1,201 1,227 1,251
Switchman 16 622 706 752
Track supervisor 16 10 9 10
Points operator 16 56 68 59
Total 160 7411 7,486 7,639

Source: Proprietary material

PKP CARGO as the patron of tathnology history

For 15 years, PKP CARGO S.A., as the largest Polish cargo rail operator and main patron of rail technology history, has be
YEAYGFEAYAY3d KAAGG2NAO NREfAy3 &ad§201 Ay -fundirgojandy] Witl the dotaly 2 LI2 f
governments of Wielkopolskie Voivodship, the operations of more thany®d®s old Wolsztyn Railway Roundhouse, which

has had the status of the Cultural Institution since 1 January 2017.

PKP CARGO S.A. also promotes the rail traditiogsM3a | y AT Ay 3 GKS F2tt26Ay3a S@Syia Ay

at I NB ¢ % hreahnidl évent featuring working steam locomotives, which attracts thousands of railway fans from
t2f YR YR FONRIR® LY wnanmyX (2 OSft S0 NI ( &edomBolisk HistoB 2
was prepared.

G{dzYYSNJ 6AGK { (8§ laredycatiahal Yragiain Za8déessed to children and entire families, which
L2 Lddzt F NAT S& KA&AG2NAOFE yR Y2RSNY (N} Aya (KNRdIzAKo SRdz
carried out in the Museum Station, in the Wolsztyn, Jarocin and Skierniewice Roundhousefyrathe first time in

2018-in the OperAir Museum of Locomét @S a Ay “%RdzZzail 22t YINBRIYyAOS®
G¢2dzNRald ¢ NI A& ery populaatbuths2deigid (BA] 28 LINRP GARSR gAGK (GKS al 02
year over 10,000 people take a trip on retro trains as part of the program, which operates 40 trains. Besides a trip on a
historical train, the program also offers artistic performances, picnics)@rad guided sightseeing tours.

The Oped A NJ a dza S dzY qityontairsithé largebt IPolish collection of historical rolling stock, including steam
locomotives, diesel and electrimgines, passenger and freight wagons, snow plows and rail handcars. Some of the
steam locomotives are maintained in operating condition. They are used to operate tourist trains on the most
LA QG dzNBaljdzS GNFXAfa 2F al 02 L2 flebritdd 25 yeasofAdrk @ hussum e K S a dza

PKP CARGO also cooperates with-piarfit community organizations working to protect monuments of rail history, as well as
the development of rail tourism and tourism promotion, by offering financial and technipglest

@429 w!'b ¢h 1 9[t¢é

la || oM gyREe /2YLIyeés tYt /! wDh LINRBY2GSa + KSIFfdKe f
locations in Poland and in different positions. The campaigns organized by the RE&rieimdly Company initiative also have

a positive mpact on strengthening the work and life balance. In addition, it supports Employees in adoptiaggmband
help-oriented attitudes.

For a few years now, PKP CARGO S.A. has been carrying out a project entitled ARiemalyg”Company, which is
supported on three pillars.
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A sport and integration promotion of a healthy and active life style. Under this pillar of activities, team of PKP CARGO
S.A. employees take part in running initiatives, as well as marathon anthhedthon events organized in Pakhand
across the world.

A charitable- running, employees help beneficiaries of the foundations they work with. For three years now, the Company
has taken part in the national charitable event Poland Business Run, with the money paid as the entrjhéerim t
going to a foundation supporting people with motor disabilities. The extensive geographical structure of the Company
lets it find runner employees in almost all locations in which the Poland Business Run is held.

A symbolic/historical- commemoration of important anniversaries and jubilees, celebration of significant events in
t2fFyRQa KAAG2NESI 4A0GK GKS YSY2NER 2F (K2a$S S@Syia Ayl
role was well served, for example, by the project 100 PKPICA wdzy Y SNBR F2NJ 6 KS / Sy G Sy N

Year 2018:

200- employee participants across Poland;

1000- kilometers ran for the Independence Centenary (2 Employees ran the distance of 100 km)

20 - marathon participants in Poland and across thiorld

7 - cities in which 85 employees ran for charity to support the beneficiaries of the Poland Business Run Foundation

wlkAf CNBAIKG C2NBFNR YR b2FKQa ¢NIAY

PKP CARGO S.A. is a member of the Rail Freight Forward, a coalition of European cargo rail transport companies which he
undertaken to significantly reduce the negative impact of cargo transport on the planet and increase mobility through
innovation and letter transport structure.

CKS O2ItAGA2YyQa | YOAGAR2Y Aa (2 AyONBIFrasS GKS akKFINB 2F NI
9dzNRP LISQa RS@GSt2LIV¥Syilid wlkAf CNBAIKG C2NBI NR d8eSbigoa makes | G
across Europe to participate in the activities designed to achieve this change. For this purpose, in December 2018pthe coali
signed a Vision for Rail Freight 2030 and a manifesto, in which they have undertaken to significantljheedegative impact

of freight transport on our planet and mobility.

ly20KSNJ) SELINBaaAz2y -NGFt KSR Of R SINiIA2ly Qa3 30t Alyd GBKS | dzy OK 3

and mobile work of art in the world. Designed by Europeaeedtartists and inspired by the biblical tale, the work symbolizes
hope that rail freight symbolizes for our common future.
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HUMAN RIGHTS

In 2018, no risks related to exploitation of child labor or risks of exploitation of forced labor were identified in PKP. CARG
Moreover, in 2018, no cases of discrimination, mobbing or sexual harassment were recorded.

Freedom of association

Table61 Trade unions in PKP CARGO S.A. inr2018

Item 2018 2017 2016
Number of trade unions in the Group [organizations] 123 129 131
Number of employees who are members of trade unions [persons] 14,620 14,595 14,944
trade union membership percentage ratio 84.47% 85.60% 85.70%

Source: Proprietary material

Right to a safe working environment

Table62 Number of accidents and accident ratio in PKP CARGO S.A. iB(A®BL6

Item 2018 2017 2016

Number of accidents at work [cases] 119 119 118

I OOARSYG NIXidA2 @:8 6.9 6.9 6.7

Source: Proprietary material

tYt /!wDhX & t2tFyRQa& fFNABS&ald NIAfT FTNBAIKG OF NNA JNE Y |
to the labor environment as well as the shipped cargo. Usage of the fleet of unmanned drones resulted in increasingythe safet
level, as well as in a significant reduction of theft of the shipped cargo.
Dayto-day activities usingJnmanned Aerial Vehiclesi{AVS) increase the range of its observations in the field. This also
allows observation of locations where theft may oc8udzi & A RS 2F GKS hLISNI GAy3 DNERdIzLIQa
A A security audit of the areas belonging to PKP CARGO or used by PKP CARGO pursuant to an agreement with ott
Group companies. An analysis of the processed materials obtained with the help of UAVs and aaetitfitym the
point of view of the infrastructure located in the audited areas;
A Prevention activities conducted in the sites of PKP CARGO units
A Increasing the number of UAVs in the fleet in response to bigger demand for utilization of the technologgis va
areas managed by PKP CARGO;
A Utilization for monitoring of train routes the UAVs fitted with a RGB camera (which allows observation during the day)
or a thermal vision camera (which allows observation during the night).

140



PKP CARGO GROUP
@ pI(PCARGO MANAGEMENT BOARD REPORT ON THE ACTIVITY OF THE PKP CARGO GR

FOR THE FINANCIAL YEAR 2018

PREVENTION OF CORRUPTIONBARIBERY

In February 2018, PKP CARGO S.A. adopted and implemented a Code of Ethics.

<> PKPCARGO

The Code of Ethics is one of the fundamental elements supporting the process of buildin ~ Kodeks
developing the organizational culture in the Company. The valuestandards of conduct it .:Et\cﬂg:o

. . . . . KP CAl S.A.
contains are desirable in any organization.

The Code of Ethics sets out the fundamental rules of conduct developed by
representatives of PKP CARGO S.A., with the participation of its Employees and Client
as: reliability, cooperation, good management, safety, professionalism, modern
transparency, responsibility and respect: these are the principles that employees shou
guided by in their everyday work.

The main purpose of the Code of Ethics is to recommend attitaddgules of conduct at the
workplace. The Code serves as a road map for the actions undertaken in the Company
relations with Employees, Clients, Suppliers, Competitors and with the social and ne
environment. The implementation of the Code Bthics will improve the quality of the
/I 2YLI yeQa aSNWBAOSa |yR AYONBIFaAS 2206 aldAaftroOotArAzys o02i0K
Odzf G dzNBX AYLINRB @S GKS AYF3AS FyYyR A0GNBYy3IdKSnamarkets. / | wDh { ®! d
{AYOS HnmTZ tYt /! wDh {®!d KFa YFAYGFAYySR ly2yeéyY2dz NBLJ
to report an abusel/irregularity. The channels include: a dedicated hotline-raaikaddress and a traditional mail addses
Selected PKP CARGO S.A. employees have been trained to act as Value Leaders and an Ethics Officer. The Code of Ethics,
full scope, will be implemented across the PKP CARGO Group.

10.2.3 Applied policies and the results of their application

The Séety Management Systemuarantees not only high quality of provided services and highly qualified staff but also, above
all other things, the acceptable level of safety of the provided services.

Safety Management Systeamsures:

the highest level o$ervice safety without compromising its quality,

safety of the rail system participants (other rail operators, infrastructure administrators, subcontractors),
collaboration with other rail operators and rail infrastructure administrators, to jointly aeh#hared safety objectives,
a satisfactory level of safety ratios,

safe working conditions for employees and subcontractors;

compliance with rail safety standards and regulations,

prevention of accidents at the workplace and occupational ilinesses,

continuous improvement of occupational health and safety, and continual improvement in this area,

ongoing identification and minimization of technical and occupational risk.

¢CKS {FFSGe t2fA0e RS@GSt2LISR o0& (KS mentand straefidvisionNdtiozialeaNa F
rail traffic safety. The Policy contains, inter alia, a declaration of intentions, as well as outlines the overall gobjsctives

of the Safety Management System (SMS) and principles and core values purstleel Gyoup. It contributes to the
2NBFYATFGA2yQa O2YYAGYSyd G2 ONBIFGS YR AYLNRGS 62N} Si
solidify the culture of safety.

The SMS System operates on the basis of national and EU legatimwiin respect of rail traffic safety, and it is a requirement
which, if not complied with, will prevent a rail company from conducting its operations. The SMS System represents a systemic
F LILWNR I OK G2 GKS /2YLIl yeéQa 2tiMiesiydrderitolersary railtryffit safietizLIS NIDA & A 2y 2
The implementation and operation of the SMS System is confirmed by the Safety Certificate issued by the Office of Rai
Transport. On the basis of the Certificate, and having ensured compliance with othareregnts, the Company may also
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conduct independent shipment operations in the following 7 EU countries: Czech Republic, Slovakia, Germany, the
Netherlands, Austria, Hungary and Lithuania.

The purpose of the SMS System is also to ensure supervisionover ati @ LJISa 2F Nhal Faaz20Al aGSs
together with maintenance services, the supply of materials and hiring of subcontractors.

tYt /!1wDhQ&a FTNBAIKG ¢ 32y alAydiSylyOS alyl3SySyid {e&aasSy
supervision of activities designed to ensure rail traffic safety through keeping the freight wagons for which PKP CARGO i
responsible in god technical condition.

The System is developed by, and applicable to, a given company which conducts its operations as part of the rail sysgjem. Havi
an MMS System in place and ensuring its proper implementation and operation is mandatory for atisateresponsible

for maintenance of freight wagons; it is the condition necessary for conducting operations in that area. The Systentis subjec
to oversight by the Office of Rail Transport.

The MMS system has been implemented in PKP CARGO S.A. imtg0pBmary scope of the system includes maintenance

of good technical condition of freight wagons as part of the main maintenance process, as well as auxiliary processes tha
ensure correct operations, such as risk analysis, management of staff compemneallaboration with other enterprises (in

that regard, it is similar to the SMS System).

On the basis of the approved MMS System, in 2013 PKP CARGO received the Certificate of an Entity in ch

maintenance (the ECM Certificate) confirming its appal in the European Union.

The certificate is maintained on the condition of full implementation of the principles and conditions of freight wagons
maintenance set out in national and EU laws.

Thanks to implementation of the MMS system and obtaining B@W Certificate, at present PKP CARGO may conduct
maintenance of freight wagons on its own or subcontract their maintenance to other companies, including its subsidiary PKP
CARGOTABOR Sp. z o.0.

Without the MMS System and the ECM Certificate, the Comparnuld not be able to conduct activities in that area, and the
maintenance of freight wagons would have to be outsourced (PKP CARGO holds the aforementioned certificate).

The ECM Certificate is valid for 5 years, after which it is subject to renewal. fFeéet@ertificate expires in May 2021
t Yt /! wDh {® ®Qa LJ2f ¢sOddalddBgf G SR G2 &a20Alf A&dadz

Social dialog in PKP CARGO S.A. is based on the stipulations of the generally mandatory laws, the Company Colleciive Bargai
Agreement and the agreeents defining the mutual obligations of the parties to social dialog in the Company.

The significance and role of trade unions in PKP CARGO S.A. are affected by the following factors in particular:

powers defined both in general laws and internal regiolas,

participation in managing the Company through delegation of representatives to the corporate bodies (there are three
union representatives in the Supervisory Board and one in the Management Board),

high level of union membership among employéaund 84%).

Cooperation with trade unions in the Company covers the following issues in particular:

monitoring of the functioning, and laying down the direction of changes in the Company Collective Bargaining
Agreement,
agreeing the labor, incentive armbmpany social benefits fund bylaws, as well as and participation in the distribution
of benefits from that fund,
participation in distribution of funds earmarked for salaries,
issuing opinions on the headcount,
consulting changes to organizational struetsi and framework organizational rules and regulations,
influencing the development of occupational health and safety conditions through participation in OHS commissions
and oversight over SIP,
supervision over provident and loan associations,
consulting he intent to terminate, dissolve or amend the content of the employment contract; agreeing upon the
changes to employment contracts of persons subject to special protection,
participation in the procedure of imposing penalties for a breach of order.

In P CARGO S.A., being a collection of employers, the social dialog is conducted by:
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at the Company levelthe President of the Management Board or a person designated thereby and the competent
statutory bodies of supr@ompany trade unions operating at thevel of PKP CARGO S.A. and company trade unions
being a party to the CCBA;

Fi GKS / 2YLI yeé Qaipersofi deBignated Bykh@ Bresidéhbftlie Management Board and the competent
statutory bodies of company trade unions;

Fi GKS /panflede(&®a / 2 YL yeQa LIXIFyd YIyF3ISNIIFyR G4KS 02YLJ
unions. The basic form of dialog are the regular meetings aimed at discussing current issues of material importance to
the employer and the employees, which areldh, in principle, once a month on the unit level and once a quarter on

the Company level.

The basic form of dialog are regular meetings aimed at discussing current issues of material importance t

employer and the employees, which are held, in pripg, in the Head Office once a month on the plant level and on
a quarter on the Company level.

The idea of partnership has been developed as a long practice of PKP CARGO S.A.; therefore, in 2018, the Company contint
activities to promote it, based on, inter alia, internal Best Practices of Social Dialog, developed jointly with theaBoeia P
during the PartnershiBased Dialog Workshop in 2017.

Seeking to ensure transparent principles of cooperation between the dialog parties, the Company updates its internal

NB3dzZE  GA2ya oKAOK RSTFAYS (GKS NYz Soint wark, thé Ag@dnterit of 14-FAUGNE20E6Q  C
on mutual obligations of the Parties to Company Collective Bargaining Agreement was updated in 2018 for Employees of PK
CARGO S.A. Units.

The Company also creates conditions conducive to the disseminationpgreding of
knowledge, in its aspects which are important for social dialog parties. To this 4 .
representatives of the Social Partner are offered training courses devoted, inter ali |

changes of the law in the areas having direct impact on jointgsses (revision of the | % KARTA .
trade unions act, GPDR). ROZNORODNOSCI

The Company became a Signatory of the Diversity Charter, coordinated in Poland t
Responsible Business Forum. Joining the Charter is a public expression of respect
policy of equal opportunitiesral the idea of equality in business, as well as acceptal
for differences and dissimilarities, including in the area of employee trade union
membership.

KOORDYNOWANA PRZEZ
FORUM ODPOWIEDZIALNEGO BIZNESU

tYt /! wDh {®! ®Qa L32fA0& NBfIGSR G2 SYLX2eSS Aa
Employee recruitment

In 2018, similar to 2017, iatnal and external recruitment processes were ongoifddditionally, following activities were
organized within the scope difiree major programs:

The vocational internships program

The scholarship program

The summer internships program
In addition,new employees without professional qualifications were allowed to participate in an extensive training project to
prepare them to work as a train driver, rolling stock auditor or switchman.

In addition, collaboration with local organizatioasd withthe Folish Ministry of Education to support employment in specific
facilities was continued.

Adaptation program

In 2018, the existing adaptation program was adjusted to the needs and expectations of selected groups of positions in the
Company: administrativeraployees, managerial staff and naaministrative employees. For employees in positions directly
associated with the transport process, a series of training sessions was updated to allow them to obtain required prbfessiona
qualifications Adaptation progam results in decreased employee turnover.

Training and Development

PKP CARGO S.A. aims to obtain the status of a learning organization, using kn@ankégperiencébased management and
various forms of professional development that would supportalceomplishment of business goals.
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In 2018the Company supported its employeegiostgraduate studiedforeign hnguage teaching courses were launched and
training in the form of dearningwas introduced

Social activity and travel benefits

The Company Social Benefits Fund (CSBF) has been established at PKP CARGO S.A., based on the rules following from gen
applicable provisions of law and the Collective Bargaining Agreement (CBA. In particular, use of CSBF funds is granted
employeespld age and disability pensioners and members of their families.

Employees can take advantage of a widaging package of social benefitdeeting the expectations of employees halfway,

the possibility of cdinancing the stay of children in kindergamt® and nurseries has been introduced and is enjoying
considerable popularity.

Caring about employee health and comfort, the ability to use sport facilities, sport and recreational programs, FITPEBOFIT car
and other sports cards that allow access to a nemtif facilities nationwide has been added.

In 2018, the Company has made a CSBF charge for 39,909 eligible persons, including 17,253 employees and 22,656 old age
disability pensioners.
Employees and members of their families, as well as old ageligability pensioners, are eligible for discounted travel services
in the form of preferential fares in trains throughout the country. The cost of employees purchasing a discounted trésel serv
for the second class is covered entirely by the emplolkese benefits are offered pursuant to an Agreement of 27 November
HAamo 0SG6SSY %tY YR OFNNASNE 2LISNIGAY3T LI &aSy3ISNI NI Af
internal regulations.
In 2018, a total of 27,309 such benefits were ghased, including:

for employees; 13,100,

F2NJ YSYOSNR 2F &RX 28SSaQ Tl YAtASA

for old ageand disability pensioners from the railway sectat2,088.

Every year several hundred people (approx. 300) decide to purchase an international tiskéth allows them to travel

around Europe and selected countries in Asia and even Africa for a token fee.

t Yt /! wDh {® Q& LRfAO& NBf{IFGSR (G2 ylIddaNYt Syg

The environmental policy adopted by the Company is a coherent element of the PKP CARG©gEfed Management
System (IMS) Policy and includes:

protection of the natural environment through the promotion and implementation of-&oendly forms of transport

and prevention of pollution,

reasonable use of raw materials, other materials ametrgy and water in accordance with the legal requirements of

environmental protection and sustainable development,

NFA&dAy3d SYLX 28S5S8S4aQ ¢l NBySaa 2F G(KSANI NBalLlyaAioratAiide
The application of those policies results in

safe transport of goods using rolling stock that meets environmental requirements;

investments in the procurement of new rolling stock and modernization of used stock, in the maintenance and repair
facilities, and in rolling stock diagnostics equipmevttjch helps maintain high standards of rolling stock maintenance
and protect of the environment against possible consequences of rolling stock breakdowns and accidents;
compliance of the performed activities with applicable legal provisions

minimizing theimpact on the natural environment, reduction of the amount of substances and pollutants emitted to
the environment;

The environmental awareness of our employees is growing everygtsry are regularly trained according to the
environmental hazards wbl theyface in their working stations
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PKP CARGO S.A. treats developing proper interpersonal relations and ethical behaviors in the working environment as
priority. Consideable attention is paid to monitoring and effectively fighting all instances of mobbing and other forms of
employee discrimination through the introduction of a number of organizational, legal, informational and cultural measures.
The antimobbing princifes found in the Labor Code have been reflected in adopted internal regulations, forming the core of

0 KS / 2 Y LImgbditydpolityyTheiobligation to prevent mobbing has been introduced into labor bylaws of PKP CARGO
S.A. organizational units. Thereeakntimobbing Committees and Trustees at the Company Head Office and facilities, which
employees can turn to on a confidential basis in any matter that involves undesirable behavior. The Trustees cooperate with
the Ethics Officer.

Particular attention in the mobbing prevention policy is paid to preventive actions, especially as regards education and
information. To this end, employees and especially managerial staff are trained and the issues of mobbing and protecting
against instanes of mobbing are included in OHS training. Anadl address is also available to which instances of mobbing
can be reported, and employees are kept informed on this topic via the PKP CARGO intranet site.

Employees can also report irregularities outsid&k S 2 NBI yAT I GA2y Q& &G NUHzOGdzNBaod ¢2 |
GAGK 'y SEGSNYlIf a9GKAOA 120t AySé GKIG Fft2ga | y2yeyYzdza
corruption, conducts explanatory investigations and avigas training.

tYt /! wDh {® Q& LRfAO& NBfIFIGSR (G2 LINBOSyYylGAy3

As of 1 January 2018 the Decision of President of the PKP CARGO S.A. Management Board dated 31 October 2017 entit
Gt NEPOSRdAzZNB 2F 5SIfAy3a gDh K @I20NHEYIIASNG R AAay1 82 AT RSQG & ! twK A

manner of reporting cases of corruption or suspected corruption;

registration of corruption events;

dealing with identified cases of corruption;

dealing with persons reporting cases of corruption;

informing the Management Board about cases of corruption;

reporting cases of corruption to law enforcement agencies and cooperation with such agencies;

analyzing cases of corruption;

preventing the recurrence of cases of corruption;

cooperation with the sikeholders, partners, business partners and administration institutions;

O22LISNF A2y 6AGK tYt /! wDh {®! ®Qa& AYIiSNYyLt dzyrdao
The procedure applies to all PKP CARGO S.A. employees and persons sitting on the Management Board. In addition, tl
procedure regudtes the whistleblower status, as well as the gift acceptance and offering policy.

¢CKS YyGAO2ZNNYzLIGA 2y LRtAOe Ad& AYLESYSYGSR GKNRdAAK GKS at !

10.2.4 Due diligence procedures

PKP CARGO S.A. on amgang basis, take actions to ensure the effectiveness of the implementation of the designated tasks
and compliance with the law

Internal regulations introduced in the Company are adjusted to current business needs and must be consistent with mandatory
provisions of law. At the same time, the use of good practices by the Company contributes to improving the standards of
conducted activities and increases the qualifications and competences of human resources.

Systematic risk assessment, including in relation to social, employee and human rights issues, allow to identify thyeats earl
and keep their consequences down to a minimum.

The human resources management area is subject to a system of internal auditsf {ee Integrated Management System,

which allows to identify processes, ensure their compliance with assumed requirements, and implement improvements.

10.2.5 Risks related to the activity of PKP CARGO S.A. and management of these risks

On 25 Septembe?018, the PKP CARG@ .9Vlanagement Board adopted8& 2 f dziA 2y 2y Ay i NRRdzOAy 3
t2tA08 Ay tYt /!wDh {®! ®¢ tdzNAdzryd (G2 GKS NBaz2tdziazgs OK
was to link the Investment &h being developed to existing, high risks, and make the process more flexible. The Security and
Audit Office has been takes with exercising supervision over the implementation and execution of the provisions of the Policy
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The basic task of the PKP CAR&®. Supervisory Board Audit Committee (SBAC) is to examine the correctness and
effectiveness of carrying out internal financial audits in the Company and monitoring the effective operation of intetrad) con
internal audit and risk management systemBeTSupervisory Board Audit Committee assesses the risk management system.

The PKP CARGO S.A. Management Board is responsible for risk management on the basis of the strategy adopted by the F
CARGO Group, and primarily defines the directiordesélopment and makes decisions regarding risk handling plans.

The Unit or Department Director is responsible for risk management in the reporting area. Its tasks include:

identifying risks related to activities,

analyzing and assessing the risks,

and then comparing them with expected results.
Depending on the comparison results obtained, actions are taken to either retain the status quo or reduce the risk level. PKP
CARGO employees are obliged to comply with the provisions of the Policy witlsadpe of their powers.

The Policy designates a Risk Leader whose task is to coordinate all matters associated with risk management. Gathering ar
analysis of information and subsequent reporting to the Management Board and Supervisory Board Audit Cammittee

Particularly important risks have been subjected to special monitoring. With regard to the risks indicated by the Management
Board Members, indicators illustrating the risk level have been designed. 25 indicators are currently monitored. Once a month
the Management Board receives a report which presents the indicator levels (neutral, alert and catastrophic), the trend of
each indicator and information about the causes of deviations and actions taken by the risk owners in connection with the
deviations.

The indicators in most cases are of quantitative nature and present information which is verifiable and obtained without
ddza il AyAy3a dzyRdz§ O2aida FNRBY tYt /! wDh {®! ®dQa L¢ aeadasSy
monitored indicators dpending on information needs. The policy has been developed on the basis of the provisions of the ISO
omannn awAal YIFylFr3aSyYSyidé &aidl yRIFENRO®

The risk assessment process takes place at least once a year, as parastasfiment. During the assessment, riskiers

identify the risks in their area and the information assets with regard to the risks associated with information secupigrand
actions aimed at reducing the risk level if it is unacceptable. If there are important circumstances affecting linelighe

risk owner should carry out a selésessment before elapse of one year.

The assessment process takes place in 3 stages: it starts with risk identification, then the risk is analyzed and the result
obtained are compared with the expectationghich determines the next steps regarding the risk handling. The risk may be
accepted or the risk owner prepares a Risk Handling Plan.

With regard to the risks associated with information security with regard to assets which have been found criticat by the
owners, Business Continuity Plans are developed. The asset owner is responsible for maintaining, updating and testing the
Plan. The cyclical nature of the process assumes its continuous changes aimed at improvement.

Among the material risks associatedwi K G KS Sy dAidieQa 2LISNIGA2ya 0a20Alf Aa&aadz
Social dialog

Social agreements concluded and honored by PKP CARGO S.A. Social Partners, among which particular importance is attacl
to the Agreement of 14 Febraa 2005 on mutual obligations of parties to the Collective Bargaining Agreement involving
employees employed by PKP CARGO S.A. facilities, form the foundation of collaboration and social dialog in the Compan
Informing the employer and staff about importa matters, including regular meetings with trade unions, allows early
identification of issues posing a risk to Company activities, prevents conflicts and disputes and ensures that busirssses proce
can be performed without social disturbances.

Represetation of employees in PKP CARGO S.A. corporate bodies increases risks related to information protection, but alsc
has a positive effect on Company management since it allows staff to identify with corporate objectives, increases
responsibility and the leat of economic awareness among employees and offers a realistic assessment of possibility of meeting
trade union demands.

Various initiatives and actions undertaken to develop the partnership idea contribute to increasing the level of sogal dialo
and have a positive impact on business processes in the Company.

Social policy and discounted transport services

One of the core objectives of the human resources management area is ensuring necessary human resources for Compan
needs.

In 2018internal and extenal recruitment took place. To that end, efforts on implementing systemic solutions to underpin the
hiring of new employees were intensified. These efforts fell within the scope of three major prodracetional internships
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program, scholarships proggm, simmer internshipgprogram) In addition, collaboration with local organizatioasd the

Polish Ministry of Education to support employment in specific facilities was continued.

ANAYLRNIFYG YSFada2NB al FS3dzr NRAy3 GKS /2YLIlyeQa AyGaSNBada
Company. Considering the need to adjust the regulations in effect at the Company to industry standards and the fact that the
Company as aublicly traded entity should take care to observe the highest standards of information protection, new rules
prohibiting competitive activities have been designed. Their purpose is to eliminate or considerably mitigate the risk of
disclosing informatioressential for the Companyn addition, there are plans to make the amount of compensation and
duration of postemployment norcompetition clause dependent on the term of employment in a position subject to the
clause.

The distribution of monies from theopany Social Benefits Fund (CSBF) with the participation of staff representatives is an
essential feature of extraalary benefits system in effect at the Company and contributes to satisfying the social and living
needs of employees, former employees andmbers of their families. As PKP CARGO S.A. employees are able to manage the
CSBF independently based on corporate bylaws, social assistance can reach those who need it the most, taking into accoul
local considerations.

Likewise, eligibility fodiscounted transport fares, a historic feature of railway companies, has its important place among non
salary factors motivating Company employees at the recruitment stage and during subsequent integration between the
enterprise and its personnel.

Anti-mobbing policy

The legal regulations adopted at PKP CARGO S.A. contribute to an organizational framework attempting to limit instances ©
Y200AyY3d YR RAAONAYAYLFGA2Y |G GKS /2YLIlyezr LINB@GSyid O2y ¥
Anti-mobbing Committees and Trustees, supported by the Ethics Officer and the information and training policy, serve as the
effective foundation for preventing mobbing and other discriminatory practices in the workplace.

Natural environment

Key risks in tharea of environmental protection:

the risk of failure to comply with the legal requirements as regards environmental protegtios legal and financial
consequences (fines, reclamation costs, increased environmental fees) in the case of identificatarcofmpliance

by environmental protection inspection authoritieshegative impact on the image of the organization, in the case of
identification of irregularities, environmental contamination, use of the environment without the required decisions,
pemits, authorizations and filings and without the required waste records and reporting;

the risk of failing to meet PEN ISO 14001:204%5requirements; discovering a critical nenompliance during a third
party audit and loss of IMS certificate as regatisPNEN ISO 14001 standard

OYPANRBYYSYld NRala KIFI@FS 06SSy RSFAYSR Ay (GKS atyYt /! wDh
processes such as managing emissions into air from technology processes and burning fuels in installations and equipmen
managing equipmentontaining substances that deplete the ozone layer and fluorinated greenhouse gases, managing water
and sewage, managing produced industrial and municipal waste, managing noise emissions to the environment, managing
green areas and taking action in caselafage to the environment. Risk handling plans have been designed for environmental
processes that require actions to be taken.

Preventing corruption and bribery

Minimizing corruption risk takes place through introduction of a Procedure for handlingiptmm risks and through
introduction of whistleblower status and appointment of a Compliance Officer responsible for clarifying irregularities.
Whistleblowers may be recruited from among both PKP CARGO employees and persons/entities outside the @bidpany
cooperate with it (customers, business partners, suppliers etc.)
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11. Other information of relevance for evaluation of the employment situation,
financial standing, financial performance, assets and their movements as well as
information of relevan@ for assessment of the ability of the issuer and other

Group companies to pay their debts.
Other than the information presented ithe Management Boar@Reporton the Activity of the PKP CARGO Graup other
information has been identified that would bd celevance for evaluation of the employment situation, financial standing,

financial performance, assets or their movements or information of relevance for assessment of the ability of the isayer to p
its debts.
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This Management Board Report on the ity of the PKP CARGO Group has been prepared by the PKP CARGO S.A
Management Board.

J2YLI yeQsa alyl3sSySyid .2t
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President of the Management Board

Leszek Borowiec
Management Board Member

Grzegorz Fingas
Management Board Member

Witold Bawor
Management Board Member

Zenon Kozendra
Management Board Member

Warsaw, 20 March 2019
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