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Sokolovska uhelna
Is an organic part of
the region in which
it operates.

As the region’s largest
employer, we are dedicated
to its development.



Through a number of projects,
we take part in regional life
and each year we spend
significant sums to address
the region’s needs.




Year after year,
Sokolovska
uhelna has
achieved very
good financial
performance
results

The Company’s good
financial performance
is driven primarily by
the strategic decision
to build the combined
cycle power plant.
Sokolovska uhelna has
increased in-house
production of coal gas
for its combined cycle
power plant primarily
by commissioning the
Utilization of Gasworks
Liquid By-products
installation, which
reduces consumption
of natural gas. A third
factor in the Company’s
viability is adoption of
a new strategy in the
maintenance area.
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Important Moments
for the Company in 2008-2009

2008

January

March

April

May

June

July

August

September

October

December

2009

February

March

Business plan for 2008 approved

Auditors issue unqualified opinion on the Company’s 2007 financial statements

Short circuit on a power line on Unit 2 of the combined cycle power plant

Equity stake in EMULZ a.s. sold

Burner lit on Utilization of Gasworks Liquid By-products (UGLB) installation

Intensification of Multipowder Production capital project completed

Annual General Meeting

Pumping of water from the newly built Medard lake completed, natural filling of lake begins
Processing Section operates without Company-wide shutdown

Healthy Company project commences

Accident forces shutdown of UGLB (increased amount of water in the fuel)

Faults on combined cycle power plant and Turbogenerator 2 (TG2)

Equity stake in PRODECO, a.s. sold

Trial operation of UGLB begins

Minor landslide at Division Druzba

Repairs of KU 300/5 at Division Jifi and of TG2 at Division Zpracovani completed
Amendment to the Collective Agreement for 2009 signed

UGLB passes final inspection

Group VAT registration and related change of Tax ID to CZ699001005 effective 1 January 2009

Accident on UGLB

UGLB returned to operation after accident
Minor landslide at Division Druzba
Auditors issue unqualified opinion on the Company’s 2008 financial statements

Production of sorted coal terminated
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Letter from

the Chairman

Dear business and regional partners of
our Company, dear co-workers:

In 2008, the 15th year in our Compa-

ny’s existence and modern history, we
achieved the best pre-tax earnings result
yet: CZK 2,852 million. This result is all the
more valuable for the fact that it was
achieved while respecting regional inter-
ests both in respect of the environment
and social issues.

For the first time, as we evaluate the past
year we find ourselves in a situation when
a major change is taking place in the exter-
nal conditions in which our Company, our
country’s power industry, and the Europe-
an Union itself operate. A sea change in
these conditions is underway and will con-
tinue, directly in the energy infrastructure,
indirectly through the markets and through
our business partners — and it will affect
sales of our products as well as the scope
of our needs. And all that will also be influ-
enced by ongoing changes in legislation.

In this respect, and particularly in making
forecasts concerning our future business
performance, our current position in our
country’s energy infrastructure and econ-
omy as a whole is becoming more and
more important. It is necessary to watch
very closely and analyze the factors that, in
the past, have operated as strong points of
our business and realistically assess their
potential future roles. During the last two
years our Company has posted its best
performance results ever. It is a pleasure
and a privilege to report that, once again,
we built successfully on this performance
in 2008.

No doubt, this success has been based
on prudent allocation of our capacities and
funds between routine production opera-
tions and investment. The finances gener-
ated have enabled us to develop the Com-
pany proportionally. Most importantly, we

have increased the weighting of combined
production of pure forms of energy by ap-
plying cutting-edge technology. The past
year has brought more qualitative improve-
ments in this area with the beginning of
operational testing of the entrained flow
gasifier, which in a way represents the cul-
mination of high-pressure coal gasification
technology.

In addition to our own internal information,
our forecasts for the period to come are
also based on the annual Analyses of the
Czech Republic Energy Complex, which
are based on statistical data from all seg-
ments of the energy industry, including our
own performance figures, as well as on the
work of international institutions and com-
panies. Which parts of these analyses are
most critical is the subject of detailed con-
sideration. In particular, dramatic volatili-
ty in oil and natural gas prices and, as a re-
sult, in the prices of all forms of energy, is
one of the decisive factors that needs to
be estimated as well as possible in models
of the next few years. In this respect, is-
sues of energy security, including how to
secure the Czech Republic’s fuel base, are
coming to the forefront. In addition, trading
in emission allowances is a specific factor
impacting prices in the Czech and Europe-
an electricity markets and, through them,
our Company as well.

Marginally, it is also necessary to take into
account changes in gas sales and distribu-
tion companies, economic return forecasts
of nuclear power generation technologies
in Europe, and issues of territorial and en-
vironmental limits on coal mining, which in
our Company’s case have already been re-
solved in the past.

Our analysis includes the results and ca-
pabilities of our Company and evaluates its
position in individual segments. In summa-
ry, we can state that it does not run coun-
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ter to the focus and business concept of
our Company, or to the development and
potential state of our qualified employees,
or to the effective utilization of specific nat-
ural conditions in the space in which our
Company operates. In and of itself, howev-
er, this is not enough to eliminate negative
influences such as, for example, natural
anomalies and the generational “changing
of the guard” in the Company’s qualified
work force, which will continue in 2009
and require unflagging attention and effort
on our part. As early as 2008, we began
the process of limiting certain operations
in order to extend the useful lifetime of the
Sokolov coal belt. This process will contin-
ue to have a significant impact on our op-
erations in 2009 and beyond.

Even in the difficult conditions of 2009, our
Company intends to continue to be a pos-
itive influence on the region in areas that
have become a Company tradition. Our
cooperation with partner organizations has
been very good and we are pleased to be
able to continue in the constructive collab-
oration that will be a constant priority for
us in 2009 as well.

The excellent results of 2008 are a result of
the hard work and dedication of our em-
ployees — something for which | am grate-
ful to them! | am confident that the same
dedication and quality work will bear more
fruit in the year to come.

Franti$ek Stépanek
Chairman of the Board of Directors



People in the Management

of Sokolovska uhelna

Board of Directors

Franti$ek Stépanek

Chairman of the Board of Directors
and Chief Executive Officer

Chairman of the Board of Directors
of Golf Sokolov a.s.,

Member of the Supervisory Board
of Coal Energy, a.s.,

graduate of Technical University
of Ostrava,

born in 1953,

29 years’ mining experience,
with the Company since 1979,

Production Director in 1994-1999,
Member of the Board and CEO

of Sokolovska uhelng, a.s. since 1999,
Chairman of the Board of Directors

of Sokolovska tézebni, a.s. in
2002-2005, Chairman of the Board of
Directors of Sokolovska uhelna, a.s. in
2004-2005, Chairman of the Board of
Directors of Sokolovska uhelna, pravni
nastupce, a.s. since 2005.

Jaroslav Rokos, MBA

Vice Chairman of the Board of
Directors and Finance Director

Statutory Representative of Romania
S.r.o.,

Chairman of the Supervisory Board
of FK Banik Sokolov a.s.,

Chairman of the Supervisory Board
of Golf Sokolov a.s.,

Chairman of the Supervisory Board
of SATER-CHODOQV spol. s r.o.,

graduate of University of Economics,
Prague, and Prague International
Business School,

born in 1963,

24 years’ mining experience,
with the Company since 1985,

Finance Director of Sokolovska
uhelng, a.s. since 1995, Chairman of
the Supervisory Board of Sokolovska
téZebni, a.s. in 2002-2005, Vice
Chairman of the Board of Directors
of Sokolovska uhelng, a.s. in 2004—
2005, Vice Chairman of the Board of

Directors of Sokolovska uhelna, pravni

nastupce, a.s. since 2005.
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Jifi Pépperl

Member of the Board of Directors
and Technology Director

Member of the Board of Directors of
Golf Sokolov a.s.,

Member of the Sokolov Municipal
Assembly,

Graduate of the Technical University
of Ostrava,

born in 1956,

29 years’ mining experience,
with the Company since 1980,

Technology Director of Sokolovska
uhelna, a.s. since October 2004,
Member of the Board of Directors
of Sokolovska uhelna, pravni
nastupce, a.s. since 2005.



Jifi Peterka

Member of the Board of Directors
and Production Director

Graduate of Technical University of
Ostrava,

born in 1949,

34 years’ mining experience,
with the Company since 1978,

Production Director of Sokolovska
uhelng, a.s. since 1999. Member of
the Supervisory Board of Sokolovska
uhelna, a.s. elected by the employees
in 1994-2001. Member of the Board
of Directors of Sokolovska uhelng, a.s.
in 2004-2005, Member of the Board
of Directors of Sokolovska uhelna,
pravni nastupce, a.s. since 2005.

Jifi Radosta

Member of the Board of Directors
and Personnel Director

Member of the Board of Directors
of the Ohre River Valley Regional
Economic Chamber,

graduate of University of Transport,
Zilina,

born in 1948,

36 years’ mining experience,

with the Company since 1972,

Personnel Director of Sokolovska
uhelna, a.s. in 1994-2008, Member
of the Board of Directors of Sokol-
ovska uhelna, a.s. in 2004-2005,
Member of the Board of Directors
of Sokolovska uhelna, pravni
nastupce, a.s. since 2005.
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Supervisory Board
Miroslav Soural

Sales Director of Sokolovska uhelna,
pravni nastupce, a.s.
Bornin 1947

Jan Smolka

Member of the Supervisory Board
elected by the employees

Chairman of the Association of Labor
Organizations of Sokolovska uhelng,
pravni nastupce, a.s.

Born in 1949
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Members of the
Supervisory Board

Otokar Sojka
Private entrepreneur
Born in 1947

Josef Michalsky

Head of the Office of the CEO
of Sokolovska uhelna,

pravni nastupce, a.s.

Born in 1948

Jifi Selvicka

Head of the Legal Section
of Sokolovska uhelna,
pravni nastupce, a.s.
Born in 1948

Jifi Blazek

Member of the Supervisory Board
elected by the employees
Chairman of the Druzba labor
organization of Sokolovska uhelna,
pravni nastupce, a.s.

Born in 1967

Radovan Tresnak

Member of the Supervisory Board
elected by the employees
Chairman of the Zpracovani labor
organization of Sokolovska uhelng,
pravni nastupce, a.s.

Born in 1954

Zbysek Klapka

Head of the Accounting Section
of Sokolovska uhelna,

pravni nastupce, a.s.

Born in 1964

Lubos Vanék

Deputy Minister of Industry and Trade
of the Czech Republic
Representative of the Ministry

of Finance of the Czech Republic
(under obligations from privatization
of Sokolovska uhelng, a.s.)

Born in 1964

2008




Senior Management

Frantisek Stépanek
Chief Executive Officer

Jaroslav Rokos
Finance Director

Jifi Pépperl
Technology Director

Jifi Peterka
Production Director

Miroslav Soural
Sales Director

Jifi Radosta
Personnel Director
until 31 December 2008

Miroslav Mertl
Personnel Director
since 1 January 2009

Alojz Nevedal
Director, Division Jiff

FrantiSek Kastl
Director, Division Druzba

Pavel Homola
Director, Division Zpracovan{

Jan Smolka
Director, Division Sluzby

The organization chart appears
on page 47 of this report.
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Company Profile

Sokolovska uhelna, pravni nastupce, a.s.
is the smallest brown coal mining com-
pany in the Czech Republic. Thus, at the
European level it is a rather small com-
pany. The Company extracts approx-
imately 10 million tons of brown coal

per year. Of this amount, it sells approx-
imately 6 million tons in the Czech Re-
public and abroad. From the rest, the
Company produces annually approxi-
mately 3 TWh of electricity and supplies
approximately 2,000 TJ of heat to the
surrounding region.

The gasworks in VWesova supplied town
gas through an extensive network up un-
til June 1996, when production and sup-
ply of town gas was terminated in con-
junction with the migration of the Czech
Republic’s town gas infrastructure to
natural gas. Since the gasworks had im-
portant energy resources and relatively
modern technology, a plan was worked
out in advance for the further utilization
and development of the Processing Sec-
tion of Sokolovska uhelna. The crux of
the plan was to preserve the brown coal
gasification process and utilize the gas
SO obtained in a newly built combined
cycle power plant generating both elec-
tricity and heat. The new plant was
commissioned as early as 1996. The
Processing Section carried on its opera-
tions using the existing plant and equip-
ment but with new energy inputs.

Sokolovska uhelnd, a.s. was established
by the National Property Fund (NPF) and
first recorded in the Commercial Register
on 1 January 1994. Based on a Govern-
ment resolution, in June 2005 Sokolovska
téZebni, a.s. purchased shares in Sokol-
ovska uhelng, a.s. from the NPF and PAL
a.s., and later shares were purchased

12

from other minority shareholders as well.
The takeover of the assets and liabilities of
Sokolovska uhelng, a.s. pursuant to Sec-
tion 220p and related provisions of the
Commercial Code was recorded in the
Commercial Register in June 2005 (ret-
roactively as of 1 January 2005). At the
same time, the Company’s name was
changed to Sokolovska uhelnd, pravni
nastupce, a.s., and the Company’s seat
was changed as well. Today, the Company
is fully in private hands.

The Company’s core products are electric-
ity and heat, sorted and power generation
coal, brown coal briquettes, and carbo-
chemical products from the gasification of
coal. As a complement to these core busi-
nesses, the Company engages in environ-
mental activities focused primarily on re-
claiming land affected by surface mining
and waste processing and disposal.
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The completion of the combined cycle
power plant, which generates “peak”
electricity and fills out the plant portfo-
lio of the Czech Republic Power System,
represented a fundamental diversification
of the Company’s production program.
Coal and electricity revenues are stable,
making the Company resistant to mar-
ket volatility.

For a long time now, the Company has
been investing in upgrading its extrac-
tion processes and processing tech-
nologies and making them more envi-
ronmentally friendly. In our operations,
we give the utmost respect to the sur-
rounding area, both in view of the dan-
ger that our operations could adversely
impact the thermal springs in spas, es-
pecially Karlovy Vary’s, and in planning
and implementing clean-up and recla-
mation operations.
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Excavator at
Druzba Mine

The purchase of the KU
300/19 excavator is an
upcoming investment at
Druzba Mine. The total
cost of acquiring and
refurbishing an older
excavator will reach

CZK 221 million. The
bucket-wheel excavator
is undergoing innovative
modifications that will
enable it to operate
under harsher conditions.
The machine will get a
new control system, the
wheel drive power will
be increased to 520 kW,
and the installation of
variable-frequency drives
will give the driver more
control over the wheel’s
rotational speed. This
will make the excavator
less expensive to operate
and expand its range of
applications.
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Descriptions

of the Divisions

Extraction Section

Division Jiri

The Jifi Mine operates in the Alberov min-
ing area and, to a lesser extent, in the
Kralovské Porici and Lomnice mining ar-
eas. It extracts coal using surface-mining
techniques from the youngest Sokolov
brown coal seam, the “Antonin”, which
has an average thickness of 40 meters in
the Jifi mine area. Since 1960, the min-
ing operation has been moving in a west-
ward direction from the village of Vintifov
toward the road that connects the City
of Sokolov with the village of Lomnice,
where the Jiff mine is to terminate its op-
eration in or around the year 2027 when,
given the current rate of coal extraction,
the deposit will be mined out. The mining
operation moves forward at a rate of 90—
120 meters per year. Currently the coal
cut is in a portion of the seam that histor-
ically had been worked by the now-de-
funct underground mines Marie in Kral-
ovskeé Pofici and Jifi in Lomnice. The fact
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that the coal seam has already been par-
tially mined in legacy “long-wall” opera-
tions brings with it increased demands in
terms of selective extraction, extinguish-
ing spontaneous fires that arise in the
seam, dismantling and removal of for-
eign matter such as rails, mine cars, tim-
bering, concrete and masonry structures,
and reinforcements, as well as removal of
overburden material that has collapsed
into the mined-out spaces formed by the
long-wall process.

The mine is equipped with five KU 300
bucket-wheel excavators and a 1,400
mm-gauge trunk belt conveyor. Extracted
coal matter is pulverized to the required
grade and shipped to the Processing
Section in Vfesova, through the Tisova
processing and sorting facility in Citice

to the Tisova Power Station (CEZ, a. s.),
and to other customers. Overburden is

extracted using TC-1 and TC-2 machin-
ery complexes, consisting of a KU 800



bucket-wheel extractor, a 1,800 mm-
gauge trunk belt conveyor, and a ZP
6600 re-loading track vehicle. The two
smaller TC-1 machinery complexes con-
sist of a KU 300 bucket-wheel extractor,
1,400 mm- and 1,600 mm-gauge belt
conveyors, and a ZP 2500 re-loading
track vehicle. All overburden matter is
dumped on Jifi in-mine spoilbanks.

Division Jifi also operates the Horni Roz-
mysl Rock Quarry. In 2008 this operation
extracted nearly 1 million tons of granite,
which is used mostly to build roads, rail-
ways, and drain fields.

At present, the division is involved in ex-
tracting coal and overburden at the Druz-
ba mine. In addition, it operates all rail in-
frastructure and manages all rolling stock
at Sokolovska uhelna.

The Druzba mine extracts coal in the
Nové Sedlo extraction area. Coal re-
serves in the Nové Sedlo extraction area
will be mined out sometime after 2030.
The mine is located in the protective zone
of the Karlovy Vary spa natural curative
springs. A number of Government or-
dinances are in effect to protect these
springs and this restricts how mining
processes can be effected on the north
banks of the Druzba mine. In 2009 the
mine will reach its deepest location of
250 meters above sea level. The highest
overburden cut, which is in the southern
side of the mine, is 480 meters above
sea level. Thus, at its most lowlying point
the mine will be 230 meters deep.

For extraction of overburden and coal,
the mine is equipped with two K 800

bucket-wheel excavators, five KU 300
bucket-wheel excavators, and three E 2.5
shovel excavators. Extracted materials
are conveyed using 1,435 mm-gauge rail
and 1,200 mm- and 1,400 mm-gauge
belt conveyors. Almost all overburden is
conveyed by rail. Due to the geological
location of the coal seam and the limited
capacity of Druzba mine’s internal spoil-
bank, various combinations of technolo-
gies are used to convey extracted mate-
rials. All overburden and debris from the
coal seam is dumped at one of four loca-
tions: the internal spoilbank of the former
Medard — Libik mine using one Z 1650
re-loading vehicle, the internal spoilbank
of the Druzba mine using one Z 1650 re-
loading vehicle, the external Smolnice
spoilbank using one ZD 2100 re-loading
vehicle and one E 2.5 shovel excavator,
and the eastern portion of the Jifi mine’s
internal spoilbank using one ZD 2100 re-
loading vehicle.

The Rekultivace (Reclamation) section,
now part of Division Druzba, has exist-
ed since 1953. Originally a typical agri-
cultural enterprise with extensive forestry
operations, in the late 1980s the section
changed its focus to mine reclamation
using both technical and biological rec-
lamation techniques. Following the shut-
down of significantly loss-making opera-

tions, agriculture became a mere adjunct
to the Company’s main production pro-
gram.

Forestry is again gaining in importance.
As reclamation work has progressed, for-
ests have grown in area, leading to the
establishment of a separate organization-
al unit within the section.

Large-scale construction/reclamation
operations have yielded results such as
modifications to the area now occupied
by the Michal Reservoir, a golf course
and forest park near Dolni Rychnov, the
Boden Reservoir, and the complete rec-
lamation of the over 400-acre Velky Loket
spoilbank.

One result of the restructuring of agricul-
tural production is a Charolais beef cattle
breeding program, established in 1993,
which has become a harmonious part of
the landscape around Sokolov and espe-
cially on land reclaimed from spoilbanks
of our Company’s former brown-coal
mines. In 2008, we received a visit from
the delegates of the 35th World Charolais
Congress, which we co-organized. In ad-
dition to cattle breeding, we also grow
various grain, grass seed, and sugar beet
crops, as well as operating pheasant and
fallow-deer game preserves.
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Processing Section

The core products of the processing plant
in \Wfesova are electricity and heat, bri-
quettes, multipowder, and carbochemi-
cal products generated in the coal gasifi-
cation process.

A gasworks, part of an extensive complex
of production facilities designed to con-
vert brown coal from the Company’s own
mines into coal gas, has been in opera-
tion since 1969. The various processes
were commissioned gradually, starting in
the mid-1960s. After 1989, in conjunction
with the phase-out of the town gas net-
work and following the country’s whole-
sale conversion to natural gas from Rus-
sia, a decision was taken to undertake

a fundamental change in the production
program and to add to the processing
plant in Vfesova a power plant that would
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generate electricity and heat from syngas
(also referred to as coal gas) produced
by gasifying brown coal. Until the town
gas network was phased out in 1996, the
gasworks in Vfesova was the largest pro-
ducer of this commodity in the Czech Re-
public with installed capacity of 240,000
mé(n) of raw gas per hour. After town gas
was replaced by natural gas, the brown
coal gasification installation was not
abandoned; on the contrary, it became
the basis for generation of electricity in a
modern combined cycle power plant with
a total output of 400 MW, In addition

to the gasworks, the processing facili-

ty in Vfesova also includes the heat/pow-
er plant, a briquette plant, a wastewater
treatment facility, and a facility for neutral-
izing emissions of various gases. In addi-
tion to the plant’s social and demograph-
ic importance, it has environmental and
economic advantages as well.
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Today, following the last reorganization,
the Processing Section consists of a sin-
gle division — entitled Division Zpracov-
ani (Processing), which is subdivided into
sections. Various services are provided
to Division Zpracovani by units run by the
various directors, as well as by Division
Sluzby (Services).

Brown coal extracted from the Compa-
ny’s mines is pulverized, dried, and sort-
ed. The finer grains of coal are burned in
the conventional heat/power plant, while
the rougher component, consisting of
pieces from 5 to 40 mm in diameter, is
used as coal charge in the gasworks.
Here, pressurized to 2.7 MPa, the coal is
gasified using a mixture of oxygen

and steam in sliding bed gasifier (Lurgi).
The resulting raw gas is purified using a
cooled-methanol scrubbing process in

a Rectisol unit. The purified gas — now
called syngas — serves as the primary fuel
for the combined cycle power plant. The
primary difference distinguishing the syn-
gas production process from the legacy
town gas process is that syngas under-
goes less carbon dioxide scrubbing.



The water and tar components condense
following primary cooling. Tar is subject-
ed to further processing. Dewatered tars
are sold as a certified fuel for heat/power
plants and as a fuel with reductive char-
acteristics for use in blast furnaces in the
production of iron. Phenol concentrate

is supplied for further chemical process-
ing. 2008 saw the completion and com-
missioning of a new gasification unit that
uses tars as a raw material for the pro-
duction of gas. From the water phase,
ammonia is obtained by distilling, phenols
are obtained by extraction via butyl ace-
tate, and wastewater is treated biologi-
cally by oxygen activation in two stages.
Treated water is further used in the gas-
works process, and surplus water under-
goes a second round of treatment before
being discharged into the waterway.

2008 saw the completion and com-
missioning of the gasification unit enti-
tled UGLB - Ultilization of Gasworks Lig-
uid Byproducts — which uses some of the
tars and phenols produced by the gas-
works as fuel to make syngas for pow-
er production. Unlike the gas produced
in sliding bed gasifiers, however, this gas
contains practically no hydrocarbons.
The installation operates on the principle
of gasifying liquid substances in an en-
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trained flow gasifier. The gas produced is
cleaned together with the gas produced
in the Lurgi gasifiers.

Raw gas, from which condensing contents
have already been largely removed, is fur-
ther purified in a Rectisol selective scrub-
bing process. This process removes from
the gas benzines, 100% of hydrogen sul-
fide, certain organic compounds, and
also vestiges of ash matter that could
have an abrasive effect further in the pro-
cess. Since the syngas is used as fuel in
gas turbines, most of the carbon diox-
ide content is preserved, because it per-
forms mechanical work in the turbine. As
an inert compound, the carbon dioxide
has a positive influence on the formation
of nitrogen oxides during the combustion
process in the turbine. Sulfuric acid is ob-
tained by desulfurizing expansion gases
from the selective scrubbing process. Af-
ter passing through the cleaning process,
the gas is at a pressure of 2.1-2.5 MPa,
enabling it to be utilized in the gas turbine
without any additional compression. After
cleaning, the gas is practically sulfur-free
and contains no nitrogen-bearing sub-
stances. This makes it very suitable as an
environmentally-friendly fuel for firing in
the power plant.



At the processing facility in Vfesova, elec-
tricity and heat are produced in two plants:
the heat/power plant and the combined
cycle power plant.

The Vifesova combined cycle power plant
consists of two identical generating units,
each consisting of a FRAME 9E (9171 E)
gas turbine, a waste heat boiler, a PP 60—
71 steam turbine, electrical equipment,
an control system, ancillary and shared
equipment (gas feeder line with reduction
station, cooling water pump station with
cooling tower, and infrastructure connect-
ing the unit to other processes at the
compound).

The base fuel used at the plant is coal gas
obtained from the gasification process.
Natural gas, which enables generating
unit output to be changed quickly, is used
as a supplemental and back-up fuel. Nat-
ural gas is supplied to the VWesova power
plant via a spur from the main transit gas
pipeline that supplies the Czech Republic
with natural gas from Russia.

Sulfur dioxide emissions originate only
from residual hydrogen sulfide left in the
coal gas following the scrubbing proc-
ess. Under normal operating conditions,
hydrogen sulfide concentrations are less
than 10 mg per m® of gas.

Nitrogen oxide emissions originate prima-
rily from the NO, formation mechanism.

During the gasification process, nitrogen-
bearing substances contained in the coal
give rise to ammonia, which is removed
in the cleaning processes. The gas used
as fuel, then, does not contain any nitro-
gen-bearing compounds; nitrogen oxides
are formed via oxidation of airborne ni-
trogen only. The carbon dioxide content
in coal gas, then, is very useful for reduc-
ing NO, emissions. The guaranteed lev-
el of nitrogen oxides content is 92 mg/m?
at 15% oxygen in the flue gas. This lev-
el meets clean air standards by a wide
margin and protects the environment sur-
rounding the plant from harmful ground-
level concentrations.

The heat/power plant in Vfesova is
equipped with four turbines with name-
plate capacity of 55 MW, and five dry
bottom boilers capable of generating
325 tons of steam per hour. Steam at
high pressure (13.5 MPa) and a tempera-
ture of 540 °C is produced by combust-
ing coal ground to < 5 mm. The steam is
used to generate electricity. Some of the
steam, diverted from the turbines at pres-
sures of 3.5 and 0.5 MPa, is used to dry
and gasify coal. It is also a source of heat
not only for the Company’s operations,
but also for district heating networks in
the vicinity of Vfesova (including the spa
city of Karlovy Vary).

-
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The heat/power plant has been fitted with
modern flue gas desulfurization technology
based on a wet limestone scrubbing proc-
ess and, today, following all upgrades, it
meets all applicable clean air require-
ments.

In the coal drying facility, mined/raw coal
which contains 38-46% water by mass

is dried down to 12-18% for use in the
heat/power plant and to 28-32% for gas-
ification. The drying process takes place
in Schulz steam pipe driers. Waste steam
from the driers is diverted into electrostat-
ic filters, which capture coal dust. Coal
drying for the briquette plant takes place
in a similar facility, but the coal is dried
even more, down to 7-12% water con-
tent. Fine brown-coal powder (multipow-
der) is utilized commercially to generate
heat in powder burners. Multipowder
does not come only from the electrostat-
ic filters used in the coal drying process,
however; it is also obtained by grinding
dried briquette coal along with briquette
chips and attrition in a vibrating rod mill.
Multipowder is a commercially success-

ful product; its sales grow every year and
it has a key place in the Company’s busi-
ness plans. In 2008, its sales exceeded
100,000 tons.

Brown briquettable coal from select
parts of the Antonin seam is first pulver-
ized, ground, and dried to a grade of < 6
mm, at which point it is fed into PZA 300
presses, in which it is pressed into the
form of briquettes at a pressure of

175 MPa without the use of adhesives.
The Company has installed a total of 14
presses, each with a capacity of 10.7
tons per hour.

When converting brown coal into bri-
quettes without adhesives, the decisive
factors are the physical and chemical
qualities of the coal used: in particular,
capillary water and ash content, hard-
ness, plasticity, and petrographical com-
position (esp. huminite content). Man-
ufacture of briquettes is an important
method of adding value to coal. However,
as the mining operation progresses, the
amount of coal suitable for conversion
into briquettes is steadily declining. At the
same time, demand for this once very
popular fuel is declining as well.
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Wastewater from the crushing plant, dry-
ing facility, and briquette plant is treated
and recycled in the processes. The rough-
er coal sludges from the treatment proc-
ess are dried and used as fuel, while the
finer sludges resulting from flocculation
are landfilled.

The Company’s further development and
operations, and the power- and gas-gen-
eration operations in particular, must be
accompanied by systematic environmen-
tal improvements and utilization of clean
coal technologies. That will enable the
coal gasification process to continue until
the Sokolov Basin’s coal reserves are ex-
hausted. Today, the Company’s plant and
equipment has been expanded to include
a UGLB unit for gasifying carbochemical
products — phenols and tars that are waste
products from the process of making coal
gas in Lurgi gasifiers. The potential for us-
ing other forms of waste to generate en-
ergy is being explored as well.



Support Section

Division Sluzby is the second youngest
Company division. Its various departments
are responsible for the majority of service
processes, each of which is important in
some way for meeting the targets set for
the production divisions. Most importantly,
the division is tasked with optimizing the
utilization of the Company’s capacities in
maintenance and all other support proc-
esses as well.

The division’s operations are focused pri-
marily on the following areas:

M maintenance of production equipment
and technologies,

m stocking of materials and spare parts,

W process conveyance and personnel
transport, including vehicle mainte-
nance and shipping services,

m telecommunication services,

W building and facilities administration,

W property security,

M fire and rescue brigade.

The Mining Maintenance Department
provides repair and maintenance serv-
ices for production plant and equipment
and all process technologies in the Com-
pany’s Extraction Section. This includes
machinery complexes, trunk belt convey-
ors, diesel and electric locomotives, as
well as certain categories of mine rolling
stock and ancillary mechanization. The
Department plays a fundamental role in
managing and carrying out overhauls of
electric locomotives and logistical func-
tions related to this activity.

The Processing Maintenance Department

centralized maintenance capacities from
the entire Processing Section into a single,
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compact whole which sees to the mainte-
nance of production plant and equipment
from coal processing, through the proc-
ess of gasifying coal for the CCPP, to the
heat/power plant and the CCPP them-
selves.

The organizational unit into which the Com-
pany’s wheeled transport capacities were
concentrated is the Truck Transport De-
partment. It provides both process con-
veyance and transport of personnel to and
from the mine areas. One of its key tasks

in 2008 was to meet increased transport
volume requirements, particularly in con-
junction with out-transport of ash contain-
ers, without any substantial increase in out-
sourcing. The Department also includes
truck maintenance facilities, a truck wash,
and an in-house tire repair shop.

The Stocking Department, as the name
would indicate, is charged with providing
logistical services within the Company,
to both production and non-production
functions. This includes running ware-
houses, managing inventory, and oper-
ating the Company’s in-house vehicle
fueling stations. A major accomplishment
of 2008 was the very successful launch
of an electronic B2B platform including
an RFP process and electronic bidding.

The smallest unit of the Division —in terms
of the number of employees, but not
scope of services — is the Telecommuni-
cations unit, which operates and main-
tains the Company’s telecommunication
networks and telecommunication tech-
nology services, including radio networks.
This department’s key task in 2008 was to
prepare an investment plan for upgrading
the Company’s telephone exchanges.
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First Locomotive
to Roll Out of
New Shop

2008 saw the
completion of the
overhaul of the first of
two 27E2 electric mine
locomotives out of a
total of twenty slated to
undergo the overhaul

process, which includes
a partial upgrade.

The two overhauled
locomotives were put
into trial operation in
late 2008. The overhaul
process takes place

in workshops in Nové
Sedlo, which have been
specially equipped for
this purpose.




The Measurement & Regulation (M&R)
unit sees to the operation, maintenance,
and repair of all M&R devices and equip-
ment, as well as operation of I&C sys-
tems in the Processing Section. Its key
task in 2008 was to secure the operation
of newly completed capital projects and
processes ancillary to them, i.e. mainly
the Utilization of Gasification Liquid By-
products installation.

Another integral part of the division’s op-
erations is Building and Facilities Admin-
istration, which includes managing, re-
pairing and maintaining buildings and
other Company facilities, including recre-
ational parks, boarding houses, and re-
maining Company apartments. In 2008,
this unit began managing the Company’s
cafeteria facilities and the entire Pratelstvi
(Friendship) compound.

In order to protect its property, the Com-
pany has established an in-house Fire
and Rescue Brigade, whose facilities
were upgraded last year to improve the
Brigade’s action potential. Since 2008,
the Brigade maintains and services elec-
tronic fire prevention equipment through-
out the Processing Section.

All white-collar activities of the Compa-
ny take place in the various sections of
Corporate, each of which is headed by
one of the Company’s directors.

In addition to its own affairs, the CEO’s
section looks after Company legal mat-
ters, oversees property management,
[T, and the organization & management
section.

The Technology Director’s section is pri-
marily involved in developing the pro-
duction base, mine development, envi-
ronmental issues, public tenders, and
capital projects.

The Production Director’s section co-
ordinates production preparation and
maintenance of plant and equipment.
It’s purview also includes responsibilities
and services in the areas of measure-
ment, geology, operation of laboratories,
occupational health and safety, fire safe-
ty, and management of energy flows.

The Finance Director’s section is re-
sponsible for all financial aspects of the
operations of the Company and its sub-
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sidiaries. This includes bookkeeping
and taxes, management of financial as-
sets, operation of the Company savings
bank, and financial planning.

The Personnel Director’s section is in
charge of personnel-related activities,
payroll and labor economy. The Training
Department provides training services
for the Company’s own employees and
those of other companies as well.

The Sales Director’s section coordinates
all commercial activities and provides
for the sale of solid fuels, energy, and
chemical products, as well as dealing
with marketing and promotion.
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Business Environment

“In 2008, Sokolovska uhelna
maintained its position in the
solid fuels market with an overall
market share of 22.66%.”

Miroslav Soural
Sales Director

Total brown coal extraction volume in the
Czech Republic was 47.1 million tons

in 2008, a decline from 2007’s figure of
48.9 million tons.

In 2008, Sokolovska uhelna maintained its
position in the solid fuels market with mar-
ket shares of 20.66% overall, 21.49% in

powdered coal grades, and 7.72% in sort-
ed coal grades.

CEZ, a.s. continues to be our largest busi-
ness partner, with brown coal purchasing
volume of 2 million tons. We continued to
take an individualized approach to key con-
tractual partners, and prices were negotiat-
ed primarily on the basis of purchasing vol-
ume and long-term contracts.

In spite of increased demand for Sokolov
brown coal, supplies in 2008 were purpose-
fully curtailed to minimum levels under one-
year contracts. This was done primarily due
o two aspects: first, the future shortage of
brown coal in the Czech Republic caused
by a lack of clarity surrounding the possible
extension of extraction limits in North Bo-
hemia and, second, the ongoing new cal-
culation of remaining coal reserves, which
will influence decisions on how to maintain
Sokolovskéa uhelnd’s mining operations.

Coal prices are influenced by the rising pric-
es of oil and natural gas. The price of brown
coal for power generation is to a large ex-
tent determined by prices of electric power
in Europe and the Czech Republic. Esca-
lation formulas, if any, for determining coal
prices in purchase contracts give the elec-
tricity price index an 80% weighting.

Extraction of Brown Coal in the Czech Republic (millions of tons)

2008
2007
2006

2005

2004
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Since a portion of our briquette production
volume is exported, total briquette sales
(and their prices) were influenced, among
other factors, by competitive pressures in
the Germany market among the key pro-
ducers of this commodity.

Because energy prices (oil, gas, electricity)
have been rising over the long term, more
and more customers are migrating to dried
brown coal powder, which Sokolovska
uhelna manufactures for commercial sale.
It is obtained by capturing coal powder in
electrostatic filters during the coal drying
process. In 2008, demand for this type of
fuel exceeded the Company’s capacity to
produce it, and the trend is one of contin-
ued growth.

Due to Sokolovska uhelna’s geographic po-
sition within the Czech Republic and major,
extensive Czech Rail track shutdowns led
to uneven availability of empty freight cars
and imposed time limits on the operation
of tracks leading out of the Sokolov Basin,
mainly those leading to regions in the
southwest of the Czech Republic. To var-
ying degrees, this situation disrupted sales
and contractual supplies of solid fuels to
certain customers, primarily in the period
when customers are preparing their heat-
ing appliances for the winter.

Sokolovska uhelna

Severoceské doly

" Mostecka uhelna
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Intensification
of Multipowder
Production,
Phase lll

This project is designed
to exploit the coal
drier’s full potential for
multipowder production,
including an expansion
of multipowder storage
capacity with the ability
to separate product into
different quality grades
and ship individual
grades to customers.
This represents an
improvement in the
quality of multipowder
loading and shipping
operations. The new
hoppers can hold up

to a total of 775 m? of
multipowder. To enable
selling of different
grades of product in

the volumes required

by customers, a new
loading facility was

built. The separation of
multipowder into quality
grades solved the
problem of uneven sales
requirements.
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The Power Sector

No material ownership changes took place
in the power sector last year. Stabilized
ownership relations kept CEZ, a.s. in a dom-
inant position in generation and distribution,
thereby making it the dominant player in the
entire domestic power market as well.

In terms of legislation, the fully liberalized
market environment experienced problems
similar to those seen in the power markets
of other European Union Member States
with a similar structure, i.e. markets that
have a single player dominating both gen-
eration and distribution. This dominance
led to a division of spheres of influence
among principal market players. Price de-
velopment was determined by demand

for electricity in southeastern markets (Slo-
vakia, Hungary, and the Balkan States)

and by specific changes in oil prices, not
by competition among electricity suppli-
ers. Price movements on the Prague En-
ergy Exchange (PXE) copied those seen in
Leipzig. In addition to major domestic play-
ers, i.e. producers and traders, foreign en-
tities also trade on the PXE, which plays

a major role in integrating the Central Eu-
ropean power market. Legislative chang-
es in how the deviation clearing price is set,
with a new rule tying the deviation’s price
progressively in relation to its size, contin-
ued to exert an influence on short-term
and spot markets with subsequent price
growth. The new method for determining
the deviation clearing price partially pre-
vented speculative export of the deviation.
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Chemical Products

Carbochemical products sold by Sokol-
ovska uhelna arise from the process of
gasifying brown coal to produce syngas,
the base fuel used to generate electricity
in the combined cycle power plant. They
include phenol concentrate, which is a
raw material for production of pure phe-
nolic substances, and brown coal gasifi-
er tar, which is sold in the Czech Repub-
lic as fuel and also as a reducing agent in
the production of steel in blast furnaces.
In terms of their origin and composition,
our carbochemical products are unique in
both the internal Czech Republic market
and in other European countries as well.
Elsewhere, similar products are produced
exclusively from black coal and crude oil.

In smaller volumes, the Company also
produces two purely chemical products —
sulfuric acid and liquid ammonia. In these
commodities, the Company has continued
to hold up under heavy competitive pres-
sure from domestic and foreign produc-
ers alike, thanks to the very good qualita-
tive parameters of these products.

Our business partners for sale of carbo-
chemical products, ammonia, and sulfu-
ric acid included both Czech and foreign
firms (the latter primarily from Germany
and Austria). Commercial relations with
these partners are long-term in nature
and at very good level, primarily thanks
to our customer services and compliance
with quality standards.



Production and
Sales

Solid Fuels

Sokolovska uhelna is a major supplier of
brown coal-based fuels to power and dis-
trict heating companies in the Czech Re-
public. Demand for this type of fuel is rel-
atively stable and overall consumption of
brown coal in the Czech Republic is large-
ly constant. Unfortunately, however, brown
coal resources are limited. In 2008, more
than in previous years, there is talk of an
impending shortage in this difficult-to-re-
place fuel, especially in the district heat-
ing industry. Following a clarification of
extractable reserves, 2008 brought a sub-
stantial revision to the long-term solid fuel
sales plan. To ensure that the fuel base for
the Vesova power plant is not threatened,
volumes of brown coal earmarked for sale
will gradually decline in the years to come.

For 2008, the business plan called for
solid fuel sales volume of nearly 6 million
tons. During the year, the goal was not
to exceed this plan, but rather to reduce
sales volume by another approximately
5%. At the same time, this situation sent
a message to customers that, due to lim-

Solid Fuel Sales (thousands of tons)

2008
2007
2006
2005

2004

2,000 3,000

ited coal supplies in the years to come,
they will have to address the issue of find-
ing alternative sources to fully meet their
energy needs. In 2008, 5.3 million tons of
powdered coal was sold, down 600,000
tons from 2007. These numbers demon-
strate the above mentioned trend of grad-
ually limiting brown coal sales.

Sorted coal accounts for 4% of total
brown coal sales volume. Starting from
around mid-year, sales of sorted coal were
limited due to lower availability of coal suit-
able for sorting. Despite an increase in the
price of sorted coal from October of last
year, Sokolovska uhelnd was forced for the
above reason to curtail supplies to both
domestic and export customers, since de-
mand exceeded production capacity by

a wide margin. In the end, over 200,000
tons of sorted coal was sold, i.e. approx-
imately the same level as in 2007. In ear-
ly 2009, it was decided that Sokolovska
uhelna would terminate production of sort-
ed coal as of 31 March 2009.

In briquettes, there was a continuation

of the declining sales trend seen in past
years. This situation is caused by several
concurrent factors. First, briquettes are a
solid fuel targeted mainly for retail end cus-
tomers. As of 1 January 2008, these cus-
tomers in the Czech Republic had to pay

5,000 6,000
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“Sokolovska uhelna is a major
supplier of brown coal-based
fuels to power and district
heating companies in the Czech

Republic.”

av s

JiFi Peterka
Production Director

a solid fuels tax, entitled the environmental
tax, which significantly increased the end
price for consumers. Another cause of de-
creased briquette sales was substantially
lower export volume due to movements in
Czech Koruna-to-Euro exchange rates. Fi-
nally, there is the ongoing price war being
waged by two large companies that sell
briquettes in Germany. This caused sell-
ing prices in the German market to fall be-
low the cost of production. All of these de-
velopments resulted in the final briquette
sales figure of under 150,000 tons in 2008,
down nearly 40% from the volume sold in
the previous year.

The last commodity in the solid fuels cat-
egory is brown coal powder, called “mul-
ti-powder”. This is a solid fuel that is capa-
ble, under certain conditions, of replacing
liquid fuels such as heating oil. Thanks to
new loading equipment and logistical in-
frastructure, multipowder sales grew sub-
stantially in 2008, to over 100,000 tons
from 80,000 tons in 2007 — an increase

of over 25%. Despite this, demand for
multipowder is growing rapidly and so, in
2008, the Company conducted a study of
its multipowder production operation and
possibilities for increasing sales to up to
400,000 tons. In 2009, the study will be
assessed in the context of the Company’s
overall production plans.

Powdered coal - supplies to CEZ

Powdered coal - other

Sorted coal, briquettes
and multipowder
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The CCPP produced 2,100 GWh of pow-
er last year. Compared to 2007, this rep-
resents an increase of 295 GWh.

The heat/power plant produced a total of
1,643 GWh in 2008. This represents a
year-on-year decrease of 3%.

Supplies of electricity from both Sokol-
ovska uhelna power plants in 2008 took
place under the “seller responsible for
deviation” regime (ID RUT 123). In terms
of structure, supplies fell under one of
three categories:

W Electric power supplied to other players
in the wholesale market (supplies subject
to registration in the information system
run by the Czech Republic’s market op-
erator), accounting for 76% of electricity
sales revenues.

W Regulation energy and regulation work
supplied and/or used to activate these
supplies. Regulation work was supplied
exclusively to CEPS a. s. in the form of
ancillary services. These services ac-
counted for 17.5% of electricity sales rev-
enues.

m Supplies to end consumers who are
supplied with electricity through the Com-
pany’s own local distribution grid, ac-
counting for 6.5% of electricity sales rev-
enues.

The resulting electric power supply dia-
gram was optimized for maximum utiliza-
tion of the Company’s own fuel resourc-
es. Low levels of utilization of reserved
regulation capacity and higher prices for
regulation work led us to assume that
the bulk of regulation energy would be
produced from fuel obtained from an out-
side supplier.

Production of Electricity (GWh)

2008
2007
2006
2005

2004
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Supplies of electric power are based on
long-term bilateral contracts, whose vol-
ume and structure are determined on
one hand by production economics, and
on the other by efforts to limit potential
purchasing expenses by creating in-
house reserve capacity to offset fluctu-
ations in Sokolovska uhelna in-house
consumption, eliminating errors in pre-
dicting in-house consumption by individ-
ual divisions, and by determining availa-
ble power for supply given considerable
variability in heat generation capacity. In
contrast, in assembling the basic electri-
cal power supply package we planned
to purchase electric power to fully cov-
er the diagram of these supplies, so as
to ap-proach standard traded products
(e.g. one-month baseload), making our
product more marketable and enabling
it to command a higher price while at
the same time increasing the variability
of corrections with the option of making
a given correction at the most advanta-
geous time economically (in cooperation
with the production division).
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Wholesale supplies under long-term bi-
lateral contracts accounted for nearly
85% of the total volume of electrical work
sold. Direct supplies to end consumers
through the Company’s own local dis-
tribution grid accounted for just under
9%. Surplus reserve capacity was trad-
ed through short-term contracts and in
spot markets organized by the Czech
Republic market operator, i.e. on the dai-
ly hourly market, the block market, and
the intraday market. The total volume of
short-term contracts was 5%, which cor-
relates with the error in predicting availa-
ble production capacity and Sokolovska
uhelnd’s in-house consumption.

In total, 3,229.9 GWh of electrical work
was supplied to customers. Of this
amount, 2,088.8 GWh was generated in
the CCPP. Another 1,027.8 GW was sup-
plied to outside customers from the heat/
power plant and 113.2 GWh of electric
power supplies were sourced by pur-
chasing from outside suppliers, on spot
markets for the most part.

Heat/power plant

CCPP




Supplies of ancillary services were
based on a contract signed after holding
a successful tender for supplies in the
period 2008-2010. Through one one-
year and two medium-term tenders, we
lined up sufficient contracting volume to
cover supplies of CCPP surplus gener-
ating capacity in natural gas-fired mode,
thereby minimizing the need to sell an-
cillary services on the spot market (DT
PpS) organized by CEPS where, due to
limited demand and an oversupply of
generation capacity, prices are highly
volatile and the long-term trend is toward
lower price levels.

The district heat industry — i.e. both pro-
duction and distribution — continues to
be State-regulated with regard to the
natural monopoly of distribution with
very limited potential for a market en-
vironment. In addition to being used in
production processes, thermal energy or
heat — a by-product of electricity gener-
ation — is also sold to outside customers
and to the populace to heat buildings. In
2008, heat generation volume was in line
with the previous year’s at 29,921 TJ.

A large portion of this output, however,
was utilized within the Processing Sec-
tion of Sokolovska uhelna. As a result,
sales to outside customers in 2008 to-
taled 2,046 TJ. The selling price of heat
is subject to regulation by the Energy
Regulatory Authority.

Coal gas is the base fuel used at the
combined cycle power plant to gener-
ate electricity. It is produced primarily by
gasifying brown coal extracted from the
Company’s mines. In 2008, 1,331 million
m?® was produced, nearly 170 million m?
more than the quantity produced in 2007.
In 2008, however, raw gas for producing
coal gas was not made only from coal.
Approximately 4% of the total gas volume
was produced in a entrained flow gas-
ifier that gasifies chemical by-products.
The combined-cycle power plant’s fuel re-
quirement to reach the above volume of
electricity production and sale was met
fully by in-house produced coal gas.

Production of carbochemical products is
dependent on production of coal gas. In
terms of their origin (from brown coal at
the beginning of the technological proc-
ess), our carbochemical products are
unique not only within the Czech Repub-
lic, but throughout Europe, since other
comparable products are obtained from
black coal (or from crude oil) and have a
different chemical composition. Therefore,
they have their place in the market (phe-
nol concentrate in particular) and they are
in demand among outside industrial cus-
tomers. In 2008, the sales plan was met
in full for all commodities.

Brown coal gasifier tar, our principal car-
bochemical product, was shipped in

a volume of nearly 84,000 tons. Com-
pared to 2007, this figure is down by
nearly 8,500 tons. The difference is due
to consumption of tar in the Company’s
own production facility (the entrained flow
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gasifier) to produce coal gas, which gen-
erated a higher economic return than if
the same amount had been sold. Thus,
tar sales in 2008 were commensurate
with overall production and in-house con-
sumption.

Phenol concentrate production and sales
volume in 2008 was 14,600 tons, which
is comparable with the past year’s level.
The entire amount produced was shipped
to customers — mostly (11,000 tons) in
Germany. The remainder was sold in the
domestic market.

Sales of liquid ammonium were higher
than in 2007 (by over 1,000 tons). In total
we shipped over 8,000 tons to custom-
ers, mainly in the Czech Republic. Pro-
duction volume is in line with the amount
of coal gas produced.

The volume of sulfuric acid shipped in 2008
(22,300 tons) was much higher than the
amount shipped in 2007 (17,300 tons).
Production of this commodity is not di-
rectly linked to production of coal gas;

it depends more on the sulfur content

in the coal that is gasified. The increase,
then, is related to the processing of high-
er sulfur-content coal in the Company’s
gasworks.
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Earnings Analysis

In 2008, Sokolovska uhelna posted record
net income of CZK 2,271 million. Income
before tax was CZK 2,852 million. Cor-
porate income tax due in 2008 was CZK
518 million and deferred tax totaled CZK
63 million.

The before-tax result was achieved on
revenues of CZK 14.3 billion and expens-
es of CZK 11.4 billion.

Sales of the Company’s own goods and
services, at nearly CZK 10 billion, ac-
counted for 70% of overall revenues. In

2007, these revenues totaled CZK 9 billion.

The largest components in revenues were
sales of energy, at CZK 5.5 billion (not in-
cluding sales of purchased electricity),
and sales of solid fuels, including trans-
portation fees, at CZK 3.4 billion. Thus,
our revenues are diversified into two rela-
tively independent sources, allowing the
Company to meet its goal of converting
a substantial portion of our coal into val-
ue-added forms of energy, at or near the
extraction sites. Revenues from sales of
merchandise totaled CZK 0.2 billion.

Sales of energy can be broken down as
follows: sales of electricity (including elec-
tricity-related services), CZK 5.2 billion
(2007: CZK 4.1 billion) and sales of heat,
CZK 0.3 billion. Of the overall electricity
sales figure, the combined cycle power
plant accounted for 57.3%, the heat/pow-

28

“Sokolovska uhelna posted record
earnings. Profit before income tax
was CZK 2,852 million.”

Jaroslav Rokos, MBA
Finance Director

er plant 27.4%, and the rest came from
sales of electricity-related services.

Sales of solid fuels included sales of coal
(CZK 2.7 billion) and sales of briquettes
(CZK 0.2 billion). Compared to the previ-
ous year there was a 5.8% decrease in
sales.

Other revenues included CZK 0.6 billion

in sales of chemical products and CZK 64
million from other products (rock, agricul-
tural products, etc.). The Company’s total
proceeds from these activities in 2007 was
CZK 80 million.

Service revenues, not including electric-
ity-related services, consist in particular
of solid fuel transportation fees, clean-
up of environmental damage, cafeteria
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services, and hazardous waste disposal

services, and their total was CZK 0.8 bil-
lion. The analogous figure for 2007 was

CZK 0.7 billion.

Other revenues included CZK 0.1 billion
for capitalization of materials, fixed assets
and intracompany services, with capitali-
zation of refurbished spare parts account-
ing for a significant portion thereof. The
Company also sold some of its assets
and materials inventories — primarily sur-
plus real estate, machinery and equip-
ment. These sales generated proceeds of
CZK 71.5 million.

Financial revenues totaled CZK 1.4 bil-
lion and consisted of sales of securities,
interest on deposits, and revenues from
short-term financial assets.



Expenses

The principal components of expenses are:

cost of materials, energy and externally

purchased services (CZK 4.0 billion), per-
sonnel costs (CZK 2.3 billion), and depre-
ciation and amortization (CZK 1.0 billion).

Consumption of materials totaled CZK
0.9 billion, down CZK 0.1 billion from the
previous year. The main types of materi-
al consumed were spare parts and ma-
terials (such as diesel fuel) used in equip-
ment operation.

Consumption of energy and gases to-
taled CZK 0.4 billion in 2008. This figure
was influenced in particular by consump-
tion of other gases (oxygen, nitrogen,
and air) at CZK 0.2 billion as well as con-
sumption of natural gas in the amount of
CZK 0.2 billion. Purchase of electricity for
resale totaled CZK 55.7 million.

Repair expenses in 2008 totaled CZK 0.9
billion. Repairs included, in particular, that
of the KU 300/5 bucket-wheel excavator
and re-loading vehicle at Division Jiff, re-
pairs of locomotives and LH cars at Division
Druzba, and repairs of steam turbines at Di-
vision Zpracovani. Operating expenses of
the Processing Section were positively im-
pacted in 2008 by the fact that there was
no Company-wide shutdown of production
plant and equipment in the summer.

Cost of transportation and other services
totaled CZK 1.8 billion. This figure con-
sists predominantly of solid fuel transpor-
tation expenses (CZK 0.8 billion). Other
significant items include expenses related
to process gas purchasing, rent, market-
ing and advertising expenses, cafeteria
expenses, clean-up and reclamation ex-
penses, and security guard expenses.

Personnel expenses exceeded CZK 2.3
billion, with wages accounting for CZK
1.7 billion of the total figure. Related so-
cial security and health insurance expens-
es reached CZK 0.6 billion. The average
monthly wage grew to

CZK 28,225.

Taxes and fees reached CZK 0.1 billion.
These include primarily amounts paid on
minerals extracted and mining areas used,
real property taxes, water and air pollution
fees, and land appropriation fees.

Sales of Products, Services and Merchandise in 2008 (%)

Other

Heat

Chemical products
Solid fuels

Electricity

Operating Expenses in 2008 (%)

Other

Depreciation and amortization

Personnel expenses

Cost of material, energy, and
externally purchased services
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Other operating expenses totaled CZK
2.7 billion in the year in question, with
CO, emission allowances accounting for
nearly 95%. Insurance premiums totaled
CZK 0.1 billion.

CZK 1 billion in depreciation and amor-
tization charges were included in the
Company’s 2008 expenses.

Use/clearance of provisions and impair-
ment allowances in 2008 exceeded crea-
tion thereof by CZK 0.1 billion. The most
significant items were: (a) creation and
use/clearance of statutory provisions for
repairs, clean-up and reclamation; and
(b) creation and reversal of impairment
charges on assets.

The Company’s financial expenses to-
taled CZK 1.3 billion. These consisted
primarily of the acquisition cost of securi-
ties sold, and interest expenses.
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Structure of Assets and Sources

of Financing

Company Assets at 31 December 2008 (CZK billions):

Fixed assets
Current assets, prepayments and accruals

Total

Equity and Liabilities at 31 December 2008 (CZK billions):

Equity
Liabilities and deferred income

Total

Fixed assets consist primarily of proper-
ty, plant and equipment with a book val-
ue of CZK 9.3 billion. The most significant
components of property, plant and equip-
ment are machinery and equipment

(CZK 4.7 billion), buildings and structures
(CZK 3.9 billion), land (CZK 0.4 billion)
and capital projects in course of con-
struction, including advance payments
(CZK 0.3 billion).

The Company holds CZK 0.3 billion in
long-term financial assets, including nine
subsidiaries and three associates (see
Notes to Financial Statements).

Current assets consist of inventory, long-
and short-term receivables, and short-
term financial assets.

At year end 2008, inventory totaled CZK
0.5 billion and it consisted primarily of
materials and spare parts necessary to
keep mining and production plant in
working order, as well as inventories of
the Company’s own products (in particu-
lar, coal and rock dumps and agricultural
products stored pending sale).

Receivables (gross) as of 31 December
2008 totaled CZK 1.3 billion. These were
subject to impairment allowances of CZK
79 million, or 6% of the total receivables
face value and 95% of the face value of
overdue receivables. In particular, the al-
lowances relate to older receivables for
coal sales before the year 2000, receiva-
bles from companies in bankruptcy, and
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receivables on which court proceedings
are pending.

Short-term financial assets totaled CZK
6.7 billion and, during 2008, served to fi-
nance the Company’s operating and cap-
ital expenditure needs and meset its finan-
cial obligations.

Prepayments and accruals consist primar-
ily of estimated items and other items
recognized to implement the revenue
recognition principle.

As of 31 December 2008, the Company’s
share capital was CZK 2 million and con-
sisted of 20 registered shares in docu-
mentary form, each with a face value of
CZK 100,000. The shares are transfer-
able only with the prior consent of the
Board of Directors. Share transferability is
further limited in that the Company’s other
shareholders have the right of first refusal.

As of 31 December 2008, the statutory
reserve fund had a balance of CZK 0.4
million. The fund is set up and maintained
in accordance with the Articles of Asso-
ciation. Like in 2007, the Company con-
tributed CZK 30 million to the social fund.
The fund’s year-end balance was CZK 9.8
million. Employees utilize the fund to help
defray costs of meals at Company cafe-
terias, recreational sojourns, healthcare
devices not covered by health insurance,
children’s recreation, and cultural and so-
cial events.
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Profit brought forward reached CZK 7.9
billion. Earnings for the current accounting
period totaled CZK 2.3 billion.

As of 31 December 2008, the Company
carried provisions totaling CZK 3.8 billion.
Statutory provisions (CZK 3.6 billion) form
a substantial portion — these are provi-
sions for clean-up and reclamation of land
affected by mining as well as a provision
for repairs of plant and equipment exten-
sive enough that, should this provision not
be made, they would have a material im-
pact on the Company’s earnings in the
year they are effected.

Long-term payables, at CZK 0.7 billion,
consist almost exclusively of deferred tax
liability. Short-term payables totaled CZK
1.4 billion and included trade payables
(CZK 0.7 billion) among other items. None
of the trade payables were overdue. Oth-
er material items include December wag-
es payable to employees, related social
security levies payable and employee de-
posits in the Company savings bank.

Throughout 2008, Sokolovska uhelna met
all its obligations to the State, banks, em-
ployees, and business partners on time
and in full.

Bank loans at 31 December 2008 had an
aggregate balance of CZK 2 billion. They
consisted of a restructuring loan which
matures at the end of 2013. No new loans
were drawn during the year.
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Investing in the
Environment

Emissions data are sig-
naling a major new
shift in the environ-

ment of the Sokolov re-

gion. Most importantly,
the data confirm the ef-
fectiveness of the “In-
tensification of Flue Gas

Desulfurization” project
at Sokolovska uhel-

na’s heat/power plant

in Vfesova. Another en-
vironmental investment
at Sokolovska uhelna is
aimed at protecting sur-
face water. Cleaning up
legacy mine-related en-
vironmental burdens is
a no less important
area.

UHELNA

Capital Construction

Like every year, 2008 saw the execution
of a number of capital expenditure projects,
in accordance with the assets renewal plan,
to develop both the Processing and Extrac-
tion Sections. The total amount invested in
these projects was CZK 0.9 billion.

The Utilization of Gasworks Liquid By-
products (UGLB) continued to be a sig-
nificant project in the Processing Section.
In cooperation with key subcontractors
and the licensor, a team of Sokolovska
uhelna employees continued working to
commission the new installation. During
comprehensive testing, the installation’s
design capacity was achieved and on
27 November 2008 the project success-
fully underwent a final inspection, af-

ter which ownership of it passed to the
Company.

Other significant projects at the Process-
ing Section included “Intensification of
Multipowder Production”, which increased
our multipowder storage capacity and
made the loading process more flexible,
as well as a series of projects implement-
ing a change in how gasifier slag, power
generation fly ash, and fine coal matter are
disposed of. These projects include “Re-
depositing of Electricity Generation By-
products, Phases | - IV”, which were com-
pleted in 2008 and passed final inspection,
as well as “Utilization of Fine Coal Matter
from the Settling Pond”, where work be-
gan on two pond sections.

The Processing Section also implement-
ed Phase IV of the “Innovation of Gas

PERFORMANCE REPORT 2008

“In 2008, a number of projects
were implemented to develop
both the Processing and Extrac-
tion Sections of the Company.
The total amount invested in these
projects was CZK 0.9 billion.”

Jifi P6pperl
Technology Director

Cooling” project, completion of which is
planned in 2009, and Phase Il of “Recti-
sol Innovation”, the last part of which will
be completed in 2010. Also, two major
projects were commenced: “Upgrade of
Gasifier Process II” and “Rotating Reduc-
tion and Upgrade of Substations at Heat
Exchanger Station I1”.

Key projects at the Company’s Extraction
Section in 2008 included “Extension of
Coal Belt Conveyor — Jifi, Phase IllI” and
“Addition to Mining Plant and Equipment —
KU 300/19”, which will be completed in
2009. Work began on the “Settling

Pond — Druzba” project.

Furthermore, Divisions Druzba and Jifi
implemented belt conveyor, power line,
track, and catenary extension projects
that are repeated every year.

Another area of capital expenditure sig-
nificant for implementing Company tasks
was small-scale machinery and vehicles,
with expenditures of nearly CZK 0.2 bil-
lion for the year.




Work Force

In 2008 we were once again successful
in growing labor productivity in terms of
revenues from sales of the Company’s
products and services (less transporta-
tion fees) by more (+13.61%) than the av-
erage wage grew (+10.63%). The aver-
age monthly wage reached CZK 28,225.
Employees’ real wages also grew, by
4.3%, thanks primarily to an extraordinary
Company-wide performance bonus. This
met and exceeded the part of the Collec-
tive Agreement that employees perceive
as the most fundamental.

The average adjusted number of employ-
ees last year was 4,675, which is rough-
ly comparable to the previous year (a de-
crease of 11 employees). The decrease
resulted from natural attrition — most de-
partures were retirements — and, most
importantly, replacements were found for
departures in key blue-collar professions.
Like in years past, we continued in our
long-term cooperation with the Sokolov
Integrated Secondary School. After the
summer vacation, 13 of the school’s
graduates were hired after having been
selected earlier — during the internships
they served with us. Caring for employ-
ee job qualifications is standard at the
Company, and we arrange for specialized
training in-house.

The sick-leave results were very valuable.
Sick leave expressed in terms of the
overall number of man-hours available
was just 4.2% — the lowest figure in Com-
pany history. This was attributable to a
combination of external factors such as a

“The sick leave rate in 2008
was just 4.2% of the number of
man-hours available. This was
the lowest level yet in Company
history.”

Miroslav Mertl
Personnel Director

new “delayed onset” policy in sick-leave
insurance benefits. An extraordinary bo-
nus linked to hours worked was an in-
ternal factor contributing to the low sick-
leave rate. Finally, there were targeted
prevention initiatives such as preventive
vaccination against tick-borne encepha-
litis, which was expanded in the year in
question (1,531 employees vaccinated)
and traditional flu vaccination (817 em-
ployees vaccinated).
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Increased utilization by the Company’s
employees was also seen in cafeteria
meals. Here we cannot evaluate the en-
tire year, because our subsidiary SOKO-
REST, s.r.o. was only set up in mid-2007.
However, in the second half of 2008, the
Company’s employees consumed 5,061
meals more (+2.5%) than they did in the
same period of 2007. Meal production for
outside customers was also up — by 18%.
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Environmental
Stewardship

Since 8 August 2008, an internal docu-
ment has been in effect, which on the ba-
sis of the Company’s integrated permit
(issued by the Karlovy Vary Regional Of-
fice in October 2007) stipulates tasks and
accountability for meeting binding condi-
tions of operation of plant and equipment
in Sokolovska uhelnd’s Processing Sec-
tion, including procedures and measures
to ensure that these conditions are met in
all areas of environmental protection and
protection of human and animal health,
including monitoring of emissions and
other discharges, and the procedure for
evaluating fulfillment of these conditions.

2008 saw a major reduction in SO, emis-
sions, brought by completion of the capi-
tal project entitled “Intensification of Heat/
Power Plant Flue Gas Desulfurization” in
2007. As of 1 January 2008, the Company
is required to meet an emission limit of 400
mg/m? under the binding conditions of the
integrated permit for Sokolovska uhelna
(which entered into legal force on 29 No-
vember 2007). This limit is met with a wide
margin of safety.

The aim of waste management is to limit
the production of waste, including waste
generated by day-to-day ancillary opera-
tions at the Extraction and Processing
Sections, and construction waste including
demolition detritus and equipment parts
dismantled in the course of capital projects.
Waste management also includes activities
relating to the reclamation and landscaping
of land following mine decommissioning.
Waste management is governed by appli-
cable legislation.

During the past year, minewater pumping

was completed and we began filling the re-
sidual Medard-Libik pit with this water. We
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also began preparations for building an in-
let canal which will allow the lake to be
topped off with water from the Ohre River
starting in 2010.

At the Druzba mine, modifications to the
settling pond continued with the goal of in-
creasing its capacity and improving the
system’s settling capabilities to ensure that
the minewater taken from the pond meets
quality requirements even during extreme
weather conditions.

September 2008 saw the commencement
of the “Vfesova Secondary Treatment
Pond Clean-up” project. Here, a tempo-
rary change to the integrated permit was
negotiated with the water management
authority. The objective is to renew the
pond’s retaining and treatment capabil-
ities, which will improve water quality in
the Chodov Stream.

By way of cleaning up legacy environ-
mental burdens (the Stara Chodovska
Heavy Tar Sludge Pit), the Company con-
tinued to extract and gasify heavy tar
sludge throughout 2008. We also conduct-
ed monitoring operations in the scope or-
dered by a decision of the Karlovy Vary
office of the Czech Inspectorate of the
Environment. A total of 8,730.22 tons of
heavy tar sludge was extracted and gas-
ified in 2008, bringing the overall total to
19,882 tons since the beginning of the

project (June 2006). Also during the year,
6,819 m? of phenol-bearing wastewater
was pumped out of the pit and treated,
bringing the total to 15,890 m®. Monitoring
of bores in the vicinity of the pit showed no
contamination of underground sediments
or groundwater in excess of stipulated
limits.

Intensive brown coal mining is a signifi-
cant negative environmental impact in the
Sokolov region. For this reason, Govern-
ment Directive 490/91 set forth a program
for restoring the district’s environment to
health, part of which was a long-term Mas-
ter Plan for Cleaning Up and Reclaiming
Land Affected by Coal Mining in Sokolov
District. This plan focuses on restoring
lakes and water management in the re-
claimed areas with the objective of achiev-
ing maximum variety and esthetic value of
the resulting landscape.

Based on this is the following overall sum-
mary of Sokolovska uhelna clean-up and
reclamation work from the beginning of
mining until the end of the mines’ operat-
ing lives. Each year, the Company applies
to the District Mining Office in Sokolov for
approval of year’s draw-down of reclama-
tion funds from the Sokolovska uhelna pro-
vision for clean-up and reclamation of land
affected by mining of selected brown coal
and rock (or sand) deposits.
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Board of Directors’
Report

Summary of Sokolovska uhelna clean-up and reclamation work from beginning of mining until the end of 2008:

In total, then, the Company will reclaim 9,250.44 hectares of land affected by coal mining.

2008 saw the completion of reclamation work on 86.64 hectares of land paid for out of the clean-up and reclamation provision and
the commencement of reclamation work on 278.01 hectares paid for by the Ministry of Finance of the Czech Republic out of State
funds.

In total, then, the Company will reclaim 20.19 hectares of land affected by rock mining.

In total, then, the Company will reclaim 29.76 hectares of land affected by sand mining. Of this amount, mining is currently ongoing
on 11.10 hectares of land and has yet to begin on the remaining 18.66 hectares.

The following graph illustrates ongoing,
completed, and planned reclamation
work as of 31 December 2008 following
mining of coal, rock and sand

34.98%
Completed
Ongoing

Planned

30.74%
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Since the beginning of clean-up and rec-
lamation work in the Sokolov area in the
1950s, a total of 3,188.37 hectares has
been reclaimed. Of this amount, 1,094.86
hectares is now devoted to agriculture,
1,906.10 hectares are forests, 77.75 hec-
tares have been turned into man-made
lakes, and 109.66 hectares serve other
PUrposes.

In 2008, the projects Podkrusnohorska
Spoilbank Phase VI, VIII, X and XIII with
a total area of 352.60 hectares were sub-
mitted to the inter-Ministry committee or-
ganized by the Ministry of Industry and
Trade of the Czech republic for full financ-

ing.

Of funding requests approved by the in-
ter-Ministry commission in past year,
2008 saw the commencement of the fol-
lowing reclamation projects — Silvestr Ill/1,
Podkrusnohorska Spoilbank, Phase IX
and Xl, and Litov Spoilbank — overlayment
with a total area of 315.31 hectares.

36

One approved project that has not yet
been commenced is Clean-up of Railroad
Pillar and Revitalization of Adjoining Area —
Bozi Pozehnani Mine between Chlum Sv.
Mari and KynSperk nad Ohfi.

Ongoing Landscape Reclamation
Work

At the Litov—-Boden site, 2008 saw com-
mencement of a new project entitled “Rec-
lamation of the Litov Spoilbank — overlay-
ment of acidic areas” with a total area of
38.13 hectares. In the past, these areas
were reclaimed as forest but design pa-
rameters were not achieved due to highly
toxic soil. Forestry work continued on Li-
tov — Northern Section, Phases Il and |lI
with a total area of 97.40 hectares.

At the Medard-Libik (M-L) site, 2008
saw commencement of the M-L Lake
Monitoring project, which includes mon-
itoring of both surface and underground
water, and drilling of penetration bores in
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the spoilbank to update geomechanical
data. Also, we continued in the agricul-
tural reclamation project M-L — Northern
Section, Phase | and in the agricultural,
forest, and man-made lake reclamation
project M-L — Phase VI near the village
of Svatava. Both projects mentioned
have a total area of 122.73 hectares. Se-
lective thinning brought to a conclusion
3.29 hectares of forest reclamation in the
project Klu¢ — South Slopes. We newly
commenced construction of a collection
building for filling the lake, and reinforce-
ment of its future banks. In the area sur-
rounding the lake, technical and biolog-
ical reclamation of the M-L pit slope —
Phases | - V continued with forestry work
on a total area of 469.16 hectares.

At the Silvestr site, agriculture and for-
est reclamation work continued in the
project Silvestr — Phase Il B on an area of
20.41 hectares. We newly commenced
forestry reclamation on the project Sil-
vestr — Phase lll/1 on an area of 25.32
hectares and continued in the reclama-
tion project Silvestr — Phase Il A on a land
area of 96.66 hectares.

At the Podkrusnohorska Spoilbank site
(PS), 2008 saw continued forestry recla-
mation work in the project PS — Phase |l
on an area of 110.60 hectares. We new-
ly commenced reclamation work on PS
— Phases IX and Xl on a total land area of
251.86 hectares and continued reclama-
tion work on PS — Phases IlI, IV, V and VI
with a total area of 554.30 hectares.

At the Smolnicka Spoilbank site, forest-
ry work and selective thinning completed
the project Smolnice — Phase | on a land
area of 79.19 hectares. Further, forestry
work was done on Smolnice — Phase |I
(45.80 hectares) and technical and for-
estry reclamation work took place on
Smolnice — Phase Ill (57.70 hectares).

At the site between Nové Sedlo and
Loucky, selective thinning completed
the forestry reclamation project entitled
“Katerina” (4,16 hectares).

At the Dasnice Rock Quarry, technical
reclamation work took place on an area
of 11.15 hectares.
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Medard
Reclamation
Project Enters
Final Stages

The biggest and
most closely watched
reclamation project in
the region is entering

its final stages. Lake
Medard will be filled
artificially in addition

to continued natural
filling by rainwater

and water from the
Radvanovsky Stream,
which after many years
will once again become
a permanent tributary
of the new lake.
Sokolovska uhelna has
been behind the project
since the beginning.
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Public Relations

In years past, Sokolovska uhelna has
underwent several fundamental trans-
formations. From a company that late
in the last century focused primarily on
mining brown coal has emerged the
country’s biggest independent electrici-
ty producer.

The Company has undergone privatiza-
tion, an extensive restructuring and, to-
day, its Processing Section in Vfesova

is in many respects the most advanced
and environmentally friendly installation
of its kind in the Czech Republic. The
Company also plays a major role in re-
gional development, as well as in the
striking transformations and revitalization
of the Sokolov region’s landscape.

The Company’s good financial perform-
ance in recent years is attributable fore-
most to strategic decisions taken late in

the last century. At that time, Company
management decided to go against the
prevailing trend and build a combined
cycle power plant in its Processing Sec-
tion in Vfesova.

At the time, it was a relatively unusual
idea. The issue of the day was the com-
pletion of Temelin Nuclear Power Station
and the prevailing view was that its com-
missioning would lead to an oversupply
of electricity. Time proved that it was a tru-
ly strategic decision that, today, enables
Sokolovska uhelna to succeed in the
market even in a situation of falling de-
mand for some of its traditional products
such as brown coal briquettes, sorted
coal, and chemical by-products of the
coal gasification process.

In the case of chemical by-products, the
Company searched for ways to make

better use of them. Starting from this
year, Sokolovska uhelna will have the ca-
pability to add significant value to these
products by breaking them down in a
so-called entrained flow gasifier. Thanks
to this, the Company will no longer sell
the by-products as raw materials, but
will instead convert them into coal gas
for us in its combined cycle power plant,
thereby reducing consumption of natural
gas in that facility.

As far as briquettes and sorted coal are
concerned, a decision on the Compa-
ny’s future strategy in this area will be
made in 2009 based on the results of
this year’s winter. Most of all, Sokolovska
uhelnd is searching for the most appro-
priate ways to utilize coal. Related to this
will be the fate of the briquette plant in
VFesova, sorted coal production at the
central sorting facility in Tisova, as well
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as certain other strategic plans of the Com-
pany.

Priority number one is to extend the op-
erating life of the Processing Section in
Vfesova for as long as possible and find
ways to add value to coal. The next pri-
ority is to expand district heating net-
works in the Karlovy Vary Region and in-
crease supplies to long-term partners.

In the past few years, the entire Sokolov
region has been undergoing a change
so radical that nothing like it has been
seen since the early 1800s. The region
is undergoing an extensive program of
reclamation and revitalization of former
mines. Unlike the transformation of two
centuries back, this time the process is
going in reverse. From an industrial land-
scape, a place for life is emerging.

The area in question is by no means small.
The total area that needs to be reclaimed
is over 9,000 hectares. Of this, work has
been completed on over 3,000 hectares
and is ongoing on another roughly 2,800
hectares. Only few people realize where

Board of Directors’
Report

exactly this work took place. Although
today it is not obvious at first glance, the
reclaimed mining areas include such
extensive areas as the forest behind the
Sokolov Gymnasium, the Bohemia Park
in Sokolov, the nearby Michal Aquapark
and the neighboring golf course on the
former Silvestr Spoilbank.

Nearly 600 hectares were reclaimed at
Sokolovska uhelna’s expense, while
the State financed the reclamation of
approximately 1,200 hectares as part of
its obligation to clean up land affected
by brown coal mining activity that took
place prior to the privatization of the
mining companies.

In the past decade, a number of revitali-
zation projects have emerged that go
beyond just returning land to its former
state. One of these, for example, is the
construction of the Michal Aquapark in
the former mine of the same name. In
addition, as residual pits are being de-
commissioned a number of man-made
lakes are being formed by filling them
with water.
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HC Energie Wins
Extra-league
Championship

The hockey team
whose general partner
is Sokolovska uhelna
affirmed once and for all
that it is one of the top
domestic hockey teams.
The 2008/2009 season
was the team’s last in
the Karlovy Vary Winter
Stadium. Next season,
the team will play in a
new, multifunctional
arena.

However, none of this is bringing ele-
ments to the landscape that were absent
before. Prior to the massive onset of
coal mining in the 19th and 20th centu-
ries, the region was dotted with hun-
dreds of lakes, large and small, as well
as fish ponds, steams, and marshlands,
which ceased to exist as the mining
operations advanced. So, the new man-
made lakes are restoring the landscape
to its former appearance.

The most closely followed man-made
lake project is the ongoing reclamation
of the former Medard-Libik mines near
Habartov. The result will be the new
Medard Lake, which is set to become
one of the region’s most sought-after
recreational areas.

At this site, work is to begin this year

on building up the banks of the future
lake, with a total length of 12.5 km. Last
spring we began building the water col-
lection building, which is slated for com-
pletion in 2009. Next spring, we will be-
gin filling the reservoir with water from
the Ohre River.
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Young
Representatives
of Golf Club
Sokolov at Youth
Championships

Support for youth golf in
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Sokolov has completed
its first season, after
being formed out of
the joint initiative of
Sokolovska uhelna and
its employees’ labor
unions. Young golfers
representing Golf

Club Sokolov qualified
for the youth golf
championships for the
first time in 2009.

JHELNA

Before the lake is finished, however, the
region’s residents will get a new forest
park. It has been under construction
since the autumn of 2006 in the former
Silvestr mine’s internal spoilbank near
Dolni Rychnov. It’s total area will be 96.6
hectares, roughly two thirds of which will
be reclaimed forest, with the rest shared
by meadows and other areas.

So far on this project, all technical recla-
mation work has been completed includ-
ing drainage, road building, earthmoving,
and establishment of marshland. Cur-
rently, forest biological reclamation work
is ongoing throughout the area. To exe-
cute the project, approximately 100,000
m? of topsoil was brought in from the
Jehlicna site.

The forest park and zoo are making use
of trees that have self-seeded here over
the past few years. The result will be a
unique combinations of naturally formed
and man-made biotopes. In the near fu-
ture, a game preserve will be added with
managed viewing walks, to be followed
by more revitalization projects.

Recent emission data confirm a new,
significant shift in the Sokolov region’s
environment. Most of all, the numbers
confirm the effectiveness of the “Inten-
sification of Heat/Power Plant Flue Gas
Desulfurization” project at Vfesova, which
in 2008 saw its efficiency increase to
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a full 93%. At the neighboring combined
cycle power plant, there was a significant
drop in CO, per unit of electricity gener-
ated. The reason for this decrease was
a successful overhaul of both the plant’s
generating units, which saw the replace-
ment of gas turbine blades and all com-
bustion nozzles. Also contributing to re-
duced emissions is the fact that the plant
is being operated at an output level with
higher efficiency.

Not all environmental investments at Sokol-
ovska uhelna are designed to improve

air emissions, however. The Company is
also running several major projects de-
signed to protect surface water, such

as the construction of two new settling
ponds in the Druzba Mine. These will
enable us to further reduce the insolu-
bles content of water discharged into the
Loucsky and Novosedelsky Streams.

Another no less important project is the
clean-up of a legacy mining-related
site near Stara Chodovska. It is a tar-
filled pool from the 1960s and 70s. The
project is financed by the State and is
being executed by specialists from
Sokolovska uhelna.

From the perspective of the general pub-
lic, however, the most visible projects in
2008 were the Company’s advertising
and sponsorship activities, which totaled
nearly CZK 86 million. Thus, Sokolovska



World Breeders
Conference Held
in the Czech
Republic

The Agricultural
Production Department
of the Reclamation
Section in Staré Sedlo
u Sokolova hosted a
gathering of Charolais
cattle breeders from
Europe and overseas as
well. Delegates to the
congress were treated
to a tour of Sokolovska
uhelna’s breeding
operation, which is
one of the largest in
the country and has
long been one of the
finest as well. The 150
congress delegates
and approximately
same number of
French breeders had

a full program during
their stay in the Czech
Republic.

uhelna plays a significant role in support-
ing education, healthcare, and social in-
stitutions and facilities in the region. Nor
did the Company forget culture, sports,
and physical fitness, where supported
events included the traditional Moto-
cross World Championship series in
Loket nad Ohti, the Czech Republic Cy-
clotrial Championship in Brfezova, Loket
Summer of Opera, folk and Christmas
concerts in Sokolov, and many others.
Sokolovska uhelna supported Extra-
League Ice Hockey in Karlovy Vary and
Second League Football in Sokolov, but
not only them: a number of smaller sports
teams in the region benefited from our
support as well.
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The Company teamed with the City of
Loket to build a 35-meter high look-out
platform on a nearly 60-meter high
Ceskeé telekomunikace lattice tower,
which stands on one of the three peaks
of Krudum Mountain in the Slavkovsky
Forest. In the past, a look-out tower was
built at the same location in 1932. The
new platform has been open to the pub-
lic since mid-October 2008.

The Company as a whole can be descri-

bed as a dynamic fuel-energy complex
that continually strives to be perceived
positively in the region.

Sokolovska uhelna remains the largest
employer in the Karlovy Vary region.
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Business Strategy

Due to the substance of the matter, the
impact of the economic slowdown on
the energy sector will be delayed. First
hit are those producers, of both goods
and services, who have a direct link to
the end consumer and whose goods and
services can, from the consumer’s per-
spective, be limited in the short term.
These include, in particular, producers in
the automotive, construction, porcelain,
and other industries. The impact of lower
consumption on energy will come slight-
ly later, as individual energy customers
begin to cut back production. This delay
puts the Company at an advantage, be-
cause it gives us time to put in place ap-
propriate rationalization measures and an
opportunity to minimize the impacts of
the crisis on the Company’s financial per-
formance. These facts have positive im-
plications not just for Sokolovska uhel-
na — at the same time, they are extremely
important for all our business partners as
well. A number of companies in the re-
gion are dependent on the Company and
any substantial problem (decrease in sup-
ply volumes, delay in receiving payment
from Sokolovska uhelna for goods and
services, etc.) could have serious conse-
quences for them. At the same time, un-
employment could rise with its attendant
impacts on life throughout the region.

So, Sokolovska uhelna will continue to
be one of the most important companies
in the Karlovy Vary region. Its core busi-
ness continues to be the most effective
utilization of its various extraction and
processing technologies, built up in pre-
vious years and designed to extract coal
and convert it into value-added forms
of energy, electricity and heat in particu-
lar. In 2009 we expect to bring the main
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wave of technological innovation in the
Processing Section to a close with the
successful commissioning of the Utiliza-
tion of Gasworks Liquid By-products in-
stallation. That wave of innovation began
in the mid-1990s with the construction
of the combined cycle power plant, and
continued with the installation of flue gas
desulfurization technology at the heat/
power plant and a change in how proc-
ess gases (oxygen in particular) are ob-
tained for use in the Processing Section.

Concurrently with our core production
operations, Sokolovska uhelna will meet
its obligations concerning mine decom-
missioning and reclamation of land affect-
ed by mining activity. At the same time,
we will continue to invest in protecting the
environment. Attention will thereby be fo-
cused both on further reducing the bur-
den on the region’s environment by main-
taining low levels of pollution discharges
into surface water and the air, as well as
by improving the environment through
reclamation of spoilbanks and other are-
as impacted by the mining operations of
the Company and its predecessor organ-
izations.

44

More and more, the extraction operation
will be negatively impacted by worsen-
ing mining conditions in both Sokolovska
uhelna mines. The Jiff mine is entering ar-
eas previously mined by underground
“long wall” techniques. Obtaining high-
quality coal from these positions is dif-
ficult and expensive and will become
even more so. In the next few years, this
mine’s output will likely decline by as

much as 25%. As a result, we are pre-
paring to take cost-cutting measures — in
particular, by reviewing our extraction and
transportation capacities for possible re-
ductions. The Druzba mine is entering the
deepest layers of the mine, where it must
proceed with the utmost caution with re-
gard to protecting the region’s thermal
springs. Any damage to them could have
a negative impact on the entire spa and
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sanatorium industry in the area, and Kar-
lovy Vary’s in particular. In the next two or
three years, the Druzba mine should re-
turn to its full extraction capacity of ap-
proximately two million tons. For both
mines, it will be necessary to secure suf-
ficiently large spoilbank space — current-
ly, this is one of the principal tasks of min-
ing experts.

In the years to come, the Company will
continue to reinforce its position as the
largest independent power producer in
the Czech Republic, emphasizing the
provision of ancillary system services in
the electricity market. At present, these
services are already a standard compo-
nent of our electricity revenues.

The Company’s management is aware of
Sokolovska uhelnd’s indispensable role
in the region. With this in mind, all steps
taken in the Company’s development in
the years to come will be taken in aware-
ness that the Company is not only the
largest and strongest economic entity in
the Karlovy Vary Region, but its largest
employer as well. However, we can only
meet our obligations to the region if we
are permitted to mine out all extractable

coal reserves. Sokolovska uhelnd’s future
extraction plans fully respect Government
Directive No. 490/91 of 27 November
1991, which set environmental limits on
brown coal mining in the Sokolov region.
Unlike the brown coal mining companies
in North Bohemia, then, in our case no
fundamental restrictions are on the hori-
zon, provided the current obligations are
met.

On the other hand, we must realize

that active coal mining the Sokolov Ba-
sin will continue only for a relatively short
time. If we disregard the decline in ex-
traction volumes immediately prior to de-
commissioning, Sokolovska uhelna has
less than twenty years of mining left. Dur-
ing this time, it will be necessary to cre-
ate sufficient conditions and funds to
clean up, reclaim, and revitalize the en-
tire area affected by mining activity, as
well as to reinvent the Company and re-
focus it on new business activities. Since
all of Sokolovska uhelnd’s operations
take place within the so-called “spa tri-
angle”, one obvious option for future
business initiatives is services related to
tourism, recreation, and the spa and san-
atorium industry. Thus, even now Com-
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pany management is intensifying steps to
create potential for securing the entire re-
gion not only in terms of employment, but
in all aspects of ensuring good quality of
life for residents of and visitors to the re-
gion as well.

The basic pillar underlying these consid-
erations is the emphasis we place on re-
claiming and revitalizing the entire area af-
fected by mining. The target strategy

is based on man-made lakes such as

the already completed Michal Water

Park and, in particular, the Lake Medard
project which is under preparation.

Sokolovska uhelna has everything it takes
to overcome the current period of crisis in
the Czech and larger economy, which is
a short-term matter from the perspective
of a long-lived company like ours. The
market segment in which we do business
is showing that it has all the necessary
prospects for continued operation both

in the next few years and in the more dis-
tant future as well.
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Organization Chart of

Sokolovska uhelna

Organization Chart of
Sokolovska uhelna
as of 31 December 20

General Meeting —————————

| Supervisory Board
Board of Directors

CEOQ’s Office

Property Management
Information Technologies
Legal Department
Organization and Management

Production Coordination Energy Sales Accounting
and Management Chemical Product Sales Finance

Environmental Personnel Activities
: : Production Preparation Solid Fuel Sales Planning :
Capital Expanditure S 8 Labor Economics
Coordination Sales Economics

Public Contracts and Social Affairs

Business Activities Properity Ma|ntenance Education
Coordination

Energy Flow Management
Surveying and Geology
Laboratories

Occupational Safety and Fire
Prevention

Coal Extration and Coal Extraction Power Generation Extraction and Processing Section
Processing Overburden Extraction Heat Generation Maintenance
Overburden Extraction Coal and Overburden Conveyence, Water Treatment Road Freight Haulage
Rock Extraction Rail Spur Coal Drying Stocking and Supply
Mine Rescue Services Extraction of Clay for Production Production of Briquettes and Properly Management
of Liapor Multipowder Telecommunications
Cleanup and Reclamation Coal Gasification Measurement and Regulation
Agriculture and Forestry Gas Desulfurization Fire and Rescue
Carbochemical Products

Sokolovska uhelng, pravni nastupce, a.s. has no organizational units outside of the Czech Republic.
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Financial Statements

Financial Statements

Balance Sheet (TCZK)

short form
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Financial Statements

Profit and Loss Account (TCZK)

short form
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Post-Balance Sheet Events

Based on an application pursuant to Sections (5)(a)-(c) and 95(a) of Act No. 235/2004 Sb.
on Value Added Tax, effective 1 January 2009 the Sokolov Financial Authority registered as
payers of VAT a group whose members include Sokolovska uhelna, pravni nastupce, a.s.
As from that date, all companies in the group use the VAT number CZ699001005.
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Contacts

Contacts
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Consulting, design and production:

© B.I.G. Prague, 2009

This report is not an unabridged
annual report pursuant to the
Accounting Act, the Commercial
Code, the Securities Act, and
the Act on Doing Business in the
Capital Market. An unabridged
annual report is available at

the Company’s seat and in the
Collection of Documents of the
Commercial Register.
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