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VERBUND Integrated Annual Report

This report combines our annual financial report as

well as our sustainability report.

How should this report be used?

The information in this integrated report focuses
on the main aspects of economic, environmental

and social performance.
Additional information about the content
presented here can be found

¢ in the Disclosures on Management Approach

(DMA) at www.verbund.com >
Investor Relations > Financial reports and
e on other web pages referred to separately.

The integrated annual report is also available online

at www.verbund.com > Investor Relations >
Financial reports.

Other information concerning sustainability can be
found at www.verbund.com > About VERBUND >

Responsibility.
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Five-year comparison

Economic performance

Unit 20125 2013 20145 2015 2016
Revenue' €m 3,174.3 3,266.5 2,880.4 2,969.6 2,795.9
EBITDA €m 1,2356.4 1,301.4 808.8 888.7 1,044.2
Adjusted EBITDA? €m 1,277.9 1,159.6 889.6 838.8 894.5
Operating result (EBIT) €m 900.2 148.3 384.4 410.6 615.1
Operating result before effects from
impairment tests €m 955.9 932.7 4235 528.6 704.9
Profit/loss after tax from discontinued
operations® €m 0.2 -364.2 25.1 - -
Group result €m 389.3 579.6 126.1 207.7 424.4
Adjusted Group result? €m 625.4 384.2 216.0 268.9 325.9
Total assets €m 12,387.3 12,883.4 12,247.3 11,763.0 11,538.2
Equity €m 5,099.4 5,5562.9 5,280.5 5,433.3 5,629.5
Net debt €m 3,311.7 3,706.3 4,059.6 3,685.4 3,221.7
Additions to property, plant and equipment
(without business combination) €m 680.3 579.1 412.3 269.3 255.3
Cash flow from operating activities €m 1,034.7 841.4 717.6 674.0 804.3
Free cash flow before dividends €m 95.0 852.2 284.7 551.4 580.7
EBITDA margin’ % 38.9 39.8 28.1 29.9 37.3
EBIT margin’ % 28.4 4.5 13.3 13.8 22.0
Return on capital employed (ROCE) % 6.3 4.8 3.2 3.9 5.7
Return on equity (ROE) % 10.0 12.1 3.3 4.7 8.4
Equity ratio (adjusted) % 42.6 44.5 447 48.2 50.0
Gearing % 64.9 66.7 76.9 67.8 58.3
Net debt/EBITDA X 2.7 2.8 5.0 4.1 3.1
FFO/Net debt (Net Debt Coverage) % 32.1 33.6 18.2 23.9 32.1
Gross debt coverage (FFO) % 20.6 26.0 16.1 22.8 30.4
Gross interest cover (FFO)* X 4.5 5.5 2.8 5.2 8.7
Closing price € 18.76 15.52 15.30 11.86 15.18
Market capitalisation €m 6,517.5 5,390.2 5,313.7 4,120.4 5,272.0
Earnings per share € 1.12 1.67 0.36 0.60 1.22
Cash flow per share € 2.98 2.42 2.07 1.94 2.32
Carrying amount per share € 12.83 14.24 13.50 13.99 14.29
Price/earnings ratio (last trading day) X 16.74 9.30 42.14 19.83 12.42
Price/cash flow ratio X 6.30 6.41 7.41 6.11 6.55
Price/book value ratio X 1.46 1.09 1.13 0.85 1.06
(Proposed) dividend per share € 0.60 0.55 0.29 0.35 0.29
(Proposed) special dividend per share € - 0.45 - - -
Dividend yield % 3.2 6.4 1.9 3.0 1.9
Payout ratio from Group result % 53.5 59.9 79.9 58.5 23.7
Entity Value/EBITDA X 8.0 7.0 11.6 8.8 8.1
Average number of employees 3,100 3,351 3,245 3,089 2,923
Electricity sales volume GWh 47,483 50,276 50,823 51,375 55,189
Hydro coefficient 1.1 1.07 1.02 0.93 1.00

' The calculation was adjusted retrospectively in accordance with IAS 8 in financial year 2015 with effect from 1 January 2014. // > Adjusted for extraordinary effects. // ° Profit/loss after tax from

discontinued operations corresponds to the profit/loss after tax attributable to the French equity interests Pont-sur-Sambre Power S.A.S. and Toul Power S.A.S. that were classified as held for sale until

their deconsolidation on 13 October 2014. // * Interest expenses without profit/loss attributable to limited partners. / ® The calculation of the key performance indicators includes profit/loss after tax from

discontinued operations



Environmental performance

Unit 2012 2013 2014 2015 2016
Hydropower generation’ GWh 30,485 30,943 31,188 28,098 29,809
Wind power and photovoltaic generation GWh 242 565 811 882 835
Thermal power generation GWh 4,500 4,031 2,031 2,259 1,351
Percentage of generation from renewables % 87 89 94 93 96
Specific GHG emissions
(Scope 1/total electricity generated)? g CO2e/kWh 88 78 52 56 31
Emissions avoided through renewable
generation® kt CO2 24,890 25,623 25,921 24,167 25,457
Percentage of sites certified to
ISO 14001 and EMAS* % 78 90 92 93 93
Social performance

Unit 2012 2013 2014 2015 2016
Number of employees under labour law® Number 3,200 3,339 3,265 3,098 2,952
Training per employee® Hours 36.8 38.4 29.6 33.6 35.2
Accident rate’ %o 8.6 12.8 13.56 12.3 89
Proportion of women % 19.0 18.4 17.8 17.8 175
Average duration of employment® Years 17.3 17.7 17.0 19.2 18.9
Employee turnover rate® % 2.0 2.6 2.7 2.7 2.7

"incl. purchase rights // ? Emissions are reported for electricity generation incl. purchase rights excl. electricity generated for district heating. Preliminary data prior to audit. // *Up to 2014, the calculation of emissions
avoided was based on emissions from a hard coal power plant (Dirnrohr type). From 2015 onwards, this is determined based on the average thermal generation emissions based on ENTSO-E. // * Percentage of
certified sites of consolidated companies, excluding solar power plants, wind power plants of less than 20 MW and sites in which VERBUND holds <51% and where another co-owner is responsible for management;
position as at 31 December. // ® Number of employees under labour law as at 31 December, excl. members of the Executive Board and employees in early retirement, increase in 2013 primarily due to the acquisition
of Grenzkraftwerke GmbH and Innwerk AG. // % incl. executives and long-term agency staff, excl. apprentices, employees in retention periods, employees loaned to third parties and employees on long-term leave;
excluding safety briefings. /7 Number of work-related accidents per 1,000 employees at VERBUND sites in Austria incl. Innwerk AG and Grenzkraftwerke GmbH // € Change in calculation method 2016: personnel
from acquired and newly consolidated companies are included in the duration of employment with the acquired/consolidated company and no longer in the duration of employment with the VERBUND Group. //

2 incl. departures during probationary period

Basic information Capital market calendar 2017
Share capital (€) 347,415,686 Event Date
Shares (number) 347,415,686 Annual result 2016 8/3/2017
Publication of integrated annual report 8/3/2017
Official quotation Record date for Annual General Meeting 26/3/2017
Vienna VER Annual General Meeting 5/4/2017
Ex-dividend date 12/4/2017
Information systems Record date for dividends 13/4/2017
Bloomberg VER AV Dividend payment date 25/4/2017
Reuters VERB.VI Interim report quarter 1/2017 10/5/2017
Interim report quarters 1-2/2017 271712017

ISIN AT0000746409 Interim report quarters 1-3/2017 8/11/2017
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Information about the integrated
report

As Austria’s leading utility and an important player in the European electricity market, VERBUND takes its
social responsibility very seriously.

Back in 1994, we were one of the first companies in Austria to prepare an environmental report, well
in advance of the trend towards reporting on environmental factors. That annual publication was
followed in 2002 by VERBUND'’s first sustainability report, which we likewise published annually in
addition to our annual report until 2014. The VERBUND Sustainability Report 2014 was the last such
traditional report published as part of sustainability reporting at VERBUND.

For the 2015 report, we responded to rising demand from our stakeholders for comprehensive
company information by publishing an integrated annual report. The annual sustainability report is
now included in VERBUND's integrated annual report.

Scope of report
This report covers the activities of all of the companies included in the Group’s consolidated financial
statements. It also includes sustainability reporting. Changes in reporting from the prior-year period are
noted in the respective sections. Significant events occurring at unconsolidated companies are also
presented to provide a complete picture of the Group.

The reporting period comprises the 2016 calendar year. To ensure that our report is up to date, we also
report on any major events occurring at VERBUND after the end of the reporting period.

Integrated report focuses on stakeholder interests
Investors, owners, customers, employees and other interest groups all require different types of
information. The VERBUND materiality matrix summarizes the information relevant to each group.

In addition to the content required to be included by law, we also present VERBUND'’s added value in
terms of environmental and social aspects.

Determining the sustainability aspects to be included in the VERBUND integrated annual
report

VERBUND's 2016 Integrated Annual Report includes the results of the materiality analysis conducted in
2013 under the Global Reporting Initiative (GRI) in addition to a media analysis and key topics in
stakeholder dialogue. VERBUND was assisted in the process of preparing the report by external experts in
financial and sustainability reporting.

The materiality analysis, which was conducted in 2013, was reviewed in the reporting period to
ensure that it was complete and up to date, and certain topics were discussed in greater detail. In
developing the materiality matrix, we identified those areas that present the greatest opportunities as
well as the highest risks for VERBUND and its stakeholders. The GRI Content Index at the end of this
report indicates where information on sustainability at VERBUND can be found. All ongoing projects and
current events are presented in a condensed format. For further details and background information,
please refer to the additional sources referred to in the margins. As provided for in the GRI guidelines,
we have refrained from including information on topics of minor relevance in this integrated annual
report.

The materiality analysis
is presented in the
Relationship
management section



Standards and guidelines

All data and calculations taken for this integrated annual report are based on national and international
standards as well as on guidelines for financial reporting (including the International Financial
Reporting Standards (IFRSs)) and sustainability reporting (the “Core” option of the G4 Guidelines and
the Sector Disclosures for Electric Utilities of the Global Reporting Initiative). All sustainability
information has been subjected to an external review in the scope specified by the independent
certification body and in the GRI Content Index. Information about the methods, standards and factors
used as well as the assumptions made in the calculation of key performance indicators (KPls) is
available from the Group’s Investor Relations and Sustainability departments at any time upon request.

Reporting principles and structure

This integrated annual report contains the Group management report published by VERBUND for
financial year 2016, which includes a description of our activities concerning the environment and
social responsibility, as well as the Group’s consolidated financial statements including the notes to the
consolidated financial statements and the GRI Content Index. We have laid out the principles of fair
enterprise management that we follow in our corporate governance report. Moreover, we have
introduced the topic of “compliance” as a separate section of the 2016 report. This integrated annual
report thus not only presents the Group’s financial and legal information but also deals with further
aspects of sustainability and proper conduct of business operations. Supplementary information on
sustainability topics is available in our Disclosures on Management Approach (DMA) document and on
our website at www.verbund.com.

Our sustainable business model revolves around the generation of CO:-free electricity from
hydropower. Details are provided in the Renewable generation section of the segment report. The Grid
section of the segment report also supplies key information on sustainability. It should be noted that we
restructured our segment report in quarter 1/2016. More information on sustainability can be found in
the sections of the report entitled Environmental performance and Relationship management.

The section entitled Human resources and social responsibility contains information on VERBUND as a
responsible employer. For details on our innovative products and services, please refer to the
Innovation, research and development section.

Since VERBUND operates predominantly in Europe, we regard Europe as a single region/regulatory
regime.

The GRI Content Index at the end of this report provides references to aspects of sustainability and
sustainability indicators as well as the two auditor’s reports on our financial reporting and sustainability
reporting.
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Report of the Executive Board

Ladies and Gentlemen,

The European electricity market continues to undergo a process of transformation. Reorganising the
electricity market involves incorporating a growing number of new renewable technologies and an
increasingly decentralised generation structure in addition to meeting the new requirements for power
grids and storage capacity. Regulatory intervention - such as the oversubsidation of new renewable
energy sources and an overallocation of carbon certificates- has resulted in massive distortions of the
market in recent years, leading to declining electricity wholesale prices while overall system costs
continue to rise. These changes, along with the increasing digitalisation occurring at all levels of the
value chain, are forcing electricity suppliers to alter their business models to support new trends.

Thanks to VERBUND's clear strategic approach coupled with consistent implementation of sustainable
restructuring and efficiency improvement measures in financial year 2016, the Group has succeeded in
continuing to develop its position as a profitable and sustainable European energy producer and service
provider that is nearly 100% carbon-free.

Free cash flow strengthens VERBUND. VERBUND has responded to the changing operating
environment and the intense pressure exerted on wholesale electricity prices at the start of 2016 in
particular with a comprehensive package of measures to improve free cash flow. These include a
significant reduction in capital expenditure with a focus on projects that will be profitable on a
sustained basis, an adjusted dividend policy and implementation of an additional programme to reduce
costs and increase efficiency. Related measures will entail another reduction in the headcount -to be
carried out in a socially responsible manner- along with continuing to systematically restructure our
thermal operations. The measures implemented resulted in a lasting improvement in free cash flow in
the reporting period. Additional support came from the improvement in the energy markets that set in
in mid-2016 when wholesale electricity prices underwent a slight recovery due among other things to
the increase in primary energy prices, especially for coal, and from the overhaul of large-scale power
plants in France. Another encouraging outcome of the programme to improve free cash flow was the
upgrade from “negative” to “stable” of the ratings outlooks for VERBUND AG issued by Standard &
Poor’s (BBB) and Moody's (Baa2).

Expansion of renewables and decarbonisation. Our activities to expand hydropower from
renewable energy focused on the commissioning of the Reifleck II power plant, the start of construction
of the Gries power plant and the construction decision to implement the Lower Tuxbach power plant
project. We also forged ahead with restructuring our thermal operations in 2016, thus making a further
contribution to decarbonisation. Following the decommissioning of the Neudorf-Werndorf and
Diirnrohr thermal power plants, VERBUND and EconGas GmbH settled various outstanding issues related
to gas deliveries for the Mellach combined cycle gas turbine power plant (Mellach CCGT) in
quarter 3/2016. In quarter 4/2016, all outstanding issues relating to the Mellach power plants site were
resolved with Energie Steiermark AG, the provincial utility. Resolution of these two matters has already
led to the earnings forecast for 2016 being raised and will improve earnings and cash flow performance
in subsequent years.



Successful positioning in the market. In addition to optimally marketing its supply of flexible own
generation from nearly 100% renewable resources, VERBUND positioned itself early on as a supplier of
green electricity and flexibility options for third parties. This has made VERBUND one of the leading and
most innovative suppliers in Austria and Germany. Our offering ranges from the supply of green
electricity to the bundling and marketing of energy generated from renewable sources to the provision
of virtual pumped storage capacities and demand response services. Thus we again succeeded in 2016
in either maintaining or expanding our market share in all customer segments and in making important
additional earnings contributions in a highly competitive environment. For instance, we gained new
electricity and gas customers in the standard load profile segment (household/agriculture and
commercial customers) with an increase from 364,000 to 392,000 customers at the end of financial
year 2016. Our steadily growing customer base indicates that our broad range of products and our
marketing campaign have been well received. A testament to this is the “Service Champions 2016” study
in which VERBUND was again awarded first place from among 193 companies as the sector winner in the
area of energy supply.

We have accelerated the development of new lines of business and services along with e-mobility
projects. Moreover, thanks to our broad expertise in the energy market we succeeded in forming a far-
reaching industrial alliance with voestalpine that will include constructing one of the world’s largest
hydrogen plants. A research and development partnership was also established with OMV for the
production of “green” hydrogen in an endeavour that will give the necessary traction to our future
projects.

VERBUND is well positioned for implementation of the EU Non-Financial Reporting (NFR)
Directive. We have already received widespread positive feedback on our first integrated annual report
for 2015 from the sustainability and IR communities. As part of the way forward, we conducted a review
of the materiality analysis that was carried out in 2013 during the past financial year to ensure that this
was complete and up to date, and specific topics were discussed in greater detail. We also incorporated
the United Nations’ Sustainable Development Goals (SDGs) into our sustainability model. Our
decarbonisation activities have met with a positive response as well. The CDP (formerly known as the
Carbon Disclosure Project) has again rated VERBUND as one of the world’s leading enterprises in the area
of climate protection. VERBUND was given a ranking of “leadership status” with the highest rating of “A”.
This makes VERBUND not just the best utility company in the Germany-Austria-Switzerland region but
also one of the two best Austrian companies in 2016.

Encouraging income trend despite challenging environment. The income trend was positive in
financial year 2016. EBITDA increased by 17.5% to €1,044.2m and the Group result rose to €424.4m, or
104.3% over the previous year’s figure. In both the current and the previous reporting periods, however,
earnings were impacted by non-recurring effects. In 2016, non-recurring income was generated from
the settlement of various outstanding issues relating to gas deliveries for the Mellach CCGT as well as
from the settlement of all outstanding issues arising from the agreement to supply district heating from
the Mellach power plants site. The most significant non-recurring expense in financial year 2016 was
the impairment loss recognised on the Romanian wind farms. After adjusting for these non-recurring
effects, earnings likewise improved despite the sharp market-related drop in sales prices. Adjusted
EBITDA rose by 6.6% and the adjusted Group result by 21.2%. This is due in particular to the greater
water supply (hydro coefficient in 2016: 1.00; 2015: 0.93), a substantial improvement in the results of our
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thermal operations, higher earnings in the Grid segment, the Group-wide programme to reduce costs
and increase efficiency and a reduction in interest expense.

Dividend and outlook. At the Annual General Meeting on 5 April 2017, we plan to propose a dividend
of €0.29 per share for financial year 2016. The payout ratio for 2016 will thus amount to 30.9% based on
the adjusted Group result. On the basis of average own generation from hydropower and wind, we
expect EBITDA to amount to around €800m and the Group result to around €280m for financial year
2017.

We would like to thank all of our customers as well as all employees, investors, suppliers and business

partners for accompanying us on our chosen path.
Let us use 2017 to shape the future of energy - just as VERBUND has been doing for the past 70 years.

Dipl-ihg. Wolfgang Anzengruber Dr. Johann Sereinig Dr. Peter F Kollmann Dr. Glinther Rabensteiner



Report of the Supervisory Board

In financial year 2016, the difficult economic climate continued to impact VERBUND, Austria’s leading
utility. VERBUND nonetheless succeeded in continuing on a profitable and sustainable path thanks to its
focused strategic approach coupled with consistent implementation of comprehensive restructuring
and efficiency improvement measures. Thus despite the unfavourable market conditions, the Group
once again produced good results. The Supervisory Board actively monitored and supported this strong
performance.

Discharge of responsibilities In financial year 2016, the Supervisory Board discharged the
responsibilities and exercised the powers incumbent upon it by virtue of the law and the Articles of
Association at seven plenary meetings. The overall attendance rate for all Supervisory Board members
was 89%. The Chairman additionally kept in regular contact with the Board members to ensure that all
members were always involved in important matters. The Executive Board provided the Supervisory
Board with regular and comprehensive real-time information, both verbally and in writing, on all
relevant matters relating to the performance as well as the position and strategy of the Group and all
significant Group companies; information was also provided on the Group’s risk position and its risk
management activities. The Supervisory Board advised the Executive Board on key questions
concerning the future, particularly as regards the Group’s structure and its strategy, and continuously
monitored the Executive Board’s management activities based on its extensive reporting. Supervision
took place in the context of open and constructive meetings between the Executive Board and the
Supervisory Board and revealed no grounds for objection. In addition, the Chairman of the Supervisory
Board conversed regularly with the members of the Executive Board, particularly the Chairman.

In addition to approving the annual financial statements and the Group budget, the main decisions
made by the Supervisory Board in the past financial year involved a policy decision to review all options
for the Mellach power plant as well as authorisation for a major investment project in Zillertal valley
(Tuxbach transfer line) and approval of the sale of the solar parks in Spain.

Code of Corporate Governance, Supervisory Board Committees As a leading listed Group,
VERBUND made an early commitment to comply with the Austrian Code of Corporate Governance.
VERBUND’s Supervisory Board also views compliance with the Code as obligatory and endeavours to
consistently comply with the provisions relating to the Supervisory Board. In this spirit, we have
achieved almost full compliance with the rules relating to the Supervisory Board’s collaboration with
the Executive Board and within the Supervisory Board itself. Pursuant to the requirements of the Code
(Rule 36), the Supervisory Board again conducted a self-evaluation of its activities during the reporting
period, particularly of its organisation and work procedures. The evaluation was undertaken in the form
of a comprehensive written questionnaire that was completed by the Board members. At the
subsequent meeting, the Supervisory Board discussed the results of its evaluation and took down
suggestions for improvements. In addition, the Supervisory Board again discussed possible conflicts of
interest when dealing with the approval of contracts with companies where individual Supervisory
Board members are related parties. No conflicts were identified that would require any action to be
undertaken beyond that taken at the meetings. As provided for in the Code, meetings were held as
needed, including meetings which the Executive Board did not attend.

The Supervisory Board’s Working Committee met four times during the year under review, especially
to prepare plenary meetings and to approve the acquisition of an equity interest. The Audit Committee
held three meetings. It dealt above all with the semi-annual financial statements and preparation of the
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resolution to approve the annual financial statements, as well as with the appointment of the auditor
and examination of the auditor’s work. In addition, it concentrated on the internal control, audit and
risk management system and on the audits performed by the internal audit function. Due to a change in
the Supervisory Board’s rules of procedure, the number of Working Committee members and Audit
Committee members increased effective 1 January 2016.

In accordance with the Code of Corporate Governance and the rules of procedure, two other
Supervisory Board committees - a Nomination Committee and a Remuneration Committee - were
again formed in the past financial year and performed the duties stipulated in the rules of procedure.
The General and Remuneration Committee convened twice to discuss the agreements on targets and
the variable remuneration paid to the Executive Board. The Nomination Committee did not meet. There
were no changes in the composition of the Supervisory Board or its committees apart from a switch of
two employee representatives.

Further information on the composition, work procedures and meetings of the Supervisory Board
and its committees as well as the remuneration paid to its members is contained in the Group’s
consolidated corporate governance report for 2016.

Annual financial statements and consolidated financial statements The annual financial
statements, together with the management report, the consolidated financial statements prepared in
accordance with the International Financial Reporting Standards (IFRSs) and the Group management
report for financial year 2016 were audited by Deloitte Audit Wirtschaftspriifungs GmbH and issued
with an unqualified auditor’s report. The auditor reported its findings in writing and found that the
Executive Board had provided the explanations and evidence requested, that the book-keeping, annual
financial statements and consolidated financial statements fulfilled the legal requirements and, in
conformity with the principles of proper accounting, gave a true and fair view of the assets, liabilities,
financial position and profit or loss of the Company and the Group. The auditor also confirmed that the
management report and the Group management report were consistent with the annual financial
statements and the consolidated financial statements. Following in-depth examination and discussion
by the Audit Committee and the Supervisory Board, the Supervisory Board approved the annual
financial statements for financial year 2016 as presented by the Executive Board. As a result, they are
final for the purposes of Section 96(4) of the Austrian Stock Corporation Act (Aktiengesetz, AktG). The
management report prepared by the Executive Board was approved, as was the profit appropriation
proposal. The Supervisory Board also approved the consolidated financial statements and the Group
management report along with the corporate governance report for the Group submitted by the
Executive Board, which was reviewed and approved by Ernst & Young Wirtschaftspriifungs-
gesellschaft m.b.H.

In conclusion, the Supervisory Board would like to thank the Executive Board and all employees for
their great dedication and their successful work during financial year 2016. The Supervisory Board
would also like to thank the Group’s shareholders, customers and business associates for their trust.

Vienna, March 2017

k
Dr./Gilbert Frizberg
airman of the Supervisory Board



OUR BRAND

With its energy-related services,
VERBUND strives for economic
and ecological excellence at all
stages of the electrical energy
value chain, thereby adding
value for customers and other
stakeholders.

SHAREHOLDER STRUCTURE

Free float Republic of
< 20% Austria 51%

EVN and Wiener
Stadtwerke
syndicate

> 25%

Contact

VERBUND AG, Am Hof 6a,
1010 Vienna, Austria
+43(0)50313-0
information@verbund.com
www.verbund.com

VERBUND at a glance.
Power for the future.

Our mission is to energise the future with clean
electricity and innovative solutions. As one of the
largest producers of hydroelectricity in Europe,
VERBUND's value chain comprises generation,
transportation, trading with and sales of electrical
energy and other energy sources as well as energy
services. In 2016, the Group generated annual
revenue of around €2.8bn with approximately
2,900 employees. VERBUND has been listed on
the Vienna Stock Exchange since 1988, with 51%
of the share capital held by the Republic of Austria.

GENERATION

VERBUND is Austria’s
leading utility and one of
the largest producers of
hydroelectricity in Europe.
Hydropower and wind
power are our most im-
portant energy generation
technologies, accounting for
some 96% of all electricity
produced by VERBUND.

Our goal is to make the
generation of 100% carbon-
free electricity a medium-
term reality.

"incl. purchase rights

Zincl. the solar power
generated in Spain that was

available until the sale of the Spanish

activities in mid-December 2016

All amounts are for 2016

Hydropower'

93% of total

electricity generation
127 hydropower plants
29,809 GWh generation

Wind/solar

3% of total electricity
generation?

11 wind farms

835 GWh generation?

Thermal power

4% of total electricity
generation

2 thermal power plants
1,351 GWh generation




Core markets, including
generation and trading
activities

Generation capacities
and/or trading activities

TRADING AND SALES

TRANSPORTATION

100% of the electricity sold to retail custo-
mers comes from hydropower and climate-
neutral natural gas. Retail customers are
also provided with a range of innovative
solutions for the smart home. For indus-
trial and commercial customers, VERBUND
develops customised energy efficiency
solutions along with solutions for flexible
energy management, among other things.
VERBUND'’s market share for electricity in
Austria is 8% in the retail customer segment
and 19% in the corporate customer seg-
ment. In Germany, VERBUND is the leading
provider of green electricity to resellers

and corporate customers. VERBUND trades
electricity in a total of twelve countries.

Austrian Power Grid (APG) is

the wholly owned grid subsidiary of
VERBUND AG. APG operates the Aus-
trian transmission grid, which extends
over approx. 3,500 km and includes
63 substations and switching stations.
Operating from the heart of Europe,
APG feeds electricity from renewable
sources into the electricity supply for
Austria and the rest of Europe and

is moreover playing a crucial role in
bringing about the energy transition.
APG's high-performance grid ensures
security of supply and forms the basis
for the development of a liberalised
electricity market throughout the EU.

ENERGY-RELATED SERVICES

By providing new energy services
and smart products, VERBUND is
already taking an active part in
shaping the future of energy. We
are working to develop technical
and cost-effective solutions for a
secure, affordable and environmen-
tally friendly supply of energy.
The products offered range from
convenience services and decen-
tralised plants for generating and
storing energy to energy optimisa-
tion services for household custo-
mers as well as commercial and
industrial customers.




VERBUND's integrated corporate strategy

In a new energy world that has taken a disruptive turn, VERBUND has implemented a corporate strategy
designed to show the way forward to a successful increase in enterprise value.

In so doing, our aim is to gear our business towards 100% renewable energy generation from
hydropower, supplemented by wind power, with a strict focus on cost efficiency.

We see ourselves as a reliable, competent and internationally recognised grid operator, and we are
developing our high-voltage grid in line with EU specifications.

Profitability and sustainability are fundamental pillars of our investment activities, which we are
increasingly extending into the regulated sector.

We are reinforcing our position as a leading marketer of flexible products and green electricity and are
focusing our sales activities on expanding our consumer base for electricity and gas. Our traditional
electricity business will be supplemented by forward-looking business models and services to enable
the efficient use of energy.

Investments in applied research and development, our self-motivated employees and the Group’s

dynamic culture of innovation comprise a strong foundation for the future success of VERBUND.

Pillars of VERBUND's integrated corporate strategy

CO:-free,
low-cost producer

Reliable
grid operator

Provider of customer-focused
solutions

Hydropower and wind power are our
most important energy generation
technologies. They form the basis for
positioning the VERBUND brand as a
CO»-free, low-cost producer. In
addition, our generation portfolio
contains attractive flexible products
that we have designed to optimally
reflect the needs of a modern energy
market.

Our objective is for our electricity
generation to be 100% CO,-free by
2020.

Markets

As a reliable and stable grid
operator, we secure the
electricity supply in Austria with
our high-performance
transmission grid. We are also
committed to the national
network development plan. The
geographically favourable
location of our transmission grid
in the centre of the European
domestic market supports our
strategic positioning as a
competent partner when
entering into international
alliances.

Our electricity trading activities
serve primarily to optimise the
marketing of our own generation,
with innovative green electricity and
flexible products enhancing the
value of our electricity. We are also
developing new, customer-focused
commercial products and work
consistently on expanding our
services. Our customers are
provided with clean electricity and
gas together with other energy-
related products and innovative
solutions to promote the efficient
use of energy.

Investment focus

Austria and Germany are our core geographical markets.

In support of dealing with energy responsibly, our

business model centres on investing in profitable
assets in the regulated sector and improving efficiency
as well as fulfilling our customers’ needs in the best

possible manner.
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Corporate objectives

VERBUND management has defined the following corporate objectives based on the materiality analysis
performed in line with the criteria set out in the Global Reporting Initiative (GRI) and the previously

described VERBUND strategy:

Material topics

Corporate objectives

Increase in enterprise value'

Financial stability: net debt/EBITDA < 3.0

Return on capital: ROCE >7.0%

Profitable growth in all segments

A-level rating targeted

Secure supply of electricity

Focus on hydropower and wind power

Position the Group as the most efficient electricity producer in our peer
group

System security in the Austrian transmission grid

Implement network development plan

Customer relations

Optimise marketing of own generation

Significantly expand energy-related services

Provide innovative solutions for B2C and B2B customers

Innovation

Put new, high-margin products and business models in place

Increase competitive standing in the new Utility 2.0

Manage digital transformation in the e-economy

Environmental protection and
conservation, climate protection

Generate climate- and eco-friendly electricity
entirely from renewable energy sources

Exit from thermal generation by 2020

Reduce specific emissions to <10 g CO2e/kWh

Certification of all VERBUND sites to ISO 14001

Dialogue with the relevant stakeholders

Active and open communication with all relevant stakeholder groups

Responsibility to employees

Accident rate in the Group: < 12 per 1,000 employees/year

Attractive, secure jobs: employee turnover rate <5%

Implement programme to increase efficiency

40 hours of training per employee/year

35 new apprentices per year

Advancement of diversity and inclusion
in the Group

Percentage of women: 20%

Compliance and transparency

Maintain fair business practices in all segments

Commitment to society

Ongoing participation in social and education-related activities

"Based on existing asset and value-chain structure



Please refer to our DMA
for details on the
stakeholder groups
identified

Relationship management

Materiality analysis

The success of our Group rests on our good relationships with customers, employees, neighbours and
business partners as well as our owners, NGOs and government authorities.

GRI materiality analysis
In 2013, we conducted a survey of the relevant internal and external stakeholder groups in Austria and
Bavaria in order to identify material topics at VERBUND. The questions related, firstly, to expectations of
VERBUND'’s stakeholder dialogue and, secondly, to the Group’s activities in terms of sustainability.

The following materiality matrix resulted from a detailed analysis of all spheres of activity and a
comparison of external and internal points of view:

Materiality matrix
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Importance for internal Stakeholders

All topics depicted were assessed as “important” or “very important” by those surveyed. Thus the
survey results identify not only key topics for VERBUND’s communications, but also core issues to be
addressed and resolved internally.

In 2016, the materiality analysis was reviewed and enhanced in an internal process involving
employees in close contact with various stakeholder groups. A survey of the importance of and current
level of progress in complying with key sustainability topics was conducted by VERBUND in an online
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questionnaire directed at members of the sustainability working group as well as representatives from
Public Affairs. At a subsequent workshop, the topics were prioritised and the developmental potential of
key issues was considered. Sub-topics of all the key topics were defined and allocated to the
corresponding GRI indicators.

The topics of “innovation”, “customer relations” and “climate protection” were identified as the most
relevant aspects of sustainability reporting at present. “Diversity and inclusion” will be given greater
priority in 2017. The original category of “Advancement of women in the Group” was therefore changed
to “Advancement of diversity and inclusion” The new, expanded category covers all aspects of diversity
such as age, disability, gender and educational and professional background.

Shown below are the material topics for VERBUND and the GRI key performance indicators assigned to
them:

Material topics

at VERBUND Sub-topics GRI KPIs Additional information
Secure supply of Existing and planned generation EU1, EU2, EU10, Risk and crisis management
electricity capacities EU30
Grid security and grid expansion EU4, EU28, Risk and crisis management
EU29
Increase in enterprise Economic performance EC1 Financial governance
value
Increase share of generation from EU10
renewables to 100%
Plant efficiency EU11, EU12
Environmental protection  Biodiversity EN11, EN12, Number of fishpasses
and conservation EN13
Certified environmental Percentage of sites certified to
management systems ISO 14001/EMAS
Use of energy and resources ENT, EN3, EN5,
ENG
Water, effluents and waste ENS8, EN22,
EN23
Environmental costs EN31
Climate protection Emissions EC2, EU5, EN15, Renewable generation to
EN16, EN17, avoid emissions
EN18, EN19,

EN21
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Material topics

at VERBUND Sub-topics GRI KPIs Additional information
Customer relations Customer satisfaction PR5
Number of consumers EU3
Customer health PR1
Labelling requirements, PR3, PR4, PRS,
data protection PR9
Service disconnection EU27
Innovation Innovation, research and Number of R&D projects,
development VERBUND's annual expense
Dialogue with Fostering good relations with SO1, SO2
stakeholders neighbours
Stakeholder engagement G4-24 - G4-27
Responsibility to
employees Occupational health and safety LAB, LAB, LA8

Attractive, secure jobs

G4-10, EC3, LAT,
LA2

Percentage of university
graduates, employee survey

Personnel management, training EU15, LAY,
and continuing education LA10, LAT1
Procurement practices Local procurement EC9
Ecological aspects EN32, EN33
Social responsibility LA14, EU18
Compliance and Anti-corruption S0O3-S06
transparency
Anti-competitive behaviour SO7
Discrimination incidents HR3
Fines EN29, SO8
Advancement of diversity  Diversity LA12
and inclusion
Wage equality LA13

Commitment to society VERBUND Empowerment Fund run Number of appliances
by Diakonie purchased, number of
consultations held

VERBUND electricity relief fund run Number of households
by Caritas supported

VERBUND climate school,
VERBUND electricity school

Number of participants,
number of guided tours

With the exception of the “Human rights” subcategory where only “Non-discrimination” and
“Freedom of association” are relevant to VERBUND, we have classified all GRI G4 aspects as “material” All
key aspects are relevant within the organisation.

Media analysis

We supplement our own reporting with the main topics addressed in media reports on VERBUND. The
relevance of a specific topic is measured by the number of articles appearing on the matter, with the
following picture emerging for 2016:
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e economic performance - 2015 results plus quarterly publications;

¢ CO:-free electricity generation from hydropower;

e VERBUND is on the way to becoming a producer of electricity entirely from renewable energy sources;

¢ environmentally compatible layout of power plants to incorporate fishways, and investments to
increase capacity;

e innovative outlook and documented expertise in using specific VERBUND products and services to
develop solutions;

¢ best sustainability rating from CDP, a leader in credibility and service rankings;

¢ closure or disposal of thermal power plants and cost cutting programme;

¢ regulatory framework in the electricity market;

¢ project-based, strategic alliance between voestalpine and VERBUND launched - H2FUTURE project for
green hydrogen;

e OMV and VERBUND: joint projects for a sustainable energy future;

e 380-kV Salzburg line; and

e solution to Graz district heating debate.

Stakeholder dialogue
We strive to encourage regular dialogue with as broad-based stakeholder groups as possible. In the
process, we supply information via various channels on developments in energy policy, engage in
discourse on current and future challenges in the energy market and propose constructive solutions. In
the experience of VERBUND, suggestions from stakeholders in combination with their experience provide
valuable inspiration for our work. If we are aware of the needs and expectations of our internal and
external interest groups, we can better gear our corporate decisions towards their interests.

Planning and management of relationships with VERBUND’s interest groups occurs centrally at the
holding company, and operational implementation of our public relations work is handled by the
respective departments and by our subsidiaries, depending on the interest group in question.

Selected stakeholder activities in 2016

“energyLab 2030: Designing Europe’s future marketplace”: In collaboration with the German Economic
Council, VERBUND is making a significant contribution to implementing a temporary idea incubator
aimed at proposing new solutions for achieving a strong EU energy market by 2030. Forty experts took
part in energyLab 2030, which is set up with stations in Brussels, Berlin and Vienna. High-profile
“challengers” from Germany and Austria accompanied the process and offered their expertise. The
results of energyLab 2030 will be presented in Berlin in March 2017.

VERBUND has participated in numerous activities designed to foster connections in the European start-
up world in a spirit of open innovation. The first of these was “Energie Start-up Bayern 2016” held on
20 October 2016 and in which a broad alliance of Bavarian organisations (StMWi, BayStartUP, Bayern
Innovativ, Zentrum Digitalisierung.Bayern, VBEW, Bayernwerk) together with VERBUND selected the
Bavarian energy start-up of the year for the first time ever. The winner chosen from around
21 applicants was Sono Motors, which produces intelligent solutions for sustainable e-mobility.

“Innovation2Company” is a competition held by the Vienna Economic Chamber in which VERBUND
was one of several companies looking for an Austrian start-up for the analysis of household electricity
meter readings. At the finalists’ presentation held on 27 October 2016, “twingz” was the winning start-
up, coming out ahead of two other start-ups, “DAGOPT” and “guh” The deciding factor in favour of
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Company >

Advocacy of interests

twingz was its relevance in practical applications as well as its use of state-of-the-art technologies - the
Internet of Things and data analyses - for the purpose of identifying electricity consumption patterns.

The Munich Cleantech Conference, at which VERBUND sponsored the start-up prize, was held on
24 November 2016. “be. ENERGISED” was the winning start-up.

In addition, the stakeholder formats already established by VERBUND were successfully continued in
2016. These included the VERBUND Energy Breakfast, the Munich Energy Club, the Hydropower Dialogue
and the Parliamentary Evenings as well as dialogue with environmental organisations and the
EU energy forums.

Our collaboration with all of our stakeholders
is cooperative, fair and reliable.

VERBUND maintains constant contact with the local stakeholder groups affected by its power plants,
the power grid and grid expansion as well as new infrastructure projects. The dialogue process during
past years has entailed deliberately setting aside the formal, legal perspective in favour of developing
solutions to improve the situation. Constructive dialogue was also held at joint press meetings and at
several citizen information events.

Interest groups
VERBUND also conducted a thorough review of regulatory conditions both at EU level and in Austria and
Germany in 2016.

Alongside efforts to maintain the German-Austrian price zone, key topics in the year under review
were reform of the emissions trading system, developing a design with future viability for the electricity
market and the internal European energy market, the framework for hydropower, electromobility,
energy storage and digitalisation in the area of energy.

Please refer to the Disclosures on Management Approach (DMA) for more information on interest
groups, memberships and support for external initiatives by VERBUND.
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Investor relations

International capital market environment

The international stock markets were plagued by massive price drops at the start of 2016 due to
concerns about the economic trend in China, which was feared could spill over into a global recession.
The European and Japanese central banks acted to alleviate those fears by implementing a programme
of quantitative easing, and the US Federal Reserve responded by pursuing an even more cautious
interest rate policy. The ensuing recovery phase came to a halt in mid-year 2016 when the results of the
Brexit vote on the UK'’s exit from the EU led to sharp price corrections, which lasted only briefly,
however. Market sentiment improved from quarter 3/2016 onwards on the back of more optimistic
economic forecasts and better company financials. Sentiment on the markets received another boost,
especially in the US, from the results of the US presidential election in quarter 4/2016. The positive
climate on the financial markets was sustained until year-end 2016. The US stock index Dow Jones
Industrial ended 2016 up 13.4% over the prior-year closing value. The trend on the European stock
markets was more cautious owing to the weaker economic outlook and political uncertainty in various
regions. The Eurostoxx 50 gained just 0.7% over the course of 2016. Price gains were also only marginal
on the Nikkei 225, the Japanese index, which finished 2016 up 0.4% thanks to the upward trend at year
end. By contrast, share prices in the emerging markets turned in a strong performance. The MSCI
Emerging Markets Index rose by 8.9% in 2016.

The Austrian ATX got off to a poor start in 2016 in line with the international stock markets but
recovered subsequently until the turmoil unleashed by Brexit put renewed pressure on the benchmark
index at mid-year. However, the index rose steadily from mid-2016 onwards thanks to the strong
economic trend and improved company financials, which led to a gain of 9.2% for the year as a whole
with a year-end level of 2,618.4 points.

VERBUND shares

VERBUND shares performed very well in 2016. Although the shares lost significant ground until the end of
February 2016, the downward trend subsequently reversed and share prices began rising steadily on the
strength of higher prices for primary energy sources and the resulting increases in wholesale electricity
prices lasting until November 2016. After a brief dip that ended in mid-December, the shares posted
another strong gain to end 2016 at a closing price of €15.2. This represents an increase of 28.0% over the
level as at 31 December 2015. By contrast, the DJ STOXX Utilities sector index registered a decline of
8.9% in the reporting period.
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Upcoming dates:

Annual General Meeting
record date:

26 March 2017

Annual General Meeting:
5 April 2017
Ex-dividend date:

12 April 2017

Dividend record date:
13 April 2017

Dividend payment date:
25 April 2017

Results for quarter
1/2017: 10 May 2017

Closing prices
VERBUND shares €/share

11.9
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VERBUND share price: relative performance 2016
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Unit 2015 2016 Change
Share price high € 17.3 15.8 -8.6%
Share price low € 11.6 10.0 -13.4%
Closing price € 11.9 15.2 28.0%
Performance % -225 28.0 -
Market capitalisation €m 4,120.4 5,272.0 28.0%
ATX weighting % 24 2.7 -
Value of shares traded €m 1,267.0 997.8 -21.2%
Shares traded per day Shares 365,299 314,328 -14.0%

Investor relations team activities in 2016

Active, open communication with investors, analysts and individual shareholders during road shows,
conference calls and in one-on-one conversations is important to us. VERBUND's investor relations team
conducted road shows in Europe and the US in 2016 and participated in several major investor
conferences. Together with the Executive Board, the team met with investors from all over the world and
provided them with information on VERBUND’s key performance indicators and operational and strategic
performance.

Comprehensive information is available on the “Investor Relations” pages of our website at
www.verbund.com, including our annual and interim reports, financial calendar, current press releases,
presentations and Excel spreadsheets as well as documents relating to Annual General Meetings held by
VERBUND in past years.

VERBUND shares are covered by 15 renowned Austrian and international investment banks, thus
ensuring their visibility in the capital market. The following investment banks covered our Group as at
31 December 2016:

Berenberg Bank (Lawson Steele)
Commerzbank (Tanja Markloff)
Concorde Securities (Daniel Tunkli)
Credit Suisse (Vincent Gilles)

Kepler Cheuvreux (Ingo Becker)
Macquarie Research (Peter Crampton)
Mainfirst (Andreas Thielen)

Morgan Stanley (Dominik P. Olszewski)
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Deutsche Bank (Martin Brough) Oddo Securities (Louis Boujard)

Erste Group (Petr Bartek) Raiffeisen Centrobank

Exane BNP Paribas (Olivier van Doosselaere) (Teresa Schinwald)

HSBC (Adam Dickens) Société Générale (Lueder Schumacher)

Current ratings

As at 31 December 2016, VERBUND's ratings were as follows:
e Standard & Poor’s: BBB/stable outlook

¢ Moody’s: Baa2/stable outlook

VERBUND in sustainability indices and sustainability rankings
In its most recent company ratings, oekom research again gave VERBUND a good overall rating of “B” This
confirms oekom’s recommendation of VERBUND as a prime investment for investors interested in
sustainability. The comprehensive report made special mention of the Group’s good environmental
performance indicators.

In the first-ever ranking of corporate social responsibility (CSR) by EcoVadis, a supplier evaluation
platform, VERBUND attained GOLD status. This puts the Company among the top 5% of the more than
20,000 enterprises surveyed.

VERBUND was included in the following sustainability indices as at 31 December 2016:
e VONIX (VBV Austrian sustainability index)
¢ FTSE4Good Europe Index and Global Index

CDP climate performance score

In 2016, VERBUND was awarded the top CDP climate performance score in the energy sector for the
Germany-Austria-Switzerland region. VERBUND again achieved country leader status in Austria in 2016,
which places the Group among the two best enterprises in the country.
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Corporate philosophy

For further information
on the compliance
management system,
please refer to the DMA

Compliance

Compliance management system, Code of Conduct

As an expression of our business ethics, we at VERBUND aim to employ fair, transparent and sustainable
business practices. This is why we established a Group-wide compliance management system (CMS)
several years ago. The system is based on VERBUND’S Code of Conduct and is intended to assist in
implementing the Code and complying with its provisions.

The Code of Conduct is outlined in more detail in our compliance guidelines, which provide for a
compliance organisation that incorporates the entire VERBUND Group. The organisation is run by a
Group-wide compliance team under the leadership of a full-time Chief Compliance Officer. The
Executive and Supervisory Boards receive written compliance reports at regular intervals.

We continued to refine the compliance management system in financial year 2016. The process was
supported in particular by ongoing exchanges of information as well as external consultations and
expert appraisals.

The compliance management system was subjected to a thorough examination as one of the areas of
emphasis in the audit of the 2016 consolidated financial statements by Deloitte, which rated the CMS
positively and referred to it as “state-of-the-art”

Compliance risk survey

A systematic Group-wide compliance risk survey was conducted also in 2016. All divisions at the
holding company and the consolidated subsidiaries were involved in the survey in their capacity as risk
owners. Using an updated, standardised questionnaire, they carried out a qualitative compliance risk
assessment based on three criteria: materiality, probability of occurrence and maturity of existing
measures.

The risk analyses were then discussed in detail at compliance meetings held by the Chief Compliance
Officer with all risk owners. During this process, targeted measures to prevent potential damage to the
Company were developed and risk -particularly corruption risk- was examined and documented for the
entire Group. No significant corruption risk was found. It is planned to update the risk surveys each year.

Training, consulting and provision of information

VERBUND'’s compliance management system focuses on preventive measures. In this vein, conducting
training sessions and presentations, providing one-on-one consulting on numerous occasions and
disseminating information on specific matters were important focal points of our compliance work
again in 2016. The Chief Compliance Officer and the compliance officers of the Group companies
provided information on correct conduct in person, by phone or by e-mail in response to all of the
approximately 300 queries received. The most common topics were invitations, participation in events,
gifts and other benefits and questions regarding conflicts of interest. This is an indication of the cautious
manner in which both executives and employees handle compliance topics.

In order to further improve the ability to deal with compliance matters, the compliance rules were
addressed in a comprehensive training programme throughout the Group. The Chief Compliance
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Officer conducted 21 classroom training sessions in the reporting period. In addition to standard
compliance training (especially for employees at subsidiaries, works council members and new staff),
the sessions involved special workshops (e.g. for local financial managers and teachers in
apprenticeship programmes), a workshop on competition law and a number of events on the topic of
new market abuse law. The compliance officers at the subsidiaries also held 45 classroom training
sessions.

Another key pillar of the training programme in the reporting period was the intranet-based
e-learning programme comprising two compliance courses (anti-corruption training and financial
market compliance). All Group executives and all employees at the holding company as well as those in
departments that are particularly affected (e.g. key account management, trading, purchasing) are

required to complete the relevant online surveys on an annual basis.

Prevention of corruption, compliance incidents

Our objective is to avoid any compliance incidents. Corruption prevention therefore plays a key role in
VERBUND’s compliance management activities and was once again the subject of extensive internal
communication and a whole series of training measures in the past financial year. A total of around 50%
of all Group employees and 80% of executives took part in anti-corruption training in the reporting
period.

When implementing the anti-corruption guidelines, the Chief Compliance Officer ensures strict
compliance with the rules relating to giving and receiving benefits, gifts and invitations in particular. He
monitors whether mandatory thresholds and authorisations are being observed and whether the
documentation requirements have been met, and is supported in this by the compliance officers at the
individual Group companies. In 2016, the Chief Compliance Officer reviewed more than 50 cases
involving the giving or receiving of invitations or participation in events; most were approved and a few
were denied.

Four suspected compliance incidents were reported and thoroughly investigated. The only findings
related to minor infringements of internal regulations, which were responded to with organisational
measures. No corruption was identified.

In 2016, a female employee involved in a dismissal suit claimed, in defence of her own position, that
she had experienced several incidents of discrimination. Since the proceedings concluded with a court
settlement, the allegations were not investigated further.

One case of suspected discrimination relating to a disability was reported to the Diversity and
Inclusion manager. Upon closer investigation, no indications of discrimination were found.

VERBUND encourages dialogue with all political parties and their organisations. This does not extend to
support for political parties and their delegates or election candidates, however. VERBUND gives no
financial donations to political parties, grass-roots political organisations or holders of political office.

Financial market compliance, new market abuse regulations

VERBUND has developed a comprehensive set of regulations along with an internal organisational
structure - both in place for many years now - that are designed to prevent the abuse of inside
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information in order to comply with the EU market abuse regulations as well as the provisions of
Austrian stock corporation and stock exchange law and the Austrian Regulation on Compliance for
Issuers (Emittenten-Compliance-Verordnung).

In 2016, comprehensive changes in market abuse and insider trading law entered into force at EU
level with immediate effect. One of the main focuses of compliance management in the reporting
period was the extensive work necessary to implement the new regulations across the Group.
Implementation of the new regulations was accompanied by a vigorous training and information
campaign directed in particular at those individuals working in sensitive areas.

In September 2016, the Financial Market Authority paid a visit to the Company to review the
implementation of market abuse and inside information regulations at VERBUND and came to a positive
conclusion.

Legal compliance

The following legal proceedings relate to the GRI indicators:

In an action filed by the Financial Market Authority (FMA) against four members (some of them
former members) of VERBUND’s Executive Board for failing to make ad-hoc disclosures in June 2012, a
fine of €52,000 (including court costs) in each instance was imposed in a legally binding ruling on
20 July 2016. The decision was appealed to at Austria’s Supreme Administrative Court (VWGH).

In April 2016, MONTANA Energie-Handel AT GmbH filed an action against VERBUND based on
allegations of unfair advertising practices under the Federal Act against Unfair Competition
(Bundesgesetz gegen den unlauteren Wettbewerb, UWG). Following settlement discussions, the matter
was decided in July 2016 with a court settlement in which it was agreed that future advertisements
containing references to free electricity, climate-neutral gas and calculations of total savings would
disclose qualifying information in a more conspicuous manner.

VERBUND Trading GmbH was part of a joint venture in Greece from 2006 to 2010. In a tax audit
conducted in 2015, the Greek authorities found that the joint venture had committed tax transgressions.
An objection was filed disputing the merit of all of the tax authorities’ claims. To prevent prosecution of
the VERBUND representatives occupying seats on the board of the joint venture at that time, in 2016
VERBUND paid the additional value added tax demanded by the tax authority of €45,377.14, which
included the penalty. The former joint venture partner has agreed to repay his pro-rata amount.

Proceedings were pending against VERBUND/a Group subsidiary in the Higher Regional Court of
Vienna in its capacity as cartel court due to allegations by Energie Steiermark Wiarme GmbH (ESWG) of
VERBUND having abused its market dominance with regard to the supply of district heating by closing a
power plant at the Mellach site. In parallel proceedings, VERBUND accused ESWG of having abused its
dominant market position with respect to heating offtake at the Mellach site. The procedural petitions
were withdrawn in both cases at the beginning of January 2017.

We report on other proceedings relating to the restructuring of the thermal power plant segment in
the section entitled All other segments. For information on the investigation of the flooding on the
Danube and the Drau and the associated proceedings, please refer to the Renewable generation
section.
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Consolidated Corporate Governance
Report

in accordance with Section 267a of the Austrian Commercial Code (Unternehmensgesetzbuch, UGB)

Corporate governance — framework

VERBUND AG is a listed stock corporation domiciled in Austria. Its corporate governance framework is
derived from Austrian and European law, including, in particular, stock corporation and capital market
law, the Austrian Commercial Code (UGB) and the regulations governing employee co-determination,
the Company’s Articles of Association, the rules of procedure for the Company’s Boards and, finally, the
Austrian Code of Corporate Governance (Osterreichischer Corporate Governance Kodex, OCGK).

Declaration of commitment to the Austrian Code of Corporate
Governance

Declaration of conformity

VERBUND declares its unconditional commitment to the Austrian Code of Corporate Governance. The
Executive Board and Supervisory Board see it as their primary duty to comply with all the rules of the
Code as fully as possible and to maintain and continue to develop the Group’s high internal standards.
The Code was applied during financial year 2016 and was adhered to in accordance with the
explanatory notes in this report. There were only two rules in the Code from which partial deviations
occurred. These were to some extent the result of legislative circumstances and were explained and
justified accordingly. Active implementation of the requirements of the Code is intended to ensure
responsible management and control of the Group directed at sustainable, long-term value creation
and to create a high level of transparency for all stakeholders. VERBUND will continue to actively adhere
to the Code during financial year 2017. Applying it as fully as possible is an essential building block for
strengthening the trust placed in the Group by shareholders, business partners, employees and the
general public.

Evaluation

In accordance with C Rule 62 of the Austrian Code of Corporate Governance, compliance with the
Code and the accuracy of the related public reporting is evaluated externally by an independent auditor
at regular intervals. The last such evaluation was carried out for 2013 by Ernst & Young
Wirtschaftspriifungsgesellschaft m.b.H and resulted in a positive report. Another evaluation took place
for 2016.

Additional reporting

In accordance with the new laws, a consolidated corporate governance report is presented for the first
time this year. Key items of this report are expanded beyond the listed parent company to include the
entire Group. Opinion 22 of the Austrian Financial Reporting and Auditing Committee (AFRAC) has
been followed with respect to the requirements on content.

This Consolidated Corporate Governance Report includes not only the disclosures required by law
but also the additional content as intended by the Code of Corporate Governance. In addition, further
information is provided on the relevant indicators under the Global Reporting Initiative (GRI), the
global standard on sustainability reporting.
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Detailed information on the composition and work procedures of the Executive Board, the
Supervisory Board and the Supervisory Board’s committees is provided in the sections entitled
Executive Board and Supervisory Board.

Further information on the bodies Executive Board, Supervisory Board and Annual General Meeting
and on their interactions is available in the document entitled Disclosures on Management Approach
(DMA) at www.verbund.com > Investor Relations > Financial reports.

Deviations

VERBUND complies with almost all the rules in the Austrian Code of Corporate Governance, including the
R Rules. The deviations applied in financial year 2016 are the same as those applied in the previous year.
From a total of 83 rules in the Code, there are slight deviations in the application of two C rules. In
accordance with the “comply or explain” principle, these deviations are explained below:

C Rule 2:

The principle of “one share - one vote” is generally adhered to with respect to VERBUND shares. The sole
exception is based on a restriction on voting rights embodied in the “federal constitutional act
regulating the ownership structure of enterprises in the Austrian electricity industry” and in the
provision of the Articles of Association based upon this. The exception is as follows: “With the exception
of regional authorities and companies in which regional authorities hold an interest of at least 51%, the
voting rights of each shareholder at the Annual General Meeting are restricted to 5% of the share
capital”

C Rule 45:

The rule according to which Supervisory Board members may not assume any functions on the boards
of other companies that are competitors of the Group was adhered to by all the members of the
Supervisory Board, with two exceptions.

The two Supervisory Board members in question each carry out leading functions on boards in
companies which are shareholders of VERBUND AG. If there is a conflict of interest with them in a
specific case, then the chairperson will institute appropriate measures (e.g. withholding of certain
information or documents, abstention from voting or departure from the meeting). This was required
once for one agenda item in the reporting period.

Executive Board

Composition of the Executive Board
In financial year 2016, the Executive Board was once again composed of four members.
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Executive Board

Name Year of birth Date of initial End of current
appointment term of office

CEO Dipl.-Ing. Wolfgang Anzengruber, 1956 1/1/2009 31/12/2018

Chairman

Deputy CEO Dr. Johann Sereinig, 1952 1/1/1994 31/12/2018

Vice-Chairman

Dr. Peter F. Kollmann, 1962 1/1/2014 31/12/2018

Member of the Executive Board

Dipl.-Ing. Dr. Glnther Rabensteiner, 1953 1/4/2011 31/12/2018

Member of the Executive Board

Board functions of Executive Board members within the Group

Name Group company Function

Dipl.-Ing. Wolfgang VERBUND Hydro Power GmbH Superv. Board, Gen. Mtg. Chairman

Anzengruber VERBUND Sales GmbH General Meeting Vice-Chairman

VERBUND Sales Deutschland GmbH
VERBUND Solutions GmbH

General Meeting
General Meeting

Vice-Chairman
Chairman

Dr. Johann Sereinig

Austrian Power Grid AG

VERBUND Hydro Power GmbH
VERBUND Sales GmbH

VERBUND Sales Deutschland GmbH
VERBUND Services GmbH
VERBUND Solutions GmbH
VERBUND Trading GmbH
KELAG-Karntner Elektrizitats-AG

Supervisory Board
Supervisory Board
General Meeting

General Meeting

General Meeting

General Meeting

Superv. Board, Gen. Mtg.
Supervisory Board

Member
Member
Chairman
Chairman
Chairman
Vice-Chairman
Chairman
Member

Dr. Peter F. Kollmann

Austrian Power Grid AG
VERBUND Hydro Power GmbH
VERBUND Services GmbH
VERBUND Thermal Power GmbH
VERBUND Trading GmbH
SMATRICS GmbH & Co KG
E-Mobility Provider Austria GmbH

Supervisory Board
Supervisory Board
General Meeting

Superv. Board, Gen. Mtg.
Superv. Board, Gen. Mtg.
General Meeting

General Meeting

Chairman
Member
Vice-Chairman
Vice-Chairman
Vice-Chairman
Chairman
Vice-Chairman

Dipl.-Ing. Dr. GUnther
Rabensteiner

Ennskraftwerke AG
VERBUND Hydro Power GmbH

Supervisory Board
Supervisory Board

Vice-Chairman
Vice-Chairman

Innkraftwerke GmbH Superv. Board, Gen. Mtg. Chairman
Grenzkraftwerke GmbH Superv. Board, Gen. Mtg. Chairman
Innwerk AG Supervisory Board Chairman
Donaukraftwerk Jochenstein AG Supervisory Board Chairman
Osterreichisch-Bayerische Kraftwerke AG Supervisory Board Chairman
VERBUND Thermal Power GmbH Superv. Board, Gen. Mtg. Chairman

Supervisory board mandates of Executive Board members outside the Group
Name Company Function
Dr. Johann Sereinig FK Austria Wien AG Member
APK Pensionskasse AG Member
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Work procedures and allocation of responsibilities
The Executive Board conducts the Group’s business activities and represents it externally.

The rules of procedure govern the allocation of responsibilities and how the members of the
Executive Board must work together. In addition, they lay down the Executive Board’s duties to notify
and report, and contain a list of measures that require approval by the Supervisory Board or its Working
Committee. These also include material business transactions executed by the Group’s main
subsidiaries.

The allocation of responsibilities within the Executive Board is part of the rules of procedure and
defines the range of duties of the Executive Board members without prejudice to the overall
responsibility of the Executive Board.

Allocation of responsibilities

Dipl.-Ing. Wolfgang Anzengruber Chairman; corporate development (strategy, innovation), corporate office
(including audit" and compliance), communications, legal
New business solutions

Dr. Johann Sereinig Vice-Chairman; energy market and business management,
Strategic human resources management
Trading, sales, services

Dr. Peter F. Kollmann Financial management and investor relations
Management accounting, corporate accounting and risk management,
Mergers & acquisitions
Grid

Dipl.-Ing. Dr. GUnther Rabensteiner Generation from hydropower, thermal power, wind power/photovoltaics
(Austria and international)
Tourism

" Audit and the Human Resources Committee are the joint responsibility of the chairman and the vice-chairman.

Remuneration of members of the Executive Board
Remuneration of the members of the Executive Board totalled €4,293,724 in 2016 (previous
year: €4,143,855) including benefits in kind of €150,381 (previous year: €105,924).

Current remuneration of the Executive Board (incl. variable remuneration) in€
2015 (of which 2016 (of which

variable) variable)

Dipl.-Ing. Wolfgang Anzengruber 1,187,058 (381,175) 1,219,954 (402,505)
Dr. Johann Sereinig 1,135,638 (365,262) 1,167,133 (385,702)
Dipl.-Ing. Dr. Glnther Rabensteiner 734,879 (162,887) 752,796 (172,002)
Dr. Peter F. Kollmann 980,357 (217,125) 1,003,460 (229,275)

Because it is only possible to ascertain at the end of the year whether targets have been achieved,
variable remuneration components are paid out in the following year. Therefore, the total amount for
2016 includes variable remuneration components granted to members of the Executive Board in the
2016 reporting period for the 2015 reporting period.

Variable remuneration depends upon performance and is limited to a specific percentage of the
respective fixed remuneration. For reporting period 2015, this percentage rate ranged between 30% and
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50%; the percentage rate ranges between 50% and 70% for the current 2016 reporting period. The level
of performance-based remuneration components depends on the extent to which the targets agreed for
the financial year are achieved. 50% of the target agreement for the 2015 reporting period related to the
attainment of the Group result, 15% to the attainment of free cash flow and 35% to medium-term
(two-year and, in some cases, qualitative) targets, such as the attainment of specific cost targets in
connection with the VERBUND 2015 project and the marketing campaign (e.g. increasing market share,
new products and services, expanding B2B activities). The principles underlying the Executive Board’s
share of profit were unchanged from the previous year.

A company pension plan has been set up for members of the Executive Board in the form of a defined
contribution pension fund agreement. In the 2016 reporting period, contributions to the pension fund
were paid for the Executive Board in the amount of €217,045 (previous year: €213,975).

Statutory regulations apply, taking account of the requirements of Rule 27a of the Austrian Code of
Corporate Governance, with respect to the claims of members of the Executive Board upon termination
of their position. In the 2016 reporting period, €361,210 (previous year: €384,644) was paid out for
pensions and €0 (previous year: €0) for termination benefits in favour of beneficiaries.

Profit or loss for the period included expenses for termination benefits and pensions and similar
obligations - i.e. post-employment benefits - in the amount of €46,002 (previous year: €68,313).
Expenses for pensions and similar obligations for former members of the Executive Board and their
surviving dependants included in the profit or loss for the period amounted to a total of €68,322
(previous year: €100,629).

As in the previous year, no loans or advances were paid out to members of the Group’s or subsidiaries’
Boards. As in the previous year, neither the members of the Executive Board nor senior management
staff of VERBUND have stock options.

Remuneration policy in the subsidiaries

In essence, the same principles as those described above for the Executive Board apply to the
remuneration for the management (managing directors) of the Group’s subsidiaries. In addition to the
fixed remuneration, variable remuneration is used up to a limited amount; the amount of this variable
component depends on attainment of defined targets (Group targets and individual targets). A
company pension plan has also been set up in the subsidiaries in the form of a pension fund agreement.

D&O insurance

VERBUND has taken out pecuniary loss liability insurance in favour of its Boards. This insurance covers
the members of the Executive Board and Supervisory Board and the senior management staff of
VERBUND AG, as well as all the members of the managing boards, supervisory boards, advisory boards
and management, and the authorised signatories and other senior management staff of subsidiaries.
The costs are borne by the Group.

Supervisory Board

The Supervisory Board has also explicitly affirmed its commitment to the Austrian Code of Corporate
Governance. Consequently, the Code, together with the Austrian Stock Corporation Act (Aktiengesetz,
AktG) and the Austrian Commercial Code (UGB), the Austrian Labour Constitutional Act
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(Arbeitsverfassungsgesetz, ArbVG), the Company’s Articles of Association and the rules of procedure for
the Executive Board and Supervisory Board, has become the basis for the Supervisory Board’s actions.

The statutory provisions specify that the Supervisory Board is comprised of members elected by the
Annual General Meeting in accordance with the requirements of the Austrian Stock Corporation Act
(shareholder representatives) and members appointed by the employee representatives.

Personal details, chairpersons and other Board functions
The Supervisory Board is led by a chairperson elected each year by the Supervisory Board from among
its members, along with its two vice-chairpersons.

As at 31 December 2016, the Supervisory Board had a total of 15 members. Ten were shareholder
representatives elected by the Annual General Meeting and five were employee representatives
appointed by the Works Council.

Among the shareholder representatives there were no changes to the composition of the Supervisory
Board in the reporting period. There was one change to the employee representatives as at
1 September 2016: Dr. Isabella Honlinger and Dipl.-Ing. Hans Pfau were appointed to the Supervisory
Board in the place of Dipl.-Ing. Ingeborg Oberreiner and Ing. Joachim Salamon.

Date of initial End of current
Name Year of birth appointment term of office
Dr. Gilbert Frizberg 1956 16/3/2000 AGM 2020

Chairman

Managing director of Fl Beteiligungs- und Finanzierungs

GmbH, managing director of Transfer Industries GmbH,

managing director of Hereschwerke GmbH, managing

partner of Franz Heresch & Co GmbH

Prof. Dr. Michael SUR 1963 22/4/2015 AGM 2020
1st Vice-Chairman

CEO of Georgsmarienhutte Holding GmbH; member of the

supervisory boards of Herrenknecht AG and Oerlikon AG

(chairman of the board of directors); Renova AG (manager);

SUf Management Systems and Suf Film (shareholder)

Mag. Elisabeth Engelbrechtsmudiller-Strauf3 1970 22/4/2015 AGM 2020
2nd Vice-Chairwoman

CEO of Fronius International GmbH; member of the board of

trustees of the Institute of Science and Technology

Mag. Harald Kaszanits 1963 7/4/2010 AGM 2020
Head of Cabinet of the Vice-Chancellor and Federal Minister;

Secretary-General for the Federal Ministry of Science,

Research and Economy
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Name Year of birth

Date of initial
appointment

End of current
term of office

Mag. Dr. Martin Krajcsir 1963
CEO of Wiener Stadtwerke Holding AG;

member of the supervisory boards of Wiener Stadtwerke
Finanzierungs-Services GmbH (chairman), IWS TownTown

AG (chairman), B&F Wien — Bestattung und Friedhofe GmbH

(chairman), Wien Energie GmbH (member) and Wiener Netze

GmbH (vice-chairman),

member of the supervisory board of Burgenland Holding AG

9/4/2014

AGM 2020

Dipl.-Ing. Dr. Peter Layr 1953
Spokesman of the managing board of EVN AG; chairman of

the supervisory boards of Netz Niederosterreich GmbH,

Rohol-Aufsuchungs AG and RAG-Beteiligungs-AG

13/4/2011

AGM 2020

Mag. Werner Muhm 1950
Director of the Vienna Chamber of Labour and the Federal

Chamber of Labour (until 30 June 2016); member of the

supervisory boards of Wiener Stadtische Versicherung, AWH
Beteiligungsges.m.b.H., Kommunalkredit Austria AG and KA

Finanz AG; member of the General Council of OeNB;

member of the managing board of Leopold Museum

Privatstiftung

22/4/2015

AGM 2020

Dr. Susanne Riess 1961
CEO of Bausparkasse Wistenrot AG; member of the

supervisory boards of Wistenrot Versicherungs-AG

(chairwoman), Wistenrot stambena Stedionica d.d., Croatia

(chairwoman), Wastenrot Zivotno osiguranje d.d., Croatia

(chairwoman), Wuistenrot Fundamenta-Lakaskassza Zrt.,

Hungary (vice-chairwoman), Wistenrot stavebné sporitelfa

a.s., Slovakia (vice-chairwoman), Wistenrot poistovna a.s.,

Slovakia (vice-chairwoman) and IHAG Privatbank Zlrich

(member of the board of directors)

22/4/2015

AGM 2020

Mag. Jirgen Roth 1973
Managing partner at Tank Roth GmbH;

member of the supervisory boards of ICS

Internationalisierungscenter Steiermark GmbH (chairman)

and ELG (Erdol-Lagergesellschaft m.b.H.)

22/4/2015

AGM 2020

Christa Wagner 1960
Managing partner at Josko Immobilien GmbH; member of

the supervisory board of Eurosun a.s., shareholder in Josko

Holding Gesellschaft m.b.H.

71472010

AGM 2020

Supervisory Board appointments in publicly traded companies and other significant companies have been listed in relation to (ancillary) functions. Full-time functions are listed

where appropriate.
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Employee representatives

Name

Year of birth

Date of initial
appointment

Anton Aichinger 1955 since 25/10/2006 appointed by the
Chairman of the Group’s employee employee
representatives representatives
Kurt Christof 1964 since 8/3/2004 appointed by the
Chairman of the Central Works Council employee
Member of the supervisory boards of representatives
Stadtwerke Voitsberg GmbH (vice-chairman)
and of Sparkasse Voitsberg/Koflach
Bankaktiengesellschaft
Dr. Isabella Honlinger 1971 since 1/9/2016 appointed by the
Chairwoman of the Works Council employee
representatives
Ing. Wolfgang Liebscher 1966 since 1/11/2013 appointed by the
Chairman of the Central Works Council employee
representatives
Dipl.-Ing. Ingeborg Oberreiner 1951 from 29/8/2006 appointed by the
Chairwoman of the Works Council until 1/9/2016 employee
representatives
Dipl.-Ing. Hans Pfau 1953 since 1/9/2016 appointed by the
Chairman of the Works Council employee
representatives
Ing. Joachim Salamon 1956 from 25/10/2006 appointed by the

Member of the Central Works Council

until 1/9/2016

employee
representatives

The appointment of employee representatives by the Group's employee representatives is for an unlimited period and can be revoked at any time.

Independence
In 2010, the Supervisory Board of VERBUND AG defined the following criteria for its independence
(pursuant to C Rule 53 of the Austrian Code of Corporate Governance):

e “The Supervisory Board member shall not have served as a member of the Executive Board or as a
member of the senior management staff of the Company or one of its subsidiaries in the past five years.

e The Supervisory Board member shall not maintain or have maintained in the past year any business
relationships with the Company or one of its subsidiaries to an extent that would be significant to the
member of the Supervisory Board. This shall also apply to relationships with companies in which the
member of the Supervisory Board has a considerable economic interest, but not to exercising
functions on the boards of the Group. The approval of individual transactions by the Supervisory
Board pursuant to L Rule 48 shall not automatically mean that the person is deemed not to be
independent.

e The Supervisory Board member shall not have acted as auditor of the Company or have owned a
share in the audit firm or have worked there as an employee in the past three years.

e The Supervisory Board member shall not be a member of the managing board of another company in
which a member of the Executive Board of the Company is a supervisory board member.

e The Supervisory Board member may not remain on the Supervisory Board for more than 15 years.
This shall not apply to Supervisory Board members who are shareholders with a direct equity interest
in the Company or who represent the interests of such a shareholder.
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e The Supervisory Board member shall not be a close relative (direct descendant, spouse, life partner,
parent, uncle, aunt, sibling, niece, nephew) of a member of the Executive Board or of persons who
hold one of the aforementioned positions.”

Based upon these guidelines for independence (Annex to the Austrian Code of Corporate
Governance), all ten shareholder representatives have issued a written statement on their
independence. Seven of them have declared their independence, and three members of the Supervisory
Board have classified themselves as not being independent (in each case with respect to only one
criterion; Frizberg with respect to length of membership of the Supervisory Board, Krajcsir and Layr
with respect to the “relationships with related parties” criterion).

In addition, the following shareholder representatives meet the criteria for independence contained
in C Rule 54 (not representing the interests of a shareholder with a stake of more than 10%): Frizberg,
Sif3, Engelbrechtsmiiller-Straufy, Muhm, Riess, Roth and Wagner. Both quotas required for
independence by Rule 53 and Rule 54 of the Code are thus met.

Meetings of the Supervisory Board
Seven plenary meetings of the Supervisory Board were held during financial year 2016. The overall
attendance rate of all Supervisory Board members was 89%. No member of the Supervisory Board
attended fewer than half of the meetings in person.

In addition to coordinating the ongoing strategic direction of the Company with the Executive Board,
the Supervisory Board focused on decisions relating to the following topics in particular during the
reporting period:

¢ consolidated financial statements and annual financial statements of VERBUND AG for 2015;

¢ motions for the Annual General Meeting;

e proposal for profit appropriation in accordance with Section 96(1) of the Stock Corporation Act
(AktG);

e election of the General Committee of the Supervisory Board and constitution of the committees;

¢ appointment of the auditor;

¢ policy decision to review all options for the Mellach power plant;

e approval of the investment plan for the Lower Tuxbach transfer line project;

¢ approval for the sale of the photovoltaic farms in Spain;

¢ approval for capital measures in the Romanian VERBUND wind power companies;

¢ approval of the granting of signatory authority;

e resolution on tender for auditor;

¢ approval of agreements with entities that are related parties of Supervisory Board members; and

¢ approval of the Group’s budget for 2017.

(Please also refer to the activities focused upon by the Supervisory Board’s committees.)

Each year during the audit of the financial statements, the auditor provides the Supervisory Board
with a separate report on the reliability of the risk management system. This includes sustainability risks
as well as the written quarterly reports on operating risk management which the Supervisory Board
discusses at each of its meetings.
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In addition to the meetings of the Supervisory Board and its committees (see below), weekly
discussions or teleconferences took place between the chairman of the Supervisory Board and the
Chairman of the Executive Board as well as individual discussions with individual members of the
Executive Board.

Evaluation of Supervisory Board activity
The performance of the Supervisory Board is evaluated annually during the Annual General Meeting, at
which the shareholders vote to formally approve the actions of the Supervisory Board. At the 69th Annual
General Meeting on 13 April 2016, the actions of all Supervisory Board members were formally approved.
As required by the Austrian Code of Corporate Governance (Rule 36), the Supervisory Board also
evaluates its activities, in particular its organisation and work procedures, itself. This self-evaluation was
conducted in 2016 on the basis of an extensive questionnaire. The results of the evaluation were
presented and discussed by the Supervisory Board at its next meeting. As part of this, the Supervisory
Board considered the implementation of some suggestions for further improvements.

Composition and work procedures of the Committees
According to the Supervisory Board’s rules of procedure, the Supervisory Board shall, following the
Annual General Meeting, annually elect a Working Committee that will simultaneously function as the
Emergencies Committee, an Audit Committee, a General and Remuneration Committee and a
Nomination Committee.

Each chairperson of a committee is required to report to the Supervisory Board on the work of the
committee he or she chairs and on its decisions. In urgent cases, the chairperson of a committee is
required to report in advance to the Chairman of the Supervisory Board.

Working Committee/Emergencies Committee
The Working Committee consists of the chairperson, the two vice-chairpersons and three additional
members of the Supervisory Board, elected by the Supervisory Board. The membership of employee
representatives is governed by Section 92(4) of the Austrian Stock Corporation Act (AktG).
The Working Committee
¢ is required to prepare the meetings of the Supervisory Board and to assist the Supervisory Board in
the continuous monitoring of the Company’s management without prejudice to the rights of the
Supervisory Board pursuant to Section 95 of the Austrian Stock Corporation Act (AktG);
¢ and acts as the Emergencies Committee (Rule 39 of the Austrian Code of Corporate Governance).
The Supervisory Board has permanently assigned to the Working Committee responsibility for the
matters that are subject to approval as laid down in Annex 2 of the Executive Board’s rules of procedure.
The chairperson is required to make the necessary preparations for rapid decision-making on matters
that fall within the remit of the Emergencies Committee or are referred to that committee for a decision
(convening a meeting at short notice, video conferences). The grounds for urgency must be stated. If
necessary, the Working Committee can assign decision-making authority to its chairperson in a specific
instance.
The Emergencies Committee makes decisions on all matters for which an immediate Supervisory
Board decision is needed to gain economic advantages or to avoid impending financial losses.
The Chairman of the Supervisory Board chairs the Working Committee, and in the event that he or
she is unable to attend, the vice-chairpersons chair the Committee in the selected sequence.
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Members of the Working Committee

Name Function

Dr. Gilbert Frizberg Chairman

Prof. Dr. Michael St 1st Vice-Chairman

Mag. Elisabeth Engelbrechtsmuller-Strauf$ 2nd Vice-Chairwoman
Mag. Harald Kaszanits Member

Mag. Werner Muhm Member

Christa Wagner Member

Anton Aichinger Employee representative
Kurt Christof Employee representative
Dipl.-Ing. Ingeborg Oberreiner (until 1/9/2016) Employee representative
Dipl.-Ing. Hans Pfau (from 1/9/2016) Employee representative

The Supervisory Board’s Working Committee met four times during financial year 2016. The activities
of the Working Committee focused on:
¢ preparing for Supervisory Board meetings;
e reports by the Executive Board pursuant to rules of procedure;
e application concerning acquisition of shares in two wind power companies (Romania); and
e subsidiary reporting.

Audit Committee
The Audit Committee was established pursuant to Section 92(4a) of the Austrian Stock Corporation Act
(AktG) and was included in the Supervisory Board’s rules of procedure in 2013 as an independent
committee within the Supervisory Board (an offshoot of the Working Committee). It consists of the
chairperson, the two vice-chairpersons and three additional members of the Supervisory Board, elected
by the Supervisory Board. The membership of employee representatives is governed by Section 92(4) of
the Austrian Stock Corporation Act (AktG).

The Audit Committee performs the tasks under Section 92(4a) of the Austrian Stock Corporation Act
(AktG) and Rule 40 of the Austrian Code of Corporate Governance. It has the financial expert required
by law and by the Code at its disposal, who is also the chairperson of the committee.

Members of the Audit Committee

Name Function

Mag. Elisabeth Engelbrechtsmuller-Strau Chairwoman

Dr. Gilbert Frizberg 1st Vice-Chairman

Prof. Dr. Michael Suf3 2nd Vice-Chairman
Mag. Harald Kaszanits Member

Mag. Werner Muhm Member

Christa Wagner Member

Anton Aichinger Employee representative
Kurt Christoph Employee representative
Dipl.-Ing. Ingeborg Oberreiner (until 1/9/2016) Employee representative

Dipl.-Ing. Hans Pfau (from 1/9/2016) Employee representative
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The Supervisory Board’s Audit Committee met three times during financial year 2016. The activities of

the Audit Committee focused on:

e preparing the resolution on the annual financial statements for 2015, including appropriation of
profit;

¢ making a proposal for the election of the auditor;

¢ the semi-annual financial statements for 2016;

e monitoring financial reporting processes;

¢ internal control, audit and risk management systems;

¢ impairment losses as at 30 June 2016 and areas of emphasis for the 2016 audit (auditor);

e internal audit’s audit programme and audit reports; and

o tender for auditor for 2017 and later.

General and Remuneration Committee

According to its rules of procedure, the Supervisory Board is required to appoint a General and
Remuneration Committee made up of the chairperson and the two vice-chairpersons. The Supervisory
Board has permanently assigned responsibility for the following matters to this committee:

¢ entering into and amendment of contracts with members of the Executive Board;

e determination of Executive Board member remuneration; and

¢ decisions on management bonuses and premiums for members of the Executive Board.

Members of the General and Remuneration Committee

Name Function

Dr. Gilbert Frizberg Chairman

Prof. Dr. Michael Suf3 1st Vice-Chairman
Mag. Elisabeth Engelbrechtsmuller-Strauf’ 2nd Vice-Chairwoman

With Dr. Frizberg, the Remuneration Committee has the expert required by Rule 43 of the Austrian
Code of Corporate Governance at its disposal. The General and Remuneration Committee met two
times during financial year 2016. The meetings dealt with the agreements on target and the variable
remuneration components of the members of the Executive Board.

Nomination Committee

According to its rules of procedure, the Supervisory Board is required to appoint a Nomination
Committee consisting of the chairperson and two vice-chairpersons. Employee co-determination is
governed by Section 92(4) of the Austrian Stock Corporation Act (AktG).

The Nomination Committee submits proposals to the Supervisory Board on appointments to the
Executive Board and is responsible for preparing the election of Supervisory Board members. The
Nomination Committee is required to take account of the fact that a candidate’s final nomination for the
Executive Board must take place before the nominee’s 65th birthday.
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Members of the Nomination Committee

Name Function

Dr. Gilbert Frizberg Chairman

Prof. Dr. Michael St 1st Vice-Chairman

Mag. Elisabeth Engelbrechtsmuller-Strauf$ 2nd Vice-Chairwoman
Anton Aichinger Employee representative
Ing. Wolfgang Liebscher (from 1/9/2016) Employee representative
Dipl.-Ing. Ingeborg Oberreiner (until 1/9/2016) Employee representative

The Nomination Committee did not meet during financial year 2016.

Contracts requiring consent - conflicts of interest

In financial year 2016, the following contracts and/or transactions approved by the Supervisory Board of
VERBUND AG in accordance with the Austrian Stock Corporation Act (AktG) and the Austrian Code of
Corporate Governance (Rule 49) existed between the VERBUND Group and individual Supervisory Board
members or companies with which Supervisory Board members have close relationships:

Supervisory Board member Dr. Gilbert Frizberg

In the reporting period, the Supervisory Board issued a general consent for Global Hydro
Energy GmbH, of which Dr. Gilbert Frizberg holds a controlling interest, to participate in tenders of VHP
concerning supplies of electromechanical power plant equipment. Actual contract awards must be
reported to the Supervisory Board. No contracts were awarded to Global Hydro Energy GmbH in
financial year 2016.

Supervisory Board member Mag. Elisabeth Engelbrechtsmiiller-Strauf

The general authorisation issued by the Supervisory Board in 2015 for the supply of inverters by the
Fronius Group (through external intermediaries or SOLAVOLTA, in which VERBUND owns a 50% stake) in
the amount of €600k per year and for the supply of small devices to VERBUND companies in the amount of
€60k per year was only partially utilised in financial year 2016. Mag. Elisabeth Engelbrechtsmiiller-
Strauf$ is CEO of the Fronius Group.

Supervisory Board member Mag. Dr. Martin Krajcsir

A number of contractual relationships, some of many years standing, exist between VERBUND and the
Wiener Stadtwerke Group, of which Mag. Dr. Martin Krajcsir is CEO. These had already been entered
into before Mag. Dr. Krajcsir became a member of the Supervisory Board. The business transacted
under these contracts and their volume are reported to the Supervisory Board on an annual basis. In
financial year 2016, an order volume totalling €1.5m was processed on the basis of existing contracts
(excluding transactions with grid subsidiary APG). This primarily involved invoices for electricity and
grid fees for VERBUND companies. In addition, contractual relationships for the supply of electricity exist
with e&t Energie HandelsgmbH, in which Wiener Stadtwerke holds a 45% interest.
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Supervisory Board member Dipl.-Ing. Dr. Peter Layr
A number of contractual relationships, some of which have been in existence for many years, exist
between VERBUND and EVN, of which Dr. Peter Layr is spokesman of the managing board. These had
already been entered into before Dr. Layr became a member of the Supervisory Board. The business
transacted under these contracts and their volume are reported to the Supervisory Board on an annual
basis. In financial year 2016, an order volume totalling €1.2m was processed on the basis of existing
contracts (excluding transactions with grid subsidiary APG). These primarily involved electricity, gas or
grid purchases, usage fees and other payments and recharging of costs for various VERBUND companies.
In addition, contractual relationships for the supply of electricity exist with e&t Energie HandelsgmbH,
in which EVN holds a 45% interest.

In 2016, the Supervisory Board also pre-approved the sale by VIP of a main transformer from the
Diirnrohr power plant to EVN at a price of €4m. This sale was not completed by the end of the year.

Supervisory Board member Mag. Jiirgen Roth

In 2015, the Supervisory Board approved a contract for the supply of electricity from VSA for filling
stations of Tank Roth GmbH with an estimated order volume of €170k per year from 2016. The contract
runs until the end of 2018. The actual supply in 2016 was below the level agreed. Mag. Jiirgen Roth is
managing partner at Tank Roth GmbH.

In financial year 2016, the Supervisory Board also looked in detail at possible (other) conflicts of
interest involving Supervisory Board members that could have resulted from activities or equity
interests in the energy sector in particular. During this process, individual members referred to
involvements or equity interests already disclosed in the previous year, primarily in the small
hydropower plant segment, none of which had changed. All other Supervisory Board members
confirmed that no conflicts of interest existed on their parts which would indicate reporting or
disclosure. According to the assessment of the Supervisory Board, none of the disclosed activities
involve a fundamental conflict of interest that would require further measures. Should such conflicts
arise in future, suitable measures, such as abstention from voting or from providing advice and voting
on individual agenda items, will have to be implemented promptly.

Remuneration of members of the Supervisory Board
The remuneration of the members of the Supervisory Board (including reimbursement of costs/travel
expenses recharged) amounted to a total of €387,329 in 2016 (previous year: €312,665).

At the Annual General Meeting held on 17 April 2013, the following remuneration scheme was
adopted for members of the Supervisory Board. This establishes the annual remuneration for the
members elected by the Annual General Meeting and the attendance fees (for all members).
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Remuneration scheme for the Supervisory Board in€
Annual remuneration

Chairperson 25,000
Vice-chairperson 15,000
Member 10,000
Attendance fee 500

This remuneration also applies to work performed in the Working Committee and in the Audit
Committee. As previously, there is no separate remuneration for work carried out in other committees.

Specifically, the following remuneration was paid to the members of the Supervisory Board for financial
year 2016:

Remuneration of Supervisory Board members in €
Name (without title) Annual remuneration Attendance fees
Gilbert Frizberg, Chairman 65,000 7,000
Michael SuR, Vice-Chairman 45,000 4,500
Elisabeth Engelbrechtsmuiller-Strauf3, Vice-Chairwoman 55,000 6,500
Harald Kaszanits 30,000 7,000
Martin Krajcsir 10,000 3,500
Peter Layr 10,000 3,000
Werner Muhm 30,000 6,500
Susanne Riess 10,000 3,500
Jurgen Roth 10,000 3,000
Christa Wagner 30,000 5,600
Employee representatives

Anton Aichinger - 7,000
Kurt Christof - 7,000
Isabella Honlinger - 1,000
Wolfgang Liebscher - 3,000
Ingeborg Oberreiner - 5,000
Hans Pfau - 2,000
Joachim Salamon - 2,000

No loans or advances were paid out to members of the Supervisory Board. All members of the
Supervisory Board are covered by the D&O insurance taken out by VERBUND.
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Annual General Meeting

At the Annual General Meeting, which is held at least once a year, shareholders exercise their rights and
their voting power. Under their right to request information and propose motions, all shareholders have
the opportunity to engage in dialogue with the Executive Board and the Supervisory Board and to
express their opinions and state their concerns.

The main tasks and responsibilities of the Annual General Meeting include deciding on the
appropriation of profit, electing the Supervisory Board, electing the auditor, formally approving the
actions of the Executive Board and the Supervisory Board and making amendments to the Articles of
Association.

The agenda for the 69th Annual General Meeting held on 13 April 2016, the resolutions adopted and
the voting results can be viewed on the website at www.verbund.com > Investor Relations > General
Meeting.

Measures for the advancement of women
(Section 243b(2)(2) of the Austrian Commercial Code, UGB)

In accordance with its commitment to sustainable management, VERBUND addresses issues of social
relevance such as equal opportunity in the workplace. VERBUND treats all its employees equally,
regardless of their gender, age, religious beliefs, disability, culture, skin colour, social origins, sexual
orientation or nationality. Decisive action is taken against any form of discrimination or harassment.

Since the selection of Supervisory Board members is solely the responsibility of the Annual General
Meeting, the Executive Board has little influence on whether there are any women on the Supervisory
Board of VERBUND AG. With Elisabeth Engelbrechtsmiiller-Strauf3, Susanne Riess, Christa Wagner and
Isabella Honlinger (as employee representative), the Supervisory Board of VERBUND AG has four
women members, which equates to a female membership of 26.7%.

As at 31 December 2016, seven women held management positions within the Group (first and
second levels of management). The percentage of women in management positions is therefore 8.3%.
The percentage of women among employees throughout the Group is 17.5%. Since 2012, one female
executive has been afforded the opportunity to perform her duties on a part-time basis.

In order to ensure that the company diversity management system is permanently integrated into and
established within the Group, all equal opportunity agendas will be fully executed by the Diversity &
Inclusion manager.

VERBUND promotes women through a variety of measures, listed here as examples:

e The VERBUND women’s network addresses the ongoing development of a sustainable strategy for the
advancement of women within VERBUND.

¢ Each year, VERBUND awards a scholarship to highly qualified women studying technical subjects.

¢ In 2015, VERBUND received the amaZone Award in the “Public and Quasi-Public Companies” category.

e Each year, VERBUND takes part in Take Your Daughter to Work Day to promote technical careers to girls
while they are still at school and awaken their interest in the fascinating technical professions.

e In 2015, VERBUND received the Work and Family Audit certificate for the third time.

e On aregular basis, VERBUND prepares an income report comparing the salaries of men and women.
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e Participation in the “Zukunft.Frauen” (Women.Future) executive personnel programme is another
specific measure in this direction. This programme was initiated by the Austrian Federal Ministry of
Science, Research and Economy, the Austrian Economic Chamber and the Federation of Austrian
Industries. Its goal is to support women on their way to the top and to boost their confidence in their
ability to hold management positions.

Vienna, 16 February 2017

The Executive Board

ST

Dipl.-1 Wolfgang Anzengruber Dr. Johann Sereinig
Chairman of the Executive Board Vice-Chairman of the Executive Board

)

Dipl.-Ing. Dr. Giinther Rabensteiner Dr. Peter F. Kollmann
Member of the Executive Board Member of the Executive Board
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External audit

VERBUND once again had an independent auditor carry out a voluntary external evaluation of
compliance with the provisions of the Austrian Code of Corporate Governance and the accuracy of the
reporting on it for financial year 2016.

Audit opinion

In our opinion, based upon the results of our evaluation, the Executive Board’s Declaration of
Conformity correctly represents the implementation of the recommendations of the Austrian Code of
Corporate Governance published by the Austrian Working Group for Corporate Governance at
VERBUND AG during financial year 2016. Furthermore, the Consolidated Corporate Governance
Report of VERBUND AG for the financial year ended 31 December 2016 complies with the legal
requirements in Section 243b and Section 267a of the Austrian Commercial Code (UGB) as well as the
requirements of the Austrian Code of Corporate Governance, and the statements made therein are
accurate.

Vienna, 16 February 2017
Ernst & Young

Wirtschaftspriifungsgesellschaft m.b.H.

Mag. Elfriede Baumann e.h. p.p.a. Mag. Gerald Steckbauer e.h.
Certified Public Accountant Certified Public Accountant
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The Group management report relates to the consolidated financial statements of VERBUND. These were
prepared in accordance with Section 245a(1) of the Austrian Commercial Code (Unternehmens-
gesetzbuch, UGB) in compliance with the International Financial Reporting Standards (IFRSs) as
endorsed by the European Union. We assume no liability for any links or references to external sources
contained in the Group management report.

General conditions

VERBUND'’s business operations are substantially impacted by the development in wholesale electricity
prices and the political and regulatory framework. Electricity prices depend not only on demand but
also on price trends for fuel and CO.. In addition, the energy sector is undergoing fundamental changes
due to the transition to increasingly climate-neutral energy generation.

Conditions in the European electricity market remained extremely challenging in financial year 2016.
The energy markets continued to experience upheavals, and commodity prices for oil, gas and coal
underwent a further decline compared with 2015. CO: prices also collapsed in Europe due in particular
to political uncertainty concerning the future role of the United Kingdom in EU emissions trading as
well as uncertainty regarding the next step in pursuing reform in the fourth trading period. Moreover,
economic growth remained sluggish in Europe. All of this in conjunction with the new energy efficiency
regulations taking effect led to stagnating demand for electricity in the joint German/Austrian price
zone in 2016. At the same time, electricity generation capacities increased due to continued heavy
subsidisation of energy generated from wind and photovoltaics. Thus wholesale prices for electricity
dropped once again in financial year 2016 in comparison with 2015.

VERBUND responded to the foreseeable decline in revenue by launching a programme to reduce costs
and increase efficiency, increasing the regulated portion of its asset portfolio and initiating an
innovation and services campaign. Thus VERBUND continued in 2016 to work steadily towards its goal of
becoming a CO:-free, cost-effective and innovative electricity generation company.

Fossil fuels will be replaced by electricity for heating and mobility.

General economic environment

Growth accelerates in a risky climate

Real global output rose only moderately in 2016 with an increase of 3.1% despite stabilisation of the
situation in the emerging markets. At +4.1%, growth in economic output in the emerging markets in
2016 was approximately at the level of the previous year.

The highly expansionary monetary policy used by central banks in the advanced economies to
stimulate the economy in 2016 was counteracted by structural impediments and political uncertainty.
This included geopolitical tension along with increasingly isolationist, protectionist tendencies as came
to light in the Brexit vote, for instance. According to the January 2017 forecast by the International
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Monetary Fund (IMF), real economic growth increased by 1.6% in the industrial countries in 2016 after
an increase of 2.1% in 2015.

The Brexit vote also curbed economic output in the eurozone, which IMF experts estimate to have
risen by 1.7% in 2016 or somewhat less than in the prior year (2015: +2.0%). Economic output in
Germany, the eurozone’s largest economy, performed in line with the rest of the eurozone in the
reporting period (2016: +1.7%).

The Austrian economy was on the upswing in 2016 following the low growth levels registered in 2015.
Economic growth was fuelled by an acceleration in domestic consumption, due above all to the positive
impact of the 2015/2016 tax reforms and the associated increase in household incomes. By contrast, the
sluggish performance of global trade provided little stimulus for the export economy. According to the
December 2016 economic forecast by the Austrian Institute of Economic Research (WIFO), real gross
domestic product increased by 1.5% in 2016 (2015: +1.0%).

Energy market environment

Higher electricity consumption due to the 2016 leap year and considerably colder winter
months

According to initial data from E-Control, electricity consumption in Austria rose by 1.0% to 70,297 GWh
in 2016 (total supply of electricity, domestic electricity consumption excluding pumped storage
consumption). One of the reasons for the increase in consumption was the extra day in February 2016
due to the leap year. Higher consumption also resulted from the considerably colder winter months
compared with 2015.

Due to the increase in the water supply compared with the previous year, Austrian hydropower plants
supplied 7.1% more electricity in 2016 (total supply of electricity). “Other generation” increased by 4.2%,
while thermal power plant generation decreased by 0.2% due to unfavourable market conditions.
“Other generation” includes electricity production from other renewable energy sources (excluding
biomass, which comes under the category of thermal generation) and from plants that cannot yet be
allocated for statistical purposes. All in all, electricity generation increased by 4.7% in Austria in 2016.

The energy trading balance was affected by the fact that the quantities of electricity produced
domestically rose significantly, whereas consumption of electricity increased at a lower rate. Net
electricity imports (imports minus exports) decreased by 28.9%. Therefore, the figure representing the
foreign dependence of the Austrian power supply amounted to nearly 10% in 2016 after 13% in 2015.

OPEC agrees to limit oil production
The average price for one barrel of Brent crude oil (front month) was $45.1/bbl in 2016 compared with
$53.6/bbl in 2015. This represents a decrease of 15.8%.

At the start of 2016, oil prices continued the downward spiral that had begun in mid-2014. The price
for one barrel of Brent crude (front month) fell below the $30/bbl mark in January 2016. Although crude
oil prices subsequently recovered, the low price levels created serious difficulties overall for numerous
oil-producing countries and companies. The OPEC countries - which have a total market share of
around 40% of all crude oil production- nonetheless proved unable to agree on price interventions for
quite some time.
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It was not until the end of November 2016 that OPEC decided to cut production for the first time since
2008. Oil prices rose immediately. At the end of 2016, one barrel of Brent crude (front month) was
quoted at $56.8/bbl.

Gas prices continue falling

Price levels in European gas trading declined sharply compared with 2015. The spot price at the
European NCG trading point decreased by €5.8/MWh compared with the previous year to €14.2/MWh
on average in 2016. In futures trading, supplier contracts for the coming year (NCG front year) were
invoiced at €15.7/MWh, or €4.7/MWh less than had to be paid for the NCG front year in 2015. European
gas prices came under pressure in 2016 due to falling oil prices and an increased supply of liquefied
natural gas (LNG).

Coal recovers after first-quarter 2016 low

Major excess capacities put prices under even greater downward pressure at the start of 2016. Coal
listings (ARA front year) on the futures market fell well below $40/t at times during quarter 1/2016, after
which the coal market recovered again. Hard coal for the front year was trading at $70.3/t at the end of
2016.

The rise in hard coal prices observable at the end of quarter 1/2016 was mainly attributable to the
cutbacks in coal production ordered in China (closure of loss-making hard coal mines) being offset in
full by increased imports.

On average, hard coal was 2.1% cheaper on the futures market (ARA front year, euro basis) in 2016
than in the previous year in spite of the recent price increase. By contrast, coal prices in the spot market
were up 4.9% in 2016 compared with the average listing in 2015 (euro basis).

Coal, oil and gas price performance €/ MWh thermal
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CO: prices take a nosedive

The Dec 2017 EUA (European Union Allowance) emissions rights benchmark contract traded at an
average of €5.4/t in 2016, a decrease of €2.4/t from a year earlier. Many experts believe that this is still
much too low to induce corporations to gear their decisions on production methods and investments
towards low-emission solutions rather than high-emission fuels, technologies and processes.

Certificate prices (EUA with a December 2017 delivery date) initially declined steadily from the start of
2016 until mid-February, when they reached a low of under €5/t of CO.. Prices then moved sideways
until reaching just under €6/t of CO- at the end of April 2016. Following the UK decision in favour of
leaving the EU on 23 June 2016, certificate prices declined, dropping below €5/t of CO: at times.

The erosion in prices reflects the uncertainty regarding the United Kingdom’s continued participation
in the European Emissions Trading System (ETS) as well as whether the EU will be successful in its
efforts to reform the ETS.

Further drop in electricity wholesale prices

The average price for base load electricity deliveries in the German/Austrian bidding zone on EPEX
Spot, the European electricity exchange spot market, decreased by 8.2% compared with the previous
year to €29.0/MWh in 2016. Peak-load prices were €35.2/MWh in 2016, or 9.8% lower than the average
prices for 2015.

Apart from declining prices for CO: and primary energy, the lower spot market prices were
attributable to the greater quantities of energy from renewables being fed into the grid in the joint
German/Austrian price zone amid stagnating demand. The accumulation of renewable energy
increases the likelihood of lower prices or negative prices occurring during certain hours in the spot
market.

Spot market electricity price performance in €/ MWh

80

64

Peak

s A —

; /v\/\\//\/\ - A A B

16 Base

"2012 "2013 2014 "2015 "2016

Market region Germany/Austria; monthly average prices Source: EPEX Spot

In the futures market at the European Energy Exchange (EEX), base load for 2017 (front year base)
was traded at an average price of €26.6/MWh in 2016 for the German/Austrian bidding zone, and peak-
load (front year peak) was traded at €33.5/MWh. In 2015, front year base contracts still paid €31.0/MWh
on average and front year peak contracts paid €39.0/MWh. These prices are a reflection of expectations
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that the production of renewable energy will continue to increase and price levels will remain
favourable in the markets for primary energy and COx.

Futures market electricity price performancein €/ MWh
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VERBUND sells most of the electricity generated in futures markets in advance so as to reduce short-
term selling and price risks. In 2016, the price trend in the futures market had only a minor influence on
revenue during the reporting period. The trend will affect the results of subsequent periods, however.

Political and regulatory framework

At the end of 2016, the European Commission presented a new energy package known as “Clean Energy
for All Europeans” The next stage of the energy transition has been ushered in by Germany with its
comprehensive reform of the German Renewable Energy Sources Act (Erneuerbare-Energien-Gesetz,
EEG) in addition to enacting the Act for the Further Development of the Electricity Market (Gesetz zur
Weiterentwicklung des Strommarkts), also known as the Electricity Market Act (Strommarktgesetz) to
adapt the electricity market to the requirements of the energy transition. In Austria, the focus was on
splitting up the German/Austrian price zone and the government’s “autumn package”.

EU energy policy

“Clean Energy for All Europeans”: European Commission presents the fourth internal energy
market package

On 30 November 2016, the European Commission presented a comprehensive legislative package for
the energy sector. The legislation covered the following: introduction of a corporate governance
framework, reorganisation of the regulations applicable to renewable energy (subsidies, market
integration), improving the energy trading market (control power market, intraday/day-ahead/futures
markets), removing market barriers (upper price limits, regulated consumer prices), regulations for
capacity mechanisms, strengthening regional cooperation (especially between transmission system
operators), regulations for the distribution grid, strengthening ACER (Agency for the Cooperation of
Energy Regulators), new rules for determining price zones, promotion of electromobility, regulations for
new market participants (aggregators, local energy communities), the legal framework for demand
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response, clarification of the legal framework for storage capacity, improving consumer services in
relation to quotations and billing, and regulations for own generation. Proposals were also presented for
revised energy efficiency and building efficiency guidelines. The legislative process thus initiated at EU
level is likely to be completed during the Austrian presidency in the second half of 2018.

European Commission’s decarbonisation package

In July 2016, the European Commission presented a proposal to all member states regarding binding
carbon reduction targets for the 2021-2030 period. The proposal is directed at those sectors not subject
to the EU Emissions Trading System (ETS) regulations (transport, building, agriculture, waste, land use
and forest management). Under the proposal, Austria would be required to reduce carbon emissions by
36% compared with 2005 levels by 2030. The Commission also announced its European strategy for low-
emission mobility.

German-Austrian electricity price zone

ACER (Agency for the Cooperation of Energy Regulators), the European regulatory authority, published
a non-binding opinion on 23 September 2015 in which it recommended splitting up the joint German-
Austrian bidding zone. This step was taken because of “loop flows” (unscheduled flows of electricity),
most of which occur via Poland and the Czech Republic.

Together with the Federation of Austrian Industries, the Austrian Economic Chambers and EXAA, the
Austrian energy exchange, VERBUND took the lead in having a legal opinion prepared by European law
firm Clifford Chance by 4 November 2016. The opinion stated that ACER had no authority to decide on
splitting up the German-Austrian electricity market and that the European Network of Transmission
System Operators for Electricity (ENTSO-E) had sole responsibility, together with the member states, for
reviewing possible congestion in Germany and Austria. The initial results from ENTSO-E are expected
in the spring of 2018 in the context of its bidding zone review.

On 17 November 2016, the European regulatory authority ACER announced that although it would
initiate preparations for separating the German-Austrian electricity price zone, splitting the zone would
depend on the outcome of the bidding zone review currently being conducted by ENTSO-E.

VERBUND will follow E-Control, APG, sector associations (“Osterreichs Energie”), Austrian energy
policymakers and EXAA in taking legal action against the decision, since it is not permissible for ACER
to even make preparations for splitting the joint price zone at the Austrian border.

VERBUND will thus continue to work vigorously at both national and European level towards
maintaining the German-Austrian electricity price zone, as in the past.

New legal framework for the energy sector in Germany

Electricity Market Act

A new electricity market law was enacted by the German parliament based on the green paper and
white paper discussions on the design of the electricity market. The German Electricity Market Act
(Strommarktgesetz) lays the foundation for the future design of the market and is an acknowledgement
of the Energy-Only-Market (EOM) 2.0 proposals. The new legislation emphasises the electricity market,
incorporating a capacity reserve and a grid reserve as well as provisions for permanently closing down
lignite-fired plants. It also gives more responsibility to balancing group managers and specifies the
compensation for redispatch measures. The Electricity Market Act took effect on 30 July 2016.
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“Electricity 2030” discussion paper published by the German Federal Ministry for Economic
Affairs and Energy

In September 2016, the German Federal Ministry for Economic Affairs and Energy (BMWi) opened the
debate on “Electricity 2030” The discussion involves outlining the primary tasks for the coming years
based on twelve long-term trends with a focus on cost-efficient supply of electricity. Three main topics
have emerged in the process: 1) efficiency in line with the “efficiency first” concept; 2) direct use of
renewables and 3) “sector coupling”

All of the issues under discussion essentially come down to two main points: where will investments
need to be made to transition from Electricity Market 2.0 to Energy Market 2.0, and how will the
regulatory framework ensure that the market will provide incentives for those investments to be made?

The effects of the discussion paper on energy policy legislation are expected to be seen in the next
legislative period.

Amendment to the Renewable Energy Sources Act

The 2017 Renewable Energy Sources Act (Erneuerbare-Energien-Gesetz 2017, EEG 2017) ushers in a
near-complete change in the system for subsidising electricity from renewable energy. In future, a
competitive bidding procedure will be carried out for the key plant technologies of wind, solar and
biomass. The bidding process will be designed to manage expansion in accordance with the planning
and to keep costs down. It will also maintain the variety of players in the market by excluding small
plants from participation in the bidding procedure and improve coordination of the development of
renewable energy and grid expansion.

For 2017, the transmission system operators have announced that allocations under the Renewable
Energy Sources Act (EEG) will increase by 8.3% to 6.88 ct/kWh. The German Federal Ministry for
Economic Affairs and Energy (BMWi) noted that following the high reached in 2013, the combined total
figure of the exchange market price and the allocation under the Renewable Energy Sources Act (EEG)
has declined for three years in a row and will presumably decrease again in 2017 despite the increase in
compensation for electricity generated from renewables of approximately 40% (2013-2017). The
additional increase in the allocation under the Renewable Energy Sources Act (EEG) illustrates the

continuing need for reform.

Green paper on energy efficiency

The German Federal Ministry for Economic Affairs and Energy (BMWi) led a consultation process in the
context of preparing a green paper on energy efficiency in 2016. The green paper focuses on five main
topics: “efficiency first’, advancing the development of energy efficiency tools, energy efficiency policy at
EU level, sector coupling and digitalisation. The key issue for the Ministry was formulated as follows:
“How can we reduce the demand for energy, and how can energy be converted and used more
efficiently in the future?”.

Electromobility package

The German government has approved a €1bn range of measures aimed at accelerating development of
the electromobility market. In addition to paying incentives for the purchase of electric cars and plug-in
hybrids, the government has set aside €300m for improvements to the charging infrastructure. The
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package also calls for increasing the percentage of electric vehicles in the government fleet to at least
20%.

New legal framework for the energy sector in Austria

Integrated energy and climate strategy

The consultation process on the “green book for an integrated energy- and climate strategy” conducted
by the Austrian government in 2016 represented the first key step in moving towards 2030 in terms of
energy policy. Specific strategic measures in energy and climate policy are expected in 2017.

“Tariffs 2.0”

In February 2016, Energie-Control Austria (ECA) launched a discussion process with its consultation
paper entitled “Further development of the fee structure for the power grid (‘Tariffs 2.0’)” The
consultation paper is the ECA’s response to current challenges such as increasingly decentralised,
volatile generation, demand response and the roll-out of smart metering. The main point made by the
ECA paper is that greater emphasis should be placed on the capacity component of the charge. The ECA
will publish the final document in the first quarter of 2017.

Amendment to the Stock Exchange Act

The EU’s new market abuse regime necessitated amendments to the Stock Exchange Act (Borsegesetz,
BorseG) in 2016. As was the case with implementation of the 2013 EU transparency guidelines, the
amendments tightened regulations for exchange-traded companies. VERBUND has adapted its internal
regulations on financial market compliance accordingly.

Federal government’s “autumn package”

In 2016, the federal government discussed and prepared a legislative package comprising various
legislative proposals (“autumn package”). The package contains plans to amend the Electricity Act
(Elektrizitatswirtschafts- und -organisationsgesetz, EIWOG), the Natural Gas Act (Gaswirtschaftsgesetz,
GWG), the E-Commerce Act (E-Commerce-Gesetz, ECG) and the Federal Energy Efficiency Act
(Bundes-Energieeffizienzgesetz, EEffG) and to revise the CHP-Points Act (KWK-Punkte-Gesetz, KPG) as
well as a technology compensation law for biogas plant operators. The discussion is still ongoing,
however, given the different points of view of the various key stakeholders regarding subsidies for biogas
plants. Adoption of the package has been postponed until 2017.

Discussion of storage capacity in the future regulatory framework
The increasing proliferation of decentralised generation units and the rising share of volatile renewable
energies as well as new consumers of electricity have altered the electricity markets in that small-scale,
local storage capacity is being used more and more frequently. Detailed discussions are being held on
how to integrate local storage capacities into the existing regulatory framework, particularly in view of
the use of local capacities by grid operators for grid support measures.
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Finance

Factors affecting the result

Wholesale prices for electricity

In 2015, VERBUND entered into contracts in the futures market for most of its own generation for 2016. At
an average of €31.0/MWh for base load and €39.0/MWh for peak load, electricity wholesale prices were
down 11.8% and 12.0%, respectively, on the prior-year levels. Price levels on the electricity futures
market thus largely mirrored the trend in fuel and CO: prices. Excess capacities in the European
electricity market and construction of additional renewable energy plants have exerted additional
pressure on the futures market.

In the spot market, wholesale trading prices for electricity in 2016 were also significantly below the
prior-year level. Prices for base load decreased by an average of 8.2% to €29.0/MWh, and prices for peak
load fell by 9.8% to €35.2/MWh. Apart from declining prices for CO: and primary energy, the lower spot
market prices were attributable to the greater quantities of energy from renewables being fed into the
grid in the joint German/Austrian price zone amidst stagnating demand.

Futures prices €/ MWh Spot market prices €/ M\Wh
Front Year Base Front Year Peak Spot Base Spot Peak
69
56 61
49 50 53 49
44 43 a1
39 35 39 38 39 35
31 33 32 29

12713 714 T 15 16 12 113 14 15 1 16 12 713 714 15 16 12 713 714 T 15 T 16
Futures prices traded in the year before supply. The years stated are the respective years of supply. Average prices. Source: EEX, EPEX Spot

Water supply

Water supply in the rivers is of particular significance to VERBUND since around 93% of its electricity is
produced using hydropower. The water supply is measured by means of a hydro coefficient. The value
of 1.00 stands for the long-term average. In the 2016 reporting period, the hydro coefficient for run-of-
river and pondage power plants was 1.00, which is exactly the same as the long-term average and
7 percentage points above the prior-year level. The hydro coefficients for the individual quarters were as
follows: quarter 1: 1.00; quarter 2: 0.98; quarter 3: 1.05; quarter 4: 0.96.
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At 31,995 GWh, VERBUND’S own generation increased by 756 GWh, or 2.4%, compared with the
previous year. Generation from hydropower rose by 6.1%, or 1,711 GWh, compared with 2015. The
hydro coefficient for the run-of-river power plants was 1.00, which corresponds to the long-term
average and is 7 percentage points above the prior-year figure. Generation from annual storage power
plants fell 5.0% below the prior-year level due to decreased utilisation of reverse operation and despite
the greater water inflows and increased lowering of water levels.

Wind power and photovoltaic installations generated 47 GWh, or 5.4%, less electricity. The decrease was
attributable above all to less windy conditions in Romania and production cutbacks in Germany.

Generation from thermal power plants was reduced by 908 GWh, or 40.2%, in the reporting period.
The Mellach combined cycle gas turbine power plant produced 127 GWh less electricity in 2016 due to
decreased use for congestion management. Generation from VERBUND’s other thermal power plants in
Austria decreased by 781 GWh, primarily due to the closure of the Diirnrohr power plant effective
30 April 2015.

Electricity purchased from third parties for trading and sales increased by 3,202 GWh. Purchases of
electricity from third parties for grid losses and control power, including congestion management,
dropped by 341 GWh.

Group electricity supply GWh
2015 2016 Change
Hydropower! 28,098 29,809 6.1%
Wind 882 835 -5.4%
Thermal power 2,259 1,351 -40.2%
Own generation 31,239 31,995 2.4%
Electricity purchased for trading and sales 19,673 22,875 16.3%
Electricity purchased for grid loss and control power
volumes 4,326 3,986 -7.9%
Electricity supply 55,238 58,855 6.5%

incl. purchase rights

Electricity sales volumes increased by 3,814 GWh in 2016 compared with the previous year. We were
able to increase electricity volumes delivered to consumers by 2,308 GWh thanks to increased activity in
the Austrian and international consumer markets (Austria: +342 GWh; international: +1,966 GWh). The
rise in sales to resellers (+1,589 GWh) was due above all to higher demand in Austria and in France.
Electricity deliveries to trading firms were nearly unchanged (-84 GWh). Own use of electricity
decreased by 462 GWh, primarily due to the significant decrease in the use of reverse operation.
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Group electricity sales volume and own use GWh

2015 2016 Change
Consumers 8,946 11,255 25.8%
Resellers 24,317 25,906 6.5%
Traders 18,112 18,028 -0.5%
Electricity sales volume 51,375 55,189 7.4%
Own use 3,100 2,639 -14.9%
Control power volume 762 1,028 34.9%
Total electricity sales volume and own use 55,238 58,855 6.5%

In 2016, approximately 53% of the electricity sold by VERBUND went to the Austrian market.
International trading and sales activities focused on the German market, which accounted for around
82% of all volumes sold abroad. The German and Austrian markets accounted for most of the growth.

Electricity sales by country GWh

2015 2016 Change
Austria 27,366 29,107 6.4%
Germany 19,628 21,394 9.0%
France 3,641 3,847 5.6%
Romania 473 437 -7.7%
Switzerland 131 236 79.8%
Other 135 169 24.9%

Electricity sales volume 51,375 55,189 7.4%
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Financial performance

Result €m

2015 2016 Change
EBITDA 888.7 1,044.2 17.5%
Adjusted EBITDA 838.8 894.5 6.6%
Operating result 410.6 615.1 49.8%
Group result 207.7 424.4 104.3%
Adjusted Group result 268.9 325.9 21.2%
Earnings per share 0.60 1.22 104.3%
(Proposed) dividend per share in € 0.35 0.29 -17.1%

Income trend

The income trend was positive in financial year 2016. EBITDA increased by 17.5% to €1,044.2m and the
Group result rose to €424.4m, or 104.3% over the previous year’s figure. In both the current and the
previous reporting periods, however, earnings were impacted by non-recurring effects. In 2016, non-
recurring income was generated from the settlement between VERBUND and EconGas GmbH of various
outstanding issues relating to gas deliveries for the Mellach combined cycle gas turbine power plant as
well as from the settlement of all outstanding issues arising from the agreement with Energie
Steiermark AG to supply district heating from the Mellach power plants site. The most significant non-
recurring expense in financial year 2016 was the impairment loss recognised on the Romanian wind
farms. Non-recurring effects in 2015 related in particular to the impairment loss recognised on the
Mellach CCGT and the reversal of provisions due to legal settlements in the Grid segment. After
adjusting for these non-recurring effects, earnings improved despite the sharp market-related drop in
sales prices. Adjusted EBITDA rose by 6.6% to €894.5m and the Group result by 21.2% to €325.9m. This
is attributable in particular to the greater water supply (hydro coefficient in 2016: 1.00; 2015: 0.93), a
substantial earnings improvement in the area of thermal generation due to cost reductions and
congestion management, higher earnings in the Grid segment due to lower expenses for control power,
the Group-wide programme to reduce costs and increase efficiency and a significant reduction in
interest expense.
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Dividend per share €

Dividend

A dividend of €0.29 per share for financial year 2016 will be proposed to the Annual General Meeting on
5 April 2017. The dividend is based on a payout ratio of approximately 30% (for 2016: 30.9%) of the
Group result after adjustment for non-recurring effects. The payout ratio for 2016 will amount to 23.7%
based on the reported Group result. In 2015, a dividend of €0.35 per share was paid out to shareholders;
the payout ratio amounted to 58.5% of the reported Group result.

Revenue €m

2015 2016 Change
Electricity revenue 2,336.4 2,213.9 -5.2%
Grid revenue 439.6 395.0 -10.1%
Other revenue 193.6 187.0 -3.4%
Revenue 2,969.6 2,795.9 -5.9%

Electricity revenue

VERBUND'’s electricity revenue decreased by €122.6m to €2,213.9m in 2016 compared with the previous
year. In terms of quantities, electricity sales volumes rose by 7.4%, or 3,814 GWh. The decline in
electricity revenue is attributable to a decrease in the average sales prices attained due to the decline in
wholesale electricity prices. Average sales prices decreased from €35.0/MWh to €31.0/MWh.

Grid revenue

Grid revenue decreased by €44.6m year-on-year to €395.0m in 2016. The decline is mainly attributable
to the non-recurrence of the income recognised in the prior-year period from reversals of provisions.
In 2015, the provisions recognised to comply with the System Usage Rates Directives
(Systemnutzungstarife-Verordnungen) and the System Charges Order (Systemnutzungsentgelte-
Verordnung) had been reversed to reflect legal settlements. The decline in grid revenue was partially
offset by higher international grid revenue from the auctioning off of cross-border capacities as well as
by higher national grid revenue resulting from increased tariff revenue.

Other revenue and other operating income

Other revenue decreased by €6.6m to €187.0m. Higher revenue from district heating deliveries was
offset by lower revenue from consulting and planning services/other invoiced services as well as lower
revenue from gas deliveries. Other operating income climbed by €108.5m to €179.0m. In the 2016
reporting period, VERBUND and EconGas GmbH settled various outstanding issues related to gas
deliveries for the Mellach combined cycle gas turbine power plant. The resulting income amounted to
€118.0m (further details are presented in the notes to the consolidated financial statements).
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Expenses €m

2015 2016 Change
Expenses for electricity, grid, gas and certificate purchases 1,415.8 1,328.1 -6.2%
Fuel expenses and other usage-dependent expenses 138.7 61.7 -55.5%
Personnel expenses 332.9 313.6 -5.8%
Other operating expenses 264.1 227.2 -14.0%

Expenses for electricity, grid, gas and certificate purchases

Expenses for electricity, grid, gas and certificate purchases decreased by €87.7m to €1,328.1m.
Purchases of electricity from third parties for trading and sales as well as for grid losses and control
power rose by a total of 2,862 GWh. The increase in volume was offset by lower purchase prices,
however. As a result, expenses for electricity purchases decreased (€-146.2m). Expenses for grid
purchases rose by €70.7m, while expenses for gas purchases fell by €14.8m.

Fuel expenses

Fuel and other usage-dependent expenses decreased by €76.9m to €61.7m. The decline was attributable
to the decrease in thermal generation (for details, please refer to the section entitled Electricity supply
and sales volumes) as well as the associated lower expenses for emission rights. Moreover, the
adjustment of the provision for expected losses in connection with a district heating supply
commitment had a distinctly positive impact.

Personnel expenses

Personnel expenses declined by €19.3m to €313.6m. The reduction of €13.3m in expenses for current
employees (excluding pensioners and employees in partial retirement) was largely due to the consistent
implementation of personnel management measures (€+10.7m) in connection with the programme to
reduce costs and increase efficiency. Expenses for termination benefits and pensions decreased by
€6.0m. The reduction was primarily attributable to an update of actuarial reports (+€9.3m).

Other operating expenses

Other operating expenses declined by €36.9m to €227.2m. Lower maintenance expenses and lower
additions to other provisions accounted for most of the decrease. The Group-wide programme to
reduce costs and increase efficiency also had a positive effect.

EBITDA
As a consequence of the above-mentioned factors, EBITDA rose by €155.6m, or 17.5%, to €1,044.2m.
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Impairment losses €m

B

-90.8

118.0

Depreciation and amortisation
Amortisation of intangible assets and depreciation of property, plant and equipment declined by
€20.7m to €339.3m. This reduction was due, among other things, to a decrease in the depreciation base
for property, plant and equipment compared with the previous year, mainly as a result of fixed asset
disposals and impairment losses.

Impairment losses

Impairment losses amounted to €90.8m (2015: €118.0m) and resulted primarily from the losses
recognised on the Romanian wind farms (€57.2m; 2015: €5.3m), the Gossendorf and Kalsdorf run-of-
river power plants (€16.5m) and the Mellach combined cycle gas turbine power plant (€15.5m; 2015:
€112.6m). Further details on impairment testing are presented in the notes to the consolidated financial

statements.
181.1
Financial result €m
2015 2016 Change
— — — Result from interests accounted for using the equity
method 27.3 30.5 11.7%
Other result from equity interests 6.9 6.0 -12.7%
Interest income 31.7 31.1 -1.9%
Interest expenses -184.2 -135.2 -26.6%
Other financial result 1.7 4.3 -
Reversals of impairment losses 13.3 5.0 -62.4%
Financial result -106.8 -58.4 -45.3%

Equity result - domestic €m

27

31

Result from interests accounted for using the equity method
The result from interests accounted for using the equity method rose by €3.2m to €30.5m. The increase
was mainly due to the earnings contributions from KELAG in the amount of €30.9m (2015: €27.3m).

Interest income and expenses

Interest income decreased by €0.6m to €31.1m compared with 2015. Interest expenses declined by
€49.0m to €135.2m. The decline resulted from lower bond interest rates due to the scheduled repayment
of a bond and the positive effects of a partial bond buyback prior to maturity, both of which occurred in
financial year 2015. Another positive effect arose from lower interest rates for credit facilities.
Furthermore, the non-recurring effect (€-23.8m) of the partial buyback of bonds from the 2009 bond
issue caused an increase in expenses in the 2015 reporting period.

Other financial result

Other financial result improved by €6.0m to €4.3m. The improvement was mainly due to the
measurement of an obligation to return an interest (€+25.4m), the measurement of a long position
relating to VERBUND’s share in Gemeinschaftskraftwerk Inn GmbH (€-14.5m), the measurement of
interest rate hedging transactions (€-3.1m) and the higher balance of foreign exchange gains and losses
compared with the previous year (€+5.9m).
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Reversals of impairment losses in the financial result

Reversals of impairment losses amounted to €5.0m (2015: €13.3m) and resulted from the reversal of the
impairment loss on Shkodra Region Beteiligungsholding GmbH. Further details on impairment testing
are presented in the notes to the consolidated financial statements.

Financial result
The financial result consequently improved by €48.4m, from €-106.8m to €-58.4m.

Taxes on income

Income taxes changed from €-53.5m to €-97.2m. Prior-period income tax revenue in the amount of

€37.3m was recognised in the 2016 reporting period as a result of the goodwill amortisation in the tax

accounts of VERBUND’s equity interest in VERBUND Innkraftwerke GmbH (for 2010-2013) and

Innwerk AG (for 2015), including interest thereon. Further details are presented in the notes to the Group result €m

consolidated financial statements.

Group result woa
After deduction of non-controlling interests in the amount of €35.1m, the Group result amounted to
€424.4m. This represents an increase of 104.3% compared with the previous year. Earnings per share
amounted to €1.22 (2015: €0.60) for 347,415,686 shares. The Group result after adjustment for non-

recurring effects was €325.9m, an increase of 21.2% on the prior-year period.
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Financial position

Balance sheet €bn

Assets Liabilities
10.9 (11.1) ) 5.5 (5.4)
Non-current assets Equity
0.6 (0.7) o 49 (5.3)
Current assets Non-current liabilities
-(-) . 1.1 (1.0)
Held for sale Current liabilities
Figures in brackets are previous year's figures.
Consolidated balance sheet (short version) €m
2015 Percent 2016 Percent Change
Non-current assets 11,085.0 94% 10,933.6 95% -1.4%
Current assets 678.0 6% 604.6 5% -10.8%
Non-current assets held for sale 0.0 - 0.0 0% -
Total assets 11,763.0 100% 11,5638.2 100% -1.9%
Equity 5,433.3 46% 5,5629.5 48% 1.8%
Non-current liabilities 5,349.8 45% 4,908.2 43% -8.3%
Current liabilities 979.9 8% 1,100.5 10% 12.3%
Total liabilities 11,763.0 100% 11,638.2 100% -1.9%
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Assets

VERBUND's assets decreased by 1.9% in 2016. For property, plant and equipment, additions of €255.3m
were offset by depreciation of €332.5m. Impairment tests were also conducted on fixed assets, which -
after deducting any directly related contributions to building costs or government grants - led to
impairment losses in the amount of €90.8m relating primarily to the Romanian wind farms, the Mellach
CCGT and the Gossendorf and Kalsdorf run-of-river power plants. The main additions to property,
plant and equipment related to capital expenditure for the ReifSeck II/Carinthia pumped storage power
plant and the Austrian transmission grid. The decline in current assets is primarily attributable to the
decrease in the positive fair value of derivative hedging transactions. By contrast, trade receivables rose
by 14.5%.

Equity and liabilities

Equity increased by 1.8% compared with 31 December 2015. Profit for the period in 2016 was reduced
by dividend distributions and negative measurement effects associated with cash flow hedges in other
comprehensive income, which reduced equity.

The change in current and non-current liabilities is primarily attributable to lower current and non-
current financial liabilities due to the repayment of current cash advances and the unscheduled early
repayment of a credit facility in addition to scheduled repayments. Current liabilities rose as a result of
the increase in the negative fair values of derivative hedging transactions.
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Cash flows

Cash flow statement €m

2015 2016

Cash and cash equivalents 1/1/ 41.7 28.9
Cash flow from operating activities
Cash flow from investing activities ‘ +78.7 -219.2 ‘
Cash flow from financing activities ‘
Cash and cash equivalents 31/12 28.9 28.0
Cash flow statement (short version) €m

2015 2016 Change
Cash flow from operating activities 674.0 804.3 19.3%
Cash flow from investing activities 78.7 -219.2 -
Cash flow from financing activities 765.5 -586.8 -23.3%
Change in cash and cash equivalents -12.8 -1.7 -87.0%
Cash and cash equivalents at the end of the period 28.9 28.0 -3.2%

Cash flow from operating activities

Cash flow from operating activities amounted to €804.3m in the reporting period, an improvement of
€130.3m. The increase was partly due to higher net cash inflows from the Grid segment resulting from
the settlement of congestion management receivables in 2015. In addition, the measures already
implemented from the programme to reduce costs and increase efficiency positively impacted cash flow
from operating activities, as did lower interest and tax payments. Lower net cash inflows from the
electricity business as a result of lower price levels had a counteracting effect.

Cash flow from investing activities

Cash flow from investing activities amounted to €-219.2m in the reporting period (previous
year: €78.7m). Cash flow from investing activities in the 2016 reporting period resulted mainly from cash
outflow from capital expenditure for intangible assets and property, plant and equipment (€-248.1m)
and cash inflow from the disposal of the consolidated equity interest in VERBUND Photovoltaics
Ibérica S.L. (€14.5m). Cash outflow from capital expenditure for intangible assets and property, plant
and equipment decreased by €40.0m year-on-year. However, the significant difference compared with
the previous year was primarily the result of the cash inflow (€+176.4m) from disposals of other equity
interests (sale of Pont-sur-Sambre Power S.A.S. and Toul Power S.A.S.) and consolidated subsidiaries
(Haos Invest EAD) as well as cash inflow from the disposal of current investments (€265.6m) and the
offsetting cash outflow from capital expenditure for investments made in the previous year (€-67.5m).
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Cash flow from financing activities

Cash flow from financing activities amounted to €-586.8m in the reporting period and thus increased by
€178.7m. The main reason for the improvement was lower repayments of financial liabilities (€+777.8m)
in combination with higher payments associated with money market transactions (€-587.0m).

Key performance indicators and financial governance

The key performance indicators used to measure VERBUND’s business activities are net debt/EBITDA
and, accordingly, the improvement in free cash flow and specific costs. VERBUND uses ROCE to measure
value creation.

Net debt/EBITDA, free cash flow and specific costs
VERBUND has made debt reduction a priority and is aiming to reach a ratio of net debt/EBITDA of <3.0.
To achieve this goal, particular focus is being placed on improving free cash flow.

The ratio of net debt to EBITDA was 3.1 at the end of 2016 (2015: 4.1). The significant improvement is
attributable to an increase in EBITDA and a reduction in net debt. The improvement in EBITDA to
€1,044.2m (2015: €888.7m) was due to non-recurring income received in connection with the
settlement of outstanding issues between VERBUND and both EconGas GmbH and Energie
Steiermark AG in combination with the internal programme to reduce costs and increase efficiency as
well as the increase in the water supply and a significant improvement in our thermal operations. Thus
the price decline in the wholesale markets was more than compensated. The reduction in net debt
resulted from a decrease in provisions recognised in connection with EconGas and Energie Steiermark
as well as the reduction in liabilities due to the positive free cash flow.

Free cash flow before dividends amounted to €580.7m at the end of the reporting period
(31 December 2015: €551.4m). The improvement in free cash flow was mainly due to the settlement of a
congestion management receivable in the Grid segment in 2015, the impact of the aforementioned
programme to reduce costs and increase efficiency, reduced interest and tax payments and a lower cash
outflow from capital expenditure for intangible assets and property, plant and equipment.
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ROCE

32

5.7

39

1

5 16

Source: VERBUND

“Specific electricity generation costs of VERBUND” is the KPI used to monitor the long-term costs of
electricity generation. In financial year 2016, specific costs decreased compared with the prior-year
reporting period. Fixed costs also declined based on implementation of the programme to reduce costs
and increase efficiency. The cost of capital likewise decreased, due among other things to the
aforementioned reduction in interest expenses.

ROCE

ROCE is an indicator of the profitability of the Group’s operating assets. At the end of 2016, ROCE
amounted to 5.7% (31 December 2015: 3.9%). The objective is for this figure to exceed 7.0% in the long
term. ROCE is calculated by dividing net operating profit after taxes (NOPAT) by average capital
employed.

NOPAT equates to operating profit before financing costs, including the result from equity interests
net of income tax. At the end of financial year 2016, NOPAT amounted to €500.0m (31 December 2015:
€348.7m). The effects described in relation to EBITDA accounted for most of the increase.

Capital employed corresponds to average total assets, net of those assets that do not contribute to
performance or commercialisation, and less non-interest-bearing debt. Average capital employed
totalled €8,780.9m at the end of 2016 (31 December 2015: €8,958.7m). The Group return exceeded the
weighted average cost of capital (WACC) in 2016 (currently 4.5%).

Gearing
Gearing is determined as follows:

Interest-bearing net debt (short version) €m
2015 2016 Change
Current and non-current financial liabilities 2,645.7 2,226.8 -15.8%
Current and non-current financial liabilities — closed items
on the balance sheet 481.3 489.2 1.6%
Capital attributable to limited partners 2.5 3.7 50.3%
Other interest-bearing debts 1,218.4 1,166.6 -4.2%
Financial assets - closed items on the balance sheet -481.3 —-489.2 1.6%
Interest-bearing gross debt 3,866.5 3,397.1 -12.1%
Cash and cash equivalents -28.7 -27.8 -3.2%
Short-term money market transactions 0.0 0.0 -
Securities and loans 138.3 -142.7 3.2%
Non-current assets held for sale 0.0 0.0 -
Other -14.1 -5.0 -64.6%
Interest-bearing net debt 3,685.4 3,221.7 -12.6%
Equity 5,433.3 5,529.5 1.8%

Gearing 67.8% 58.3% -
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Financing

Financing strategy

In today’s volatile energy market environment in which planning is difficult, VERBUND bases its financing
strategy on three pillars: securing liquidity and ensuring suitable liquidity reserves, securing a solid
credit rating over the long term and optimising the capital structure.

Securing liquidity and ensuring suitable liquidity reserves

For VERBUND, ensuring that liquidity is secure at all times in a difficult market environment has the
highest priority. As at 31 December 2016, VERBUND had a syndicated credit line in the amount of
€500.0m at its disposal that had not been drawn down. The facility runs until 2019 with two extension
options of one year in each case. It was taken out on 15 October 2014 with twelve domestic and
international banks with good credit ratings. VERBUND also had uncommitted lines of credit amounting
to approximately €700.0m at the end of 2016. None of the credit lines had been drawn down as at
31 December 2016.

Power plants are extremely long-term investments in the future.

Securing a solid, long-term credit rating

The better a company’s credit rating, the easier and more inexpensive it is to fully access international
capital markets. A solid credit rating gives VERBUND access to various financing instruments, including
those in the capital market. As at 31 December 2016, VERBUND had a long-term rating of BBB with a
stable outlook from Standard & Poor’s (S&P) and Baa2 with a stable outlook from Moody’s. S&P lowered
its rating from BBB+ to BBB with a negative outlook in May 2016. However, it raised the outlook back to
“stable” in October 2016. In April 2016, Moody’s downgraded its rating to Baa2 with a negative outlook.
This rating was also later upgraded to “stable” (in August 2016). For the long term, VERBUND is aiming for
a solid “A” category rating. VERBUND is therefore focusing its management of the Group on optimising
free cash flow and improving the two key rating-related performance indicators of FFO/net debt and
RCF/net debt.

Financing measures

In 2016, VERBUND was again able to take advantage of its strong internal funding options to finance its
ongoing investment programme and to continue to reduce Group debt. As at 31 December 2016, cash
flow from operating activities amounted to €804.3m and free cash flow before dividends was €580.7m.
No long-term borrowings were taken out in 2016. To reduce interest expenses, VERBUND repaid a
promissory note early in financial year 2016 as part of its liability management activities. This involved
early repayment of a total principal amount of €62.0m from a loan maturing in 2018.

As at 31/12/2016:
S&P: BBB/

stable outlook
Moody's: Baa2/
stable outlook
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Financial liabilities €bn
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Carrying amounts

In 2016, oekom research AG, one of the top independent rating agencies worldwide in the sustainable
investment segment, again verified on a voluntary basis the green bond issued by VERBUND in 2014 in the
amount of €500m (maturing in 2024, coupon of 1.5% p.a.). This is the first green bond issue by a
company in the German-speaking region.

As at 31 December 2016, VERBUND's borrowing portfolio was composed as follows: 63.2% bonds and
36.8% loans.

The following key performance indicators refer to purely external financial liabilities, excluding
former cross-border leasing transactions, financial guarantees and limited partnership interests. The
carrying amount of VERBUND's financial liabilities was €2,226.8m as at 31 December 2016, 100% of which
was denominated in euros. A total of 93.4% of these financial liabilities had a fixed interest rate and 6.6%
had a variable interest rate. As at 31 December 2016, the duration of all liabilities was 3.9 years and the
average term to maturity was 4.1 years. The effective interest rate was 3.7%.

Repayments and repayment structure

In financial year 2016, long-term borrowings amounting to €115.4m were repaid. A total of €62.0m of
the repayment amount was unscheduled. The unscheduled repayment concerned the early repayment
of a promissory note in order to reduce interest expenses. A total of €298.4m is due in 2017 and €189.7m
in 2018.

Repayments €m

727

533

298

242
190

115

38 33 33 ’—‘
[ \ [ \

] [
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Segment report

Renewable generation

Hydropower and wind generation technologies are brought together under the Renewable generation
segment. In keeping with the focus on the Austrian and German markets, the Spanish photovoltaic
installations were sold to a financial investor at the end of 2016. Around 96% of the electricity VERBUND
generated in financial year 2016 therefore came from renewable sources.

VERBUND is already one of the largest producers of hydropower in Europe. Hydropower, the foundation
of our renewable generation portfolio, has many advantages: it is renewable, clean, reliable and flexible
and delivers high-value peak load and base load. Hydropower also represents a cost-effective form of
electricity generation from renewable energy. In the challenging market environment that prevails
today, VERBUND’s strong hydropower base is an absolute competitive advantage. In addition, the
hydropower generation portfolio contains attractive flexible products that VERBUND has designed to
optimally reflect the needs of a modern energy market.

VERBUND rounds off the renewable production portfolio with wind power and makes optimum use of
the potential of wind power with a flexible power plant portfolio.

We are at the beginning of the end
of the fossil energy era.

Business performance
KPls - Renewable generation segment

Unit 2015 2016 Change
Total revenue €m 1,028.6 935.8 -9.0%
EBITDA €m 605.2 542.8 -10.3%
Result from interests accounted
for using the equity method €m 0.9 15 80.7%
Capital employed €m 6,864.2 7,107.6 3.5%

Total revenue of the Renewable generation segment decreased from €1,028.6m to €935.8m, mainly
due to the fall in electricity sales prices. The higher generation from hydropower (hydro coefficient for
2016: 1.00; previous year: 0.93) had an offsetting effect. Lower personnel expenses (€16.0m) and a
decrease in other operating expenses (€35.4m) also partially compensated for the effects of the drop in
electricity prices. Overall, EBITDA of the Renewable generation segment nonetheless fell by €62.4m to
€542.8m.

The result from interests accounted for using the equity method of the Renewable generation
segment was largely made up of the earnings contribution from Shkodra Region Beteiligungs-
holding GmbH, which at €1.5m was marginally higher than the prior-year level (€0.9m).
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Capital employed of the Renewable generation segment rose by €243.4m to €7,107.6m, due in
particular to the commissioning of the Reifieck II pumped storage power plant in October 2016.

Energy supply
Energy generation overview
Electricity generation

Number' Maximum Mean energy 2014 2015 2016
electrical capability in Generation in Generation in Generation in
capacity GWh GWh GWh GWh

in MW!'
Hydropower? 127 8,212 28,984 31,188 28,098 29,809
Wind power 118 418 8114 8824 8354
Total 138 8,630 28,984 31,999 28,980 30,644

! as at 31 December 2016 // ? incl. purchase rights // ® refers to the number of wind farms // * incl. the solar power generated in Spain that was available until the sale of our
Spanish activities in mid-December 2016

At 30,644 GWh, VERBUND's renewable generation in 2016 was 5.7% higher than the previous year’s level.
Generation from hydropower plants rose by 6.1% to 29,809 GWh. At 1.0 in 2016, the hydro coefficient,
the measure of generation for run-of-river and pondage power plants, matched the long-term average
and hence was seven percentage points above the previous year’s figure. Generation from run-of-river,
pondage and daily storage power plants was therefore up 8.3% year-on-year. By contrast, generation
from annual storage power plants fell by 5.0%, primarily as a result of decreased utilisation of reverse
operation and despite the greater water inflows and increased lowering of water levels.

At VERBUND wind power plants and the photovoltaic installations that were available until their sale,
5.4% less electricity was generated in 2016 (835 GWh) than in the previous year even though it was the
first time that the Bruck-Gottlesbrunn wind farm that had been put into operation in financial year 2015
generated electricity for a full year. The lower output was mainly due to less windy conditions in
Romania and operational restrictions in Germany.

The past and planned changes to VERBUND’s power plant portfolio until 2018 are shown in the following
table:

Capacity changes 2015-2018" MW

2015 2016 2017 2018
Hydropower? 7,757 8,212 8,212 8,212
Wind power® 421 418 418 418
Total 8,178 8,630 8,630 8,630
"as at 31/12 of each year // % incl. purchase rights // ° figure for 2015 includes PV installations in Spain (Spanish activities sold in mid-December 2016)

The planned changes in VERBUND’s power plant portfolio until 2018 are based on the current investment
plan. The new construction and efficiency improvement projects being implemented at the present
time are not included here because these will not be completed until after 2018.
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Hydropower

Hydropower - our strong foundation

In 2016, VERBUND electricity from hydropower came from 93 run-of-river power plants and 22 storage
power plants. VERBUND also held purchase rights to twelve run-of-river power plants owned by
Ennskraftwerke AG. As at 31 December 2016, the maximum electrical capacity (maximum capacity for
sustained operations) of electricity generation from hydropower was 8,212 MW. The mean energy
capability - the generation potential in one year with average water supply (standard year) - was
28,984 GWh.

In 2016, the Austrian power plants of VERBUND Hydro Power GmbH (run-of-river and storage power
plants) had a high level of average availability at 93.8%. This represents a significant improvement on
the average availability level of 90.3% for 2011-2015. In 2015, a figure of 93.5% was recorded.

The run-of-river power plants (Inn and Danube) of binational company Grenzkraftwerke GmbH
(Bavaria/Austria) achieved an availability level of just 92.1% in 2016 as a result of renovations
(principally renewing control systems). This figure was below the average for the last five years (93.5%).
In 2015, availability of 93.1% was recorded.

The Bavarian run-of-river power plants of VERBUND Innkraftwerke GmbH had a relatively low
availability level of 90.4% in 2016, also due to the extensive programme for the modernisation of control
systems. The figure for 2016 was thus significantly lower than the average for 2011-2015 (92.5%). In
2015, availability was 90.6%.

New power plant projects
VERBUND was able to continue and complete the following key projects in 2016:

Gries run-of-river power plant

In the autumn of 2015, VERBUND and Salzburg AG took the decision to build a new run-of-river power
plant at the Salzach River. Construction began in summer 2016 on the cost-optimised Gries project,
which is being implemented in partnership with the state and the municipality of Bruck/Gries. Initial
preparatory construction work for connecting the right bank of the Salzach to the road network and for
slope stabilisation around the site road was completed by autumn 2016. Construction on the main
structure officially began on 23 September 2016 with the ground-breaking ceremony.

During the construction, top priority will be given to environmental measures such as structuring,
expansion of the banks and connection of tributaries as well as to ancillary civil works such as erecting
protective fencing for amphibians.

In addition to normal public relations activities and the publicity-related ground-breaking, two
project newsletters were sent around in 2016 and two project consultations were held that generated
keen interest.

Starting in 2019, the Gries power plant on the Salzach River will deliver an annual generation of
42 GWh of clean electricity from hydropower for more than 10,000 households.

Gemeinschaftskraftwerk Inn (GKI)

In the construction work on the cross-border Gemeinschaftskraftwerk Inn (GKI) - in which VERBUND
holds a 10% interest and performs the technical set-up - a number of key milestones were reached in
the reporting period.
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More information is
available at
www.gemeinschafts
kraftwerk-inn.com

The implementation of this project is optimising the run-off conditions (homogenisation of the run-
off of the Pradella-Martina upstream power plant in Switzerland) and improving the environmental
conditions of the Inn River and its banks. Additional compensatory measures and recultivation are
further enhancing the environmental conditions at the river.

During the development and implementation of the project, considerable emphasis has been placed
on extensive incorporation of the population. A large variety of information and communication
measures have been taken for this: citizen information events, consultations in the project area, a mayor
information platform, briefings of the local councils, briefings of specific interest groups (e.g. fishing,
agriculture, tourism, etc.), preparation of comprehensive project brochures, regular mailshots to the
households in the project communities on current issues, briefings of residents on construction site
issues, set-up of a website, establishment of a contact and service centre, construction site open days,
weekly guided tours of the construction site and the accompanying public relations activities.

Projects to expand and increase efficiency

Reifl3eck Il

After six years of construction, the ReifSeck II pumped storage power plant - which is an expansion of
the existing Malta/ReifSeck storage power plant group in Carinthia - was inaugurated on 7 October 2016
in the presence of representatives from politicians and industry.

Adaptations in the penstock were completed in the first half of 2016, followed by the four-month wet
commissioning of the two generator sets in the summer of 2016. A series of test runs was performed for
each individual generator set, in turbine operation and then in pump operation. After the hydraulic
tests had been successfully performed and had delivered the expected results, the plant began trial
operation in mid-October 2016. The Reifieck II pumped storage power plant was approved for
operation on 11 November 2016.

Project communication as part of the public relations activities built on two main pillars, though
media communication covered all aspects of both the supraregional and the specialist public relations
work. In addition, regional and local dialogue with the interest groups focused on the notification and
contact requirements for the project and the construction. Several citizen information events were also
organised in the communities in the vicinity of the site prior to the start of construction; these served
not only to provide information on the project and the sequence of events in the approval process, but
also to establish contact with the project management team at VERBUND and as the basis for further
activities.

When the new power plant is put into operation, the turbine capacity of the Malta/Reifleck power
plant group will increase by 430 MW to 1,459 MW and the pumping capacity by 430 MW to 855 MW.

Kaprun-Hauptstufe

In the Kaprun-Hauptstufe power plant, modernisation on the MS 3 and MS 4 generators was completed
on schedule after four years of renovation work. This increased the power plant output to a total of
260 MW. The plant is now equipped with state-of-the-art technology once more.
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Ybbs-Persenbeug

Austria’s oldest Danube power plant at Ybbs-Persenbeug has been undergoing modernisation since
2012. Once the updating of the generators, main transformers and Kaplan impellers has been
completed in 2022, mean energy capability will be increased by approximately 77 GWh. Advance
notification of construction work or similar matters is published in the form of blog articles, for
instance. One of the dismantled impellers will be officially handed over in quarter 1/2017 for display at
an exhibition marking 700 years of the Ybbs municipality.

Lower Tuxbach

In September 2016, the construction decision was taken to implement the Lower Tuxbach expansion
project. The project was developed based on an analysis of variants performed in view of the fact that
the concession for the oldest power plant in Zillertal valley, Bésdornau, will end in 2019. With
additional turbine capacity of 1.67 MW from the Stillup small-scale power plant and annual mean
energy capability of around 74 GWh, the planned measures will increase the energy efficiency of the
existing power plant portfolio in Zillertal valley from 2019.

Supporting ecological measures such as the construction of nest boxes and environmental
conservation measures such as a limited time window for traffic at the construction site are envisaged
for the implementation phase of the project.

Public relations activities were stepped up on receipt of the approval notice and on the signing of the
second Zillertal agreement, the partnership agreements with the communities and the tourist board as
well as a partnership declaration between VERBUND and Stadtwerke Schwaz. Further project
consultations are planned for 2017.

Toging
The project for upgrading and increasing efficiency at the existing Inn power plant in Téging, Germany,
has been in the official approval process since October 2015. During this phase of the project, the work
of the project team in 2016 focused on preparation and supplementation of the documents to be
submitted for public inspection as well as on performance of exploration work and identification of
potential for cost optimisation. The statements and objections submitted when the project documents
were made available for public inspection were processed and prepared for the public hearing in 2017.

According to the current schedule, the proposed project - the main elements of which are the new
construction of the new power plant and weir, raising the sealing capacity of the Inn channel and flood
protection in the Jettenbach reservoir - is expected to result in a 120 GWh increase in total generation to
a total of 677 GWh in 2023. This project is also accompanied by a variety of ecological measures. These
include standing water bodies used as spawning habitats and fish habitats, grassland development
along the embankments to promote biodiversity, establishment of reptile habitats and structural and
hydromorphological improvements. Based on the agreement with the Free State of Bavaria,
environmental measures in the diversion channel are being developed in parallel to the project in
cooperation with the water management authorities.

In 2016, regular consultations were offered in connection with the project for the Inn power plant in
Toging at which most of the questions concerned the further course of the project. It is expected that
this will receive increased media coverage once the approval negotiations begin in 2017.
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A description of
conservation measures
at VERBUND can be
found at
www.verbund.com >
About VERBUND >
Responsibility >
Environment

Environmental measures: excellent track record in restoration

Implementing the requirements of the European Water Framework Directive is expected to incur total
costs of around €280m by 2027 at VERBUND's run-of-river power plants alone. This is in addition to the
ongoing effects of operation and maintenance. Selected conservation activities are presented on the
VERBUND website.

The single most extensive of these measures is the restoration of the Traisen as part of a LIFE+ project.
The project involved the creation of a new estuary for the Traisen River at the Altenworth power plant
on the Danube on an area spanning some 140 hectares. An oscillating-meandering section of the river
closely linked to the alluvial landscapes - 30 metres wide in the middle- provides a new diverse habitat
on a stretch of around ten kilometres. When the LIFE+ Traisen restoration project was completed, the
local community was invited to attend an open day at the Altenworth power plant on the Danube. The
project was also discussed at an information evening for residents in the Zwentendorf municipality.

Sustainable planning and stakeholder management

VERBUND considers its responsibility to society and the environment in all projects, right from the start.
During all stages of planning and implementation, great importance is placed on executing
construction work with the utmost consideration and ensuring that the effects of future operation are
minimal.

In executing projects, VERBUND also relies heavily on dialogue with citizens. The community is
updated regularly and local council information sessions are held, as are stakeholder meetings with
mayors and tourism associations.

Maintenance of the highest environmental standards during regular operations is ensured by internal
and external auditors who test the sites in periodic audits, monitoring implementation of the measures
from the environmental programmes and compliance with environmental laws and regulations, for
example.

Examination of the flooding on the Danube and the Drau

Four actions under civil law are still pending in Lower Austria in connection with the flooding on the
Danube in 2013, and an external expert has been appointed by the court in one case. As all of the
claimants are represented by the same lawyer, the three other actions have been suspended until the
expert opinion is available and will not be resumed until the final expert opinion has been made
available. A draft of the expert opinion is now available and is currently being discussed (challenged by
the parties in dispute).

As part of the investigations initiated by the public prosecutor’s office into the events surrounding the
flooding of the Drau River in November 2012, an external expert was appointed by the public
prosecutor’s office. Several civil proceedings are also pending in Carinthia as well as Slovenia in this
connection.

The Weir Operating Regulations for the Drau River power plants were amended on the basis of the
findings contained in the final expert opinion from the highest water rights authority. The regulations
now provide for advance lowering of water levels in the event of flood warnings in combination with a
concurrent announcement on the VERBUND website.
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Constructive solution for noise emissions at the Malta-Hauptstufe power plant

VERBUND has operated Austria’s most powerful hydropower plant in Molltal/Carinthia since 1979, the
Malta-Hauptstufe pumped storage power plant. In addition to four turbines, this power plant, which is
used for requirements-based demand stabilisation and grid stabilisation, also has two pumps whose
operation generates a low-frequency sound in certain constellations. The local community increasingly
finds this extremely disturbing.

Although there is general consensus that all official approvals have been obtained for the power
plant’s operation, VERBUND has taken on board and discussed the concerns raised by a citizens’ initiative
set up in 2015 from the outset in the form of constructive dialogue. In close cooperation with the
citizens’ initiative and the two mayors of the neighbouring municipalities, VERBUND commissioned
independent sound measurements in 2016 at the residential properties identified by the citizens’
initiative. The general public was proactively notified of the data and facts in a transparent manner.
Furthermore, VERBUND financed an expert opinion on environment-related medical issues. This was
prepared by an expert in environmental medicine selected by the citizens’ initiative based on the results
of the measurements.

The expert opinion showed that the increasingly stochastic use of the pumps for grid regulation is
perceived as particularly bothersome at night and at weekends and that in the medium term the noise
level must be reduced to avoid potential adverse effects for the residents.

VERBUND began actively developing solutions, incorporating the citizens concerned into the
information process. Constructive dialogue was also held at joint press meetings and at several citizen
information events.

Initial technical measures to reduce noise emissions from the power plant will be tested and
implemented in 2017.

Wind power

The perfect complement to hydropower

With wind power plants in Austria, Germany and Romania, VERBUND has 418 MW of installed capacity
from wind power at its disposal in three countries. VERBUND’s wind power plants are able to supply
climate-friendly electricity to more than 280,000 households.

Based on the target production figures as at 30 June 2016, which needed to be adjusted after the start
of operation, the wind yield target figures for the German wind farms will be around 6% lower than
projected and those for the Romanian wind farms will be around 13% lower. The average availability of
the wind power plants was 96.5% in 2016.

Further expansion
The Hollern II, Petronell-Carnuntum II and Bruck-Géttlesbrunn wind power plants were inaugurated in
2016. No further capital expenditure for the wind segment is planned at the present time.

Projects to increase efficiency

In 2015, VERBUND began to take over the maintenance and troubleshooting for the first wind power
plants at the Bruck/Leitha wind farm that were no longer covered by the policies of subsidisation. In the
future, it will therefore be possible to further optimise energy production through condition-based
maintenance and scheduling targeted preventive maintenance. The software tools required for this

Wind capacities MW
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have been developed with partners. In 2016, VERBUND also took over the maintenance for the wind
power plants at the Hollern and Petronell-Carnuntum wind farms.

Environmental measures

At the Petronell-Carnuntum, Hollern II and Bruck-Goéttlesbrunn wind farms, an expert conducts
ornithological monitoring either annually or biennially during the operational phase in order to
examine the effects on the habitat and the breeding behaviour of various bird species. Noise emission
and noise pollution measurements at the wind power plants after commissioning ensured that the
surrounding area is not adversely impacted.

Green electricity is the future of energy.

Introduction of an environmental management system certified to ISO 14001 and environmental
certification of the Austrian wind farm operation ensure that the highest environmental standards are
maintained over the entire life cycle of the wind power plants.

Stakeholder management

In operating wind farms, VERBUND also relies heavily on dialogue with citizens. The opening ceremony
for VERBUND’s Hollern II, Petronell-Carnuntum II and Bruck-Gottlesbrunn wind farms, which were
connected to the grid in 2014 and 2015, was held on 24 June 2016 with the local community in
attendance. Many of the visitors took the opportunity to tour the wind power plant with its viewing
platform and see the VERBUND wind farms for themselves.
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Sales

The Sales segment combines all of VERBUND’s trading and sales activities. Through its trading in
electricity, gas, guarantees of origin, CO: certificates and transport capacity, VERBUND has a strong
presence in the most important OTC markets and in the exchange markets in Europe. This also
constitutes a decisive competitive advantage for VERBUND’s core business of electricity generation. The
expertise VERBUND has acquired strengthens the Group’s position in the electricity market and enables
us to respond directly to changes in the market. VERBUND is the leading provider of flexible products and
green electricity as well as tailored products and comprehensive services for Austria’s and Germany’s
energy market.

The focus of VERBUND’s electricity trading is on optimising utilisation of its own power plants,
achieving the best possible results from marketing of the Group’s own generation and from optimising
electricity purchasing, as well as securing prices in sales. In addition, VERBUND makes use of the
opportunities for growth resulting from the energy transition and furnishes customers with energy
market expertise in the form of new products and services. Thus, VERBUND assists customers with
marketing of their renewable energy facilities or offers them flexible products, for example, to reduce
their risk exposure arising from balancing energy.

When selling electricity and natural gas to consumers, VERBUND’s main focus is on innovative
products, fair business practices and sustainability principles. The core markets of VERBUND’s sales
activities are Austria and Germany. VERBUND supplies the household/agriculture and commercial
segment (the Group’s standard load profile customers) in Austria and Germany with electricity
generated exclusively from hydropower. Industrial companies and resellers also value VERBUND'S
expertise.

Business performance
KPIs — Sales segment

Unit 2015 2016 Change
Total revenue €m 2,345.2 2,199.1 -6.2%
EBITDA €m 111.7 120.4 7.7%
Result from interests accounted for
using the equity method €m 0.0 0.0 -
Capital employed €m 265.3 203.5 -23.3%

EBITDA of the Sales segment rose by €8.6m to €120.4m, mainly as a result of the €102.1m drop in
electricity revenue being offset by a €111.1m decrease in expenses for electricity and grid purchases. In
addition, revenue from the sale of emission rights was lifted by €1.5m. A €1.8m increase in other
operating expenses had a counteracting effect.

Capital employed of the Sales segment was down €61.8m on the prior-year figure, mainly due to the
decrease in the positive fair values of derivative hedging transactions with a simultaneous increase in
the negative fair values.

81



82

Energy trading and sales

Electricity trading

Economic hub for the Group

Electricity trading is gaining in significance with the progressive integration of European electricity
markets and the expansion of renewable energy. The energy market is changing constantly and is
becoming more dynamic. As a result, both short-term, flexible marketing and optimal management of
power plant capacities are becoming increasingly important.

In electricity trading, VERBUND serves as an asset optimiser, offering a comprehensive range of
customised products and services in the energy market which are being adapted continuously to meet
changing market requirements. The range extends from plant use optimisation and market access to
flexible marketing and hedging offers, as well as forecasting and regulatory services. Innovative
products designed to meet individual customer requirements are of particular importance to VERBUND.

An established player in the European energy market

VERBUND’s customers primarily include European wholesale partners, other energy trading companies,
resellers and municipal utilities. Its customer portfolio also comprises grid and power plant operators
and producers of renewable energy - particularly in the wind, solar power and small-scale hydropower
fields.

VERBUND Trading GmbH is an established player in European energy markets and is considered a
dependable trading partner with considerable expertise in asset marketing and green electricity. All
trading activities take place within the framework of a comprehensive, strict, regularly updated set of
risk rules and regulations.

Optimal marketing of VERBUND's own generation

In view of the dynamic changes in the energy markets, VERBUND further optimised marketing activities
so as to secure and market its own generation as effectively as possible. The diversified sales strategy is
continuously refined and improved. The marketing strategy is focused among other things on the
quantity of VERBUND’s own generation and follows the seasonal fluctuations in the water supply.

The proximity of VERBUND Trading GmbH to the market allows this company to continuously
analyse the trend in the fundamentals and the climate in the energy market. This makes it possible to
identify market signals at an early stage and proactively react to market trends for optimal marketing.
The trend in the energy markets and stock exchanges towards increasingly short-term transactions and
the rising volatility of prices show that this is the right strategy - for example with regard to
implementation of comprehensive intraday trading.

VERBUND Trading GmbH ensures market-driven management and optimisation of the use of all
VERBUND power plants. The precise inflow and weather forecasts required for this are prepared using
models developed within the Group in some cases, with highly qualified staff contributing their
knowledge of the energy market and of meteorology. Optimisation models with appropriate electricity
pricing models round off the system landscape for optimal asset marketing.

VERBUND expertise for direct marketing
VERBUND is pursuing an ambitious growth course in the marketing of new renewable energy sources for
third-party plants. Last year, VERBUND kicked off a marketing campaign with attractive pricing, targeted
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marketing activities and active customer management for the renewable energy customer segment.
This focused in particular on wind power and small-scale hydropower, solar power and biomass.
VERBUND is actively expanding these successful products for marketing of third-party plants in line with
the needs of its customers. Its market share in Austria and Germany was continuously expanded in spite
of strong price pressure and intense competition. In Luxembourg, VERBUND is now the market leader in
wind marketing. In 2017, VERBUND is already marketing more than 1,000 MW of electricity generated
from new renewable energy sources, with plant operators benefiting from VERBUND'’s expertise in the
energy market.

Marketing of green electricity — a classic

VERBUND'’s product portfolio also includes conventional trading in emission rights and guarantees of
origin (green electricity). VERBUND thus takes account of increased awareness of energy production types
and energy sources. This approach is in line with the trend towards renewable energy and sustainable
generation technologies.

In Austria and Germany, VERBUND is one of the leading providers of certified renewable generation
(hydropower from Austria and Germany) and supplies over 100 public utilities and resellers in these
markets with its premium product Hz0. In spite of the rising pressure on prices in the green electricity
segment, the level of sales remained almost stable in 2016.

Dynamic markets require provision of flexible products

In the Germany/Austria joint price zone, VERBUND is the leading provider of flexible products. Highly
flexible storage and pumped storage power plants allow near-term capacity adjustments to be made.
Market-based marketing is performed on the day-ahead and intraday spot markets. In addition, system
services such as primary, secondary and tertiary control are offered when demanded by the
transmission system operator APG to ensure short-term balancing between generation and
consumption. VERBUND also supplies power plant output for grid services such as provision of reactive
power, fault management and black-start capability.

Together with the Mellach combined cycle gas turbine power plant (Mellach CCGT), the pumped
storage power plants are used for congestion management as well. For this, the transmission system
operator APG requires congruent modes of operation by the different power plant operators to prevent
or balance out unfavourable load flows in the European ultra-high voltage grid.

With its virtual power plants VERBUND also enables customers to close gaps in flexibility in their
portfolio and hedge portfolios against fluctuations in electricity prices. Virtual pumped storage is
offered in line with customers’ needs, with defined pump and turbine capacities and different lead
times in product nomination.

Furthermore, in response to the challenges posed by the changes in the energy market, the area of
intraday trading was strengthened in 2015 through the addition of a second team of traders to best
exploit short-term intraday price fluctuations.

Innovative services and products
VERBUND provides partners with first-class, solid energy market expertise in the form of different
products and services. These include stock market access to the intraday, spot and futures markets,
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forecasting services, management of balancing groups, integrated portfolio management, regulatory
services (e.g. REMIT) and entire packages for the traction current segment.

In the energy services segment, VERBUND has developed the Order Management System (OMS) for
web-based communication with large corporate customers. OMS allows VERBUND customers to position
electricity or gas products online and follow their status up until fulfilment in real time.

Recent activities have focused on the development of a comprehensive strategy for further
digitalisation in electricity trading. Here, particular emphasis is placed on customised solutions
mapping the entire life cycle of a supply of electricity from the enquiry to pricing and purchase on the
stock market to reporting and billing online in a highly automated manner.

Electricity sales

Further expansion of customer base

The business and industrial customer segment remained highly competitive in financial year 2016. In
Austria, the new Energy Efficiency Act (EEffG) represented a major challenge for the business
relationship between energy customers and energy suppliers. Through its long-standing good
relationships with customers and active approach to this topic, VERBUND succeeded in strengthening
customer relationships and building on its leading market position in the Austrian industrial customer
segment. With its new services and innovative products, VERBUND has positioned itself in the market as
an experienced and dependable service provider.

The overall satisfaction of VERBUND’s customers across all segments was at a very good level in 2016,
creating an ideal basis for further expansion of the customer base.

VERBUND achieved the silver category in the “Service Champions 2016” study, which measures the
“level of customer service experience” based on the “Service Experience Score” (SES). A total of
193 companies across all industries were evaluated. In an industry comparison of “utilities’, nine
companies were tested. VERBUND again took first place and was thus named “industry winner” This
award confirms the quality of VERBUND’s services. Our goal in the future is to secure these highly
favourable results as well as to achieve further improvements.

Customer numbers increased by 4% in 2016. At the end of the year, around 356,000 customers in the
household/agriculture and commercial segments were already receiving VERBUND electricity generated
exclusively from Austrian hydropower. Market share in the household segment amounted to around 8%
in 2016. In the household/agriculture and commercial segments, 36,000 customers were already
receiving climate-neutral natural gas from VERBUND in 2016.

The advertising campaign conducted in the spring and autumn of 2016 was responsible for this
success. The focus of this campaign was on acquisition of new customers and the sales initiative with
attractive new customer offers.
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The expansion of the commercial <100,000 kWh customer base was further intensified in the spring
and autumn of 2016. The focus of this campaign was on simple and attractive price models as well as on
individual customer engagement and support. In this way, VERBUND was able to further strengthen its
position in the commercial segment.

Certifying the origin of electricity from VERBUND power plants

VERBUND is a pioneer in certifying the origin of electricity. In 1999, VERBUND became the first Austrian
utility to have all the hydroelectricity it generated certified by the TUV SUD inspection authority.
VERBUND thus played a key role in developing the guarantee of origin scheme for electricity in Austria. As
a neutral institution, TUV SUD uses its seal of approval to certify that VERBUND hydropower plants
generate green electricity and feed it into the grid in appropriate quantities and in the quality required
by consumers.

We see ourselves as a partner in energy matters,
providing individualised electricity solutions.

TUV SUD’s guarantee of origin certification refers to specific generation sources. It provides a
guarantee to customers that the electricity comes from renewable sources. A total of 127 hydropower
plants in Austria and Bavaria meet the EE and EE+ criteria. The Generation EE standard is divided into
“general requirements” concerning the organisation to be certified, “special requirements” addressing
generation and recording generation at the individual plants and “optional requirements”. Optional
requirements are defined for electrical work and power guarantees (Generation EE+ module) and for
proof as a new plant (Generation EEnew module).

In 2016, 24,356 GWh of TUV SUD-certified hydroelectricity was available to VERBUND.!

TUV SUD’s generation and origin certification is a guarantee of origin commonly used in many
countries and also recognised by E-Control for electricity labelling. Since 2004, TUV SUD has
additionally certified the VERBUND thermal power plants in Austria with regard to issuing guarantees of
origin.

" Preliminary figure based on fast close data in the 2016 Annual Report, since TUV SUD always performs calculations retrospectively (quarter 2 of the following year). Figure
using TUV SUD net calculations (essentially gross hydropower output less own consumption less easement agreements less supply to plant shareholders less power for
pumping and circulating).
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Energy certification at VERBUND

Certification Type of facility Number Maximum Generation
of facilities electrical available for sale
capacity in MW  in 2016 in GWh
TUV SUD 100% hydropower Hydropower plants 127 24,3562
Thermal power
TUV SUD guarantee of origin plants 2 1,094

2 Preliminary figure based on fast close data in the 2016 Annual Report, since TUV SUD always performs calculations retrospectively (quarter 2 of the following year). Figure
using TUV SUD net calculations (essentially gross hydropower output less own consumption less easement agreements less supply to plant shareholders less power for
pumping and circulating).

Clean electricity “Thank You Hydropower!”:
e H0 electricity from Austrian hydropower plants certified by TUV SUD and
e electricity from German hydropower plants certified by TUV SUD

have been successful in the market for years. VERBUND geared up early for the energy transition by
introducing these products, from which customers - municipal utilities, resellers, industrial,
commercial and household customers - are already benefiting today. VERBUND intends to continue to
expand its leading role as a supplier of green electricity in Austria and Germany in the future.

Electricity labelling in Austria

Electricity labelling for Austria is specified on the consumer’s electricity bill. The electricity VERBUND has
always supplied in the household/agriculture and commercial segments comes exclusively from
hydropower. In 2015, all the electricity supplied to the business and industry segment came from
renewable energy sources (the legislation stipulates that electricity labelling be issued no later than four
months after the end of the calendar year or business year). Of the guarantees of origin used, 83.1%
originate from hydropower plants, 10.1% from wind power plants and 6.8% from solid or liquid biomass,
biogas or other renewable energy sources.

In Austria, the Electricity Act 2010 (Elektrizitdtswirtschafts- und -organisationsgesetz, EIWOG 2010)
and the Electricity Labelling Regulation (Stromkennzeichnungsverordnung) form the legal basis for
electricity labelling. The Austrian electricity labelling model is an evidence-based system via guarantees
of origin (GoO). All electricity volumes delivered to consumers in a calendar year must be assigned
guarantees (“grey electricity ban”). Electricity supplied to pumped storage power plants must also be
labelled.

Electricity labelling in Germany
In Germany, 100% of the electricity that VERBUND supplies to standard load profile customers
(household/agriculture and commercial segments) also comes from hydropower. The origin of the
electricity volumes that VERBUND delivered to business and industrial customers in Germany in 2015 was
broken down as follows: 7.4% renewable energy subsidised in accordance with the Renewable Energy
Sources Act (Erneubare-Energien-Gesetz, EEG), 1.2% other renewable energy sources, 3.5% other fossil
fuels, 11.7% natural gas, 57.1% coal and 19.1% nuclear energy.

In Germany, the following laws form the legal framework governing electricity labelling: Section 42 of
the Energy Industry Act (Energiewirtschaftsgesetz, EnWG) for electricity delivered and Section 78 of the
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Renewable Energy Sources Act (EEG) for the mandatory disclosure of electricity subsidised in
accordance with the EEG.

Climate-neutral natural gas

VERBUND has expanded its portfolio for household customers by adding a combined electricity and
natural gas product. In doing so, VERBUND became one of the first energy service providers in Austria to
offer its household customers climate-neutral natural gas and electricity exclusively from Austrian
hydropower from a single source.

In the case of climate-neutral natural gas products, the emissions resulting from the use of natural gas
are offset by the subsidisation and expansion of renewable energy at the Ashta hydropower plant in
Albania. This has been officially confirmed by TUV Nord, a reputable, independent technical inspection
authority in Germany.

A total of 446 GWh of natural gas was sold in the reporting period. The amount of CO. compensation
for natural gas sales was 81 kt COze.

Year one of the implementation of the Federal Energy Efficiency Act

Under the Energy Efficiency Act (EEffG) an annual cost reduction obligation of 0.6% of prior-year sales
was established for energy suppliers. This resulted in target savings for VERBUND of around 37 GWh for
2016. VERBUND easily exceeded this target with a series of energy efficiency measures submitted to the
monitoring office.

Collaborative ventures were entered into with different partners for the prescribed proportion of
household measures (at least 40% of all measures). In the “1+1 free” campaign, for example, in which
customers who bought one LED bulb received a second one free from VERBUND, each household had the
opportunity to update the lighting in their homes using the latest, most efficient LED bulbs. In a further
campaign, financial assistance was provided to customers who were prepared to exchange a refrigerator
and/or freezer that was at least ten years old for a high-efficiency one.

The remaining measures (maximum 60%) were the responsibility of industrial and commercial
customers. VERBUND's industrial customers implemented a large number of measures to increase energy
efficiency and transferred these to VERBUND.

By procuring measures in all customer segments at low cost, VERBUND managed to keep the costs for
the energy efficiency measures well below the statutory compensation payment of 20 cents/kWh.

The Group’s obligation to perform an energy audit was also successfully implemented by internal
energy auditors.

Customer satisfaction and customer relationships

Focus on high level of customer satisfaction

The customer satisfaction and loyalty measurements performed each year across all customer segments
are an important tool for analysing and assessing our customer-driven activities. The satisfaction of our
customers and their trust in our brand and our Group are crucial for our commercial success.

In 2016, VERBUND was able to maintain its outstanding prior-year figures in the retail customer
segment and even improve on the results for industrial and business customers. The loyalty index, the
most important indicator for our continuous development of sustainable products and services, was
stable at 74 points in 2016 (the index ranges from 0 to 100 points).

Gas sold in GWh
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We at VERBUND realise that satisfied, loyal customers form the foundation of our commercial success
and our competitiveness in the electricity and gas business. This is the reason why VERBUND will
continue to tailor its products and services to the needs of its customers in the future and develop
innovative offerings.

Customer relationships

VERBUND’s summer campaign focused on fans of clean energy. With the core message of “Clean energy
has fans throughout Austria - send fan mail & win’) particularly existing customers throughout Austria
were called on to make themselves visible as part of the community.

Customer support
VERBUND's freephone customer service number (+43(0)0800 210 210) is available to our existing
customers in Austria to answer all of their questions and to advise potential customers on switching
their electricity and natural gas supplier.

The redesigned VERBUND website at www.verbund.com provides an overview of the Group’s product
portfolio and details on facilitating the switch to VERBUND as well as answers to frequently asked
questions.

Energy consulting

In connection with the VERBUND Electricity Relief Fund run by Caritas (a Catholic charity), certified
energy consultants are available free of charge in all federal states of Austria to clients of Caritas. They
provide advice on how and where energy can be saved. More on this topic can be found in the section
entitled Human resources and social responsibility.

Data security

Under the Austrian Data Protection Act 2000 (Datenschutzgesetz 2000, DSG 2000), personal data may
only be processed in accordance with the Regulation on Standard and Model Data Processing 2004
(Standard- und Muster-Verordnung 2004, StMV 2004) on the basis of and in accordance with the
purpose of the SA001 accounting and logistics standard application contained therein. Likewise, more
extensive processing steps (e.g. archiving, storage) are carried out solely on a legal basis (e.g. Section 212
of the Austrian Commercial Code (UGB)).

In 2016, no complaints were made by third parties in relation to the protection of customers’ privacy
that were recognised as being legitimate. The data protection authorities invited VERBUND to comment in
two proceedings which, however, were terminated by the authorities a short time later at the request of
the party concerned.

A request for information on data protection in accordance with Section 26 of the Austrian Data
Protection Act 2000 (DSG 2000) was answered in three cases.
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Late payment
Anyone can encounter difficulties in paying their bills. VERBUND assists by offering payment by
instalments, calculated without adding default interest. Customers who are in payment arrears are
given notice via a three-step reminder system before the energy supply agreement is terminated due to
late payment. The supply continues if the customer meets the payment request from one of the steps.

In 2016, the electricity supply to 1,913 households had to be disconnected. This represents an
increase of 131 disconnections compared with 2015. The gas supply to 372 households was
disconnected in 2016, an increase of 241 disconnections over 2015.
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Grid

Austrian Power Grid AG (APG) is VERBUND's independent grid subsidiary. It operates the supraregional
electricity transmission network in Austria. With its line connections to neighbouring countries, it
creates the means for connecting Austria with the European electricity market. Therein also lies one of
its main tasks. In terms of energy policy, the European Union is pursuing two central objectives: further
strengthening and deepening the EU’s internal market and also fulfilling ambitious international
commitments in the area of climate protection. APG is committed to both of these objectives and makes
its contributions accordingly. With its work in international organisations like the ENTSO-E (European
Network of Transmission System Operators), APG is playing an active part in shaping the future legal
framework and developing and implementing methods for an integrated European electricity market.
By expanding and upgrading its facilities, APG is making a substantial contribution to integrating and
connecting renewable energy sources and hence to the achievement of Austria’s climate change targets.
An important aspect of this is making the system more flexible and developing new system services for
market participants.

Business performance
KPIs — Grid segment

Unit 2015 2016 Change
Total revenue €m 833.2 712.1 -14.5%
EBITDA €m 253.0 248.3 -1.9%
Result from interests accounted for
using the equity method €m 0.0 0.1 -
Capital employed €m 1,097.8 1,239.1 12.9%

EBITDA of the Grid segment fell by €4.7m to €248.3m, due primarily to the reversal of provisions and
impairment losses recognised in the previous year to comply with the System Usage Rates Directives
(Systemnutzungstarife-Verordnungen) and the System Charges Order (Systemnutzungsentgelte-
Verordnung (€-40.4m). Lower costs for grid loss energy purchases and control power expenses had an
offsetting effect.

Capital employed rose to €1,239.1m in the reporting period, mainly as a result of the capital
expenditure for intangible assets and property, plant and equipment, which exceeded depreciation,
amortisation and disposals by €71.1m.
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Technical developments
Power grid data APG

Voltage level Power lines Power lines Substations/
Route length/km System length/km Switching stations

Overhead power lines

380-kV 1,153 2,677

220-kV 1,615 3,212

110-kV 659 1,175

Cable

110-kV 3 6

Total 3,430 6,970 63

Operational developments

APG is responsible for the safe operation of the Austrian transmission grid. In order to fulfil this legal
mandate, APG implemented numerous measures in coordinated grid operations in 2016. To eliminate
congestion, large-scale congestion management measures (redispatch) were required at the power
plants in the past financial year to guarantee grid security in Austria and in the European transmission
grid.

Congestions in APG’s grid were caused by intense north-south, west-east and east-west load flows,
some related to necessary, maintenance-related power line shut-downs. These long-range load flows
mostly occurred in connection with increasingly volatile wind and solar power generation in Germany
and Northern Europe, but were also a consequence of the scarcity of production in France towards the
end of the year now ended. Furthermore, in 2016 power plants in the APG control area were frequently
used for managing grid congestion outside of Austria, mainly in Germany.

For the summer of 2016, APG contractually secured the short-term availability of thermal power
plants for redispatch in return for the payment of costs (2016 grid reserve of 2,400 MW). This grid
reserve was necessary to ensure secure grid operation during the summer months.

The volume of the total redispatch quantities used (grid reserve plus additional power plants)
amounted to 1,727.2 GWh in the reporting period.

Intraday stops and redispatch quantities

2014 2015 2016
Intraday stops (in hours) 1,226 3,150 4,112
Redispatch quantities (in GWh) 261.7 2,266.5 1,727.2

Interruptions to supply
Two interruptions to supply occurred in the APG grid in 2016 which affected consumers for a total of
17.46 minutes. The effects on consumers of a component failure in APG’s transmission grid are
quantified using the “MWh not supplied” indicator. Counting starts from the time supply to consumers
is interrupted if this can be clearly attributed to a preceding fault in the transmission grid.

In 2016, APG transported around 45,031 GWh at grid level 1; 32.31 MW, i.e. 0.00007% of the volume
transported, was not supplied (2015: no interruptions; 2014: no interruptions).
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For further information
on the transmission grid
visit www.apg.at

Electricity transmission and grid loss

In financial year 2016, the transmission volume at grid level 1 (380-kV and 220-kV grid) decreased by
2.5% over the previous year; domestic sales came to 45,031 GWh. Based upon the reported transmission
schedules of the Austrian and international market participants, the APG control area imported
45,022 GWh and exported 35,050 GWh in 2016. On balance, this resulted in an import surplus of
9,972 GWh.

Electricity transmission TWh

Abroad Austria

Feed-in

Sales _

Grid loss (0.6)

Compared with the previous year, grid losses decreased by 0.4%. However, as the transmission
volume decreased by 2.5%, grid loss as a percentage of electricity transmitted increased slightly by
0.03%.

Transmission losses

Unit 2014 2015 2016
Electricity transmitted’ GWh 43,957 46,164 45,031
Grid loss' GWh 602 638 636
Grid loss as a percentage of electricity
transmitted % 1.37 1.38 1.41

" Grid level 1
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Projects and stakeholder management

Rapid renovation of the electricity grid constitutes the most economic means and is a critical success
factor for facilitating the energy transition and achieving an integrated internal energy market in
Europe. APG’s Network Development Plan provides for investments of around €2bn in the next
ten years. These investments will serve to improve a grid infrastructure such that it will provide a secure
source of electricity for Austria for many decades to come.

In 2016, a total of €147.3m was invested in intangible assets and property, plant and equipment. Of
this total, €18.5m was attributable to the “area Kaprun: 380-kV expansion Kaprun - Tauern” project. As
the project progressed, a three-kilometre stretch of the 380-kV power line was completed (project
completion in 2017). Additional major investments for grid expansion went towards the construction of
the third 380-/220-kV transformer in the St. Peter substation (€8.0m) and in Obersielach (€3.9m) (and in
addition in each case also, a replacement of a 220-/110-kV 120 MVA transformer with a 220 MVA
transformer due to age) and the construction of the fourth 380-/110-kV transformer for the integration
of wind power in Bisamberg into the grid (€5.1m). Of the maintenance CAPEX for grid maintenance,
€22.3m was spent on general line renovations, €18.5m on modernisation of secondary technology and
€11.2m on the upgrading of substations. By comparison, €114.0m was invested in intangible assets and
plant, property and equipment in 2015.

APG’s top-priority line construction projects at present include the Salzburg line, the Germany line
and the new construction of the Weinviertel line replacement.

380-kV Salzburg line

When the 380-kV Salzburg line was being planned, great importance was attached to the incorporation
of all of the residents, municipalities and stakeholders impacted by the project. In addition to
establishing personal contact with all landowners and municipalities in thousands of individual
meetings, a total of 13 information fairs were held for the general public in the four districts affected.
Furthermore, the project managers and project communication staff regularly answered enquiries
submitted in writing.

In the 380-kV Salzburg line project, a positive, legally valid assessment also exists for the section of the
project that falls within Upper Austria. For the Salzburg part of the project, a positive approval notice
concerning the environmental impact assessment (EIA) was granted in the first instance by the state
government of Salzburg on 14 December 2015. Due to the complex structure of the project, the EIA
notice was appealed in the first instance. As a result, the project has been pending with the Federal
Administrative Court as administrative court proceedings since February 2016.

Moreover, construction of the 114 kilometre-long 380-kV line connection between the Salzburg and
Tauern substations represents a major step in the highly efficient connection of load centres with the
major power plant sites in Austria and the integration of renewable energy sources (such as wind
power) into the grid. The Salzburg line will significantly improve the electricity supply in the federal
states of Salzburg and Upper Austria through new transfer points to the 110-kV distribution grids. What
is more, it is also a fundamental prerequisite for a comprehensive revision and restructuring of the
electricity grid infrastructure in Salzburg. In the course of the project, 193 kilometres of overhead power
lines will be dismantled at the 220-kV and 110-kV voltage levels. Among other things, this concerns the
220-kV line between the Tauern and Salzburg substations and between Tauern and the
Reitdorf/Wagrain area.
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Additional information
on the topic of
conservation is available
at www.apg.at

380-kV Germany line

Construction of the planned 380-kV Germany line between St. Peter am Hart and the national border
(TenneT TSO GmbH) is an important component of energy transition implementation on account of
the efficient connection of wind power in Germany to the pumped storage power plants in the Alps. In
its approval notice from December 2015, the responsible EIA authority in Upper Austria confirmed the
environmental compatibility of the Germany line. Based on early, transparent notification of all of the
parties involved (land owners, municipal representatives and the community), APG was granted a
positive, legally effective first-instance approval notice concerning the environmental impact
assessment.

Construction of the new 2.6 kilometre-long line in the infrastructure corridor, an area which for years
has already been secured by the St. Peter am Hart municipality, will permit the removal of two existing
220-kV lines between the St. Peter am Hart substation and the national border. Doing so will ease the
burden on the residential area of this municipality.

New construction of the APG Weinviertel line replacement

In the 2016 reporting period, an important milestone was reached in the third central project, the new
construction of the APG Weinviertel line replacement. To secure the power supply to the north-eastern
Weinviertel region and the grid integration of wind power over the long term, the 220-kV line originally
built in the 1950s from the Bisamberg substation in the direction of the areas with strong wind
conditions in the northern Weinviertel region to the new Zaya substation is to be replaced by a highly
efficient 380-kV connection on an optimised route. The old 220-kV line, which was in need of
renovation, will then be dismantled, easing the burden on the residential areas and important nature
reserves.

Direct dialogue with landowners and information evenings in the municipalities affected generated a
large number of suggestions for improvement. Wherever possible, the proposals were incorporated into
the planning, taking the existing infrastructure in the project area into account (OMV exploration area,
wind farms, etc.). The new construction of the APG Weinviertel line replacement will therefore produce
a significant improvement for both people and nature in the region. Before the project was submitted
for an environmental impact assessment, it was presented to the community in the summer of 2016 at
citizen consultation days held in all of the municipalities concerned.

On 6 September 2016, after just under a year and a half of planning, the documents for the
environmental impact declaration were submitted to the state government of Lower Austria for
approval under the EIA Act (UVP-Gesetz).

Market - international activities

To be able to derive maximum benefit from a European electricity market, a company must be
integrated into this in the best way possible. European directives and network codes require market
development and system integration to be improved further. The topics relating to this comprise cross-
border area collaborations for procurement and activation of balancing reserves, introduction of market
coupling processes (optimisation of international electricity trading in cooperation with power
exchanges), optimisations in intraday trading and increased, improved transparency.
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Optimising balancing services procurement and opening up the balancing services market
For a number of years, APG has been working on opening up the balancing services markets
internationally and is a pioneer in Europe in this regard. Thus APG is already preparing as best it can for
the specifications from the Guideline on Electricity Balancing, the aim of which is to achieve gradual
harmonisation of the European balancing services markets.

Since the beginning of 2015, total costs for the procurement of balancing services and their activation
were therefore reduced significantly for the second year in a row. In 2014, total costs had amounted to
€203m, before being trimmed to €146m in 2015. In 2016, APG purchased balancing services with a value
of around €90m. These substantial savings were achieved by implementing a wide range of initiatives
and optimisation measures.

Primary balancing services market

The cooperation that had existed since 2013 was expanded during 2016. As at the reporting date of
31 December 2016, nine transmission system operators (TSOs) from six states were already
participating in this shared market that APG had been instrumental in setting up. This cooperation
among TSOs does not only lead to significant stabilisation of prices, but will also provide access to a
much larger market area for Austrian market participants. Market participants are seizing this
opportunity and mostly provide substantial amounts of frequency containment reserves for the
international market. In 2016, Austrian market participants provided on average approximately 29 MW
of frequency containment reserves to the international market.

Secondary balancing services market

Efforts to open up the balancing services market in 2016 focused on the secondary balancing reserve
collaboration between APG and the German TSOs. A cross-border collaboration with a unique form in
Europe to date was put into operation in July 2016. As part of this cooperation, locally procured energy
bids are compiled in a common merit order list (CMOL). This CMOL is used to determine the cheapest
activation of secondary balancing energy in each case. Procurement and provision of the requirements
as well as activation remain the responsibility of the local TSOs. Only the determination of the
requirements to be activated at the lowest cost is centralised. The CMOL showed higher liquidity with
corresponding repercussions for prices, but also increased sales potential for participants in the
Austrian market. The collaboration is met with keen interest at international level and is demonstrating
for the first time a concept for implementing the requirements from the impending European Guideline
on Electricity Balancing.

Integration into the highly liquid CWE market
The harmonised market coupling processes optimise the allocation of the available cross-border
transport capacities to the different regions. A further development of this is load flow-based market
coupling, which takes better account of the physical effects of electricity trading. This form of market
coupling was successfully initiated in the Central West Europe (CWE) region in May 2015.

Since 2013, APG has been working on coupling Austria to the highly liquid CWE region at the earliest
possible opportunity. A multi-level approach has been taken for this. The final step of the integration
was successfully completed on 7 November 2016. This means that APG is a full member of the CWE
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region and is integrated into all flow-based CWE processes; it also ensures that Austria derives the
greatest possible benefit from this.

Green energy clearing and settlement/wind marketing

In April 2015, APG started to market volumes arising from the deviations from the forecast of green
energy on the EPEX Spot Intraday market. Based on current forecasts of wind power feed-in
(continuously for the intraday markets), the projected balancing energy volume is determined in a
comparison with the forecast from the previous day. The next step is to market these volumes in the best
possible manner on the EPEX Spot Intraday market. Since quarter 2/2016, this marketing has been
conducted around the clock, i.e. in a 24/7 process, which reduces misbalancing in the green energy
balancing group - but also in the entire control area. As the prices on the exchange are lower on average,
this generates cost savings for the 0eMAG balancing group and improves the control quality for APG.
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All other segments

“All other segments” is a combined heading under which the Energy services, Thermal generation,
Services and Equity interests segments are brought together because they are below the quantitative
thresholds. VERBUND's new services for the electricity market of the future are reported under the Energy
services segment. Electricity and heat generation from coal and gas are reported under the Thermal
generation segment. The primarily intra-Group business activities of VERBUND Services GmbH are
reported under the Services segment. Interests accounted for using the equity method which have not
been allocated to any other segment are reported under the Equity interests segment. As at the
reporting date of 31 December 2016, this only comprises the equity interest in KELAG-Kérntner
Elektrizitéats-Aktiengesellschaft.

Business performance
KPIs - All other segments

Unit 2015 2016 Change
Total revenue €m 216.3 197.0 -8.9%
EBITDA €m -19.2 165.2 -
Result from interests accounted for
using the equity method €m 26.4 28.9 9.4%
Capital employed €m 249.3 355.8 42.7%

EBITDA of the other segments rose by €184.5m to €165.2m, mainly as a result of the higher EBITDA
of the Thermal generation segment (+€186.9m). In the 2016 reporting period, this was largely due
to the settlement of outstanding issues between VERBUND and EconGas GmbH as well as Energie
Steiermark AG.

The other segments’ result from interests accounted for using the equity method increased by €2.5m
to €28.9m, principally as a consequence of the €3.7m higher profit generated by KELAG-Kérntner
Elektrizitéats-Aktiengesellschaft.

Compared with the previous year, capital employed rose by €106.5m to €355.8m. This increase was
primary attributable to the settlement of outstanding issues between VERBUND and EconGas GmbH as
well as Energie Steiermark AG, which led to minor non-interest-bearing debts that were deducted.

Actively shaping the energy transition with innovative energy services

Smart services for smart customers

The requirements of the market are changing rapidly, and with them the energy world. By providing
innovative energy services, VERBUND Solutions GmbH is taking an active part in shaping the energy
transition.

Founded in mid-2014, VERBUND Solutions GmbH develops products tailored to retail, commercial
and industrial customers based on its expertise in the energy market and in continuous dialogue with
customers. The range of services extends from convenience services across decentralised plants for
generating and storing energy to energy optimisation.
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Energy services:
www.verbund.com >
Business customers

Generating and storing solar power

VERBUND subsidiary SOLAVOLTA, a leading full-service provider for own-use photovoltaic installations,
recorded double-digit percentage growth in installed capacity in 2016. The combination of a
photovoltaic installation with a storage system and an e-car connection makes it possible to use self-
generated energy in an efficient and cost-effective manner. In 2016, more than 15% of photovoltaic
installations were installed in combination with storage solutions.

Smart home, sweet home, Eco-Home

The VERBUND-Eco-Home smart home solution is specialised in energy applications. Increasing the
degree of on-site use of the solar power generated from photovoltaic installations, measuring total
electricity consumption or energy-optimised management of devices and equipment works at the touch
of a button and can also be pre-programmed. Devices can be easily controlled, either remotely or
automatically, inefficient appliances identified and thus energy and money saved with no need for
additional wiring. This turns customers into active partners in the energy system. With the smart
thermostat, existing heating systems can also retrospectively be brought up to an energy efficiency class
rating of up to A+++. This saves energy and reduces heating costs by around one-third.

Under the direction of VERBUND Solutions, the “Energy IoT (Internet of Things) Alliance” was
founded with Austrian and foreign energy utilities in the autumn of 2016. Its objectives are further joint
development of the solution and leveraging of economies of scale, for example in component
procurement.

E-mobility in Central Europe on track

VERBUND is energising the greening of the transportation sector. SMATRICS, VERBUND'’s electromobility
subsidiary, operates Austria’s only nationwide high-performance charging network. Over 380 charging
stations are already available, including around 200 high-speed charging stations with capacities of
43 kilowatts (kW) of alternating current (AC) or 50 kW of direct current (DC). The stations are located at
distances of approximately 60 kilometres apart on the motorways, but closer together in metropolitan
regions. Users benefit from full charges in a maximum of 20 minutes with electricity generated
exclusively from hydropower. Further expansion of the charging network with connections to
neighbouring countries is being systematically advanced at national level. To measure customer
satisfaction and obtain certification, a customer survey was developed externally and conducted.
Electromobility is helping to substantially increase energy efficiency and achieve climate change
targets.

Energy services for industrial customers

Demand response - the key to the energy system of the future

The development of renewable energy is generating tremendous volatility in the electricity grids.
VERBUND'’s solution to this is called the Power-Pool; here, industrial companies market their flexible
energy products. By offering special products and services for industry and green electricity suppliers,
VERBUND is making it possible for private companies to participate in the control power market as well.
At the same time, the innovative business model supports the stability of the electricity grid and security
of supply. At the end of May 2016, the VERBUND-Power-Pool also satisfied the prequalification
requirements for participation in the secondary control energy market.



ANNUAL FINANCIAL REPORT Group

Energy efficiency and the environment factor as catalysts

Issues such as energy efficiency and renewable energy have evolved into a key planning factor for
industrial and commercial companies. The most recent contracting project is one such example: in the
wastewater treatment organisation “Reinhaltungsverband Region Neusiedler See-Westufer’, the
agitators in the aeration tanks were replaced with more efficient devices and a micro-bubble aeration
system was installed. This will lead to massive energy savings, guaranteeing a substantial reduction in
energy consumption and elimination of the costs for annual inspections of the tanks. Thus VERBUND is
making a large contribution to increasing energy efficiency and to protecting the environment in the
highly sensitive UNESCO world heritage region on Lake Neusiedl’s western shore.

Forward-looking collaborations
In 2016, VERBUND began two forward-looking collaborations with the top Austrian companies
voestalpine and OMV.

Based on the existing business relationships, the collaboration with voestalpine entails supply with
VERBUND electricity for an initial period of six years. In addition, projects for renewable electricity
generation will be evaluated, and the partnership will be intensified in the area of demand response.
The fourth focus of the partnership concerns collaborative research in the promising field of hydrogen.
Together with Siemens and other partners, voestalpine and VERBUND successfully participated in the
Horizon 2020 funding programme for construction of a hydrogen plant.

OMYV and VERBUND are also looking into long-term partnerships at operational level in connection
with the future of energy. In addition to the supply of electricity, the collaboration will focus on
innovative energy services such as concepts for making electricity generation and electricity demand
more flexible, as well as joint activities in relation to hydrogen.

Green electricity solutions for Germany

AQUANTO, a 50% joint venture of VERBUND and EnBW, sells green electricity solutions for B2B
customers in Germany. The range of services offered includes analysis, implementation and customer
service for the key issues of energy strategy, energy procurement, energy monitoring and energy
optimisation using intelligent web platforms. These energy services are also offered as white-label
solutions for municipal enterprises.

Thermal generation

VERBUND has been faced with very challenging conditions in the markets and its industry for a number of
years. This is why VERBUND initiated the rapid restructuring of its thermal power plant portfolio early on,
selling and closing thermal power plants. VERBUND currently operates two thermal power plants at the
Mellach site.
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Energy supply
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Electricity generation

Number’ Maximum 2014 2015 2016

electrical capacity Generation Generation in Generation

in MW!' in GWh GWh in GWh

Mellach CCGT (natural gas) 1 848 105 768 641
Mellach district heating

power plant (hard coal) 1 246 836 825 710

Other - - 1,090 666 -

Total 2 1,094 2,031 2,259 1,351

! as at 31 December 2016

Generation from thermal power declined by 40.2% to 1,351 GWh in 2016. This decrease of 666 GWh
compared with the previous year was mainly due to the decommissioning of the Diirnrohr hard coal
power plant as at 30 April 2015. The Mellach combined cycle gas turbine power plant produced just
under 17% less electricity in 2016 as usage for congestion management was lower year-on-year, and the
Mellach coal-fired power plant produced around 14% less. At 910 GWh, generation of district heating
was 7.1% lower in 2016 than in the year before.

Capacity changes

The maximum electrical capacity of the thermal power plants VERBUND was operating as at
31 December 2016 - the Mellach combined cycle gas turbine power plant and the Mellach hard coal
power plant - totalled 1,094 MW. All utilisation options - sale, possible use as grid support or grid
stabilisation, continued operation - for the Mellach site are being examined.

Restructuring the thermal segment

The restructuring of the thermal segment, a path embarked on in 2014, continued in 2016. After the
Diirnrohr hard coal power plant had been closed on 30 April 2015 and the decommissioning reported to
the authorities, the permanent decommissioning of the Korneuburg power plant was also reported to
the authorities on 30 June 2016.

Work on the decommissioning of Diirnrohr and on preparing the dismantling of sections of the
Neudorf-Werndorf power plant is ongoing. Utilisation of the land still owned at the Pernegg and
St. Andra sites is likewise continuing. One plot in Korneuburg spanning around 94,000 square metres
has been sold to an investor. However, the contract of sale contains a number of conditions precedent,
including a change in land use.

Currently, VERBUND operates just two thermal power plants at the Mellach site with maximum
electrical capacity as at 31 December 2016 amounting to a total of 1,094 MW.

Now that the outstanding issues in connection with the district heating supply commitment between
VERBUND and Energie Steiermark have been settled, VERBUND will build a boiler plant at the Mellach site
that will serve to fulfil the district heating supply agreement. This would enable the Mellach hard coal
power plant to be closed even before 2020.
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Socially responsible solutions for VERBUND employees and residents were found for all plant sites
currently in the process of being decommissioned or that have already been shut down.

Proceedings relating to the restructuring of the thermal segment

With the closure of the Diirnrohr power plant, VERBUND terminated the management provisions from the
construction, operation and management agreement for the Diirnrohr power plant entered into with
EVN in 1980. The termination took effect on 30 June 2015. After plant operations were discontinued,
EVN brought an action against VERBUND Thermal Power GmbH & Co KG in Liqu. aimed at
establishing that the termination was invalid and the management agreement will remain in force
unchanged. In the action, which was brought after the decommissioning of the Diirnrohr power plant
had been reported to the offices of the state government of Lower Austria, EVN contests VERBUND's right
to decommission the plant unilaterally.

Upon receipt of the ruling of the arbitral tribunal that VERBUND is under no obligation to maintain an
outage reserve to comply with the district heating agreement entered into with Energie Steiermark
Wirme GmbH, the temporary injunction was also cancelled. Energie Steiermark therefore has the
responsibility to secure the district heating supply to the city of Graz. VERBUND brought an action for
arbitration against Energie Steiermark Warme GmbH on 18 December 2015 for the purpose of enforcing
claims under the law of unjust enrichment due to the outage reserve having been unjustly held
pursuant to the temporary injunction. On 28 September 2016, the arbitral tribunal established its
jurisdiction, which had been contested by the defendant. Energie Steiermark Warme GmbH filed an
application for a declaratory judgement with the Austrian Cartel Court against VERBUND alleging abuse
of market dominance in relation to district heat generation at the Mellach site, while VERBUND filed an
application seeking redress for competition law infringements by Energie Steiermark Warme GmbH in
relation to the supply of district heating in the metropolitan area of Graz. VERBUND and Energie
Steiermark settled all outstanding issues in connection with the district heating supply agreement in
December 2016. The former litigants have since withdrawn all applications to the arbitral tribunal and
the Cartel Court.

Since 2013, there have been proceedings pending with the Austrian Cartel Court in connection with
the natural gas supply agreement between VERBUND and EconGas GmbH seeking redress for
competition law infringements, as well as arbitration proceedings resulting from an action brought by
EconGas for payment and establishment of the validity of the agreement and a counterclaim brought by
VERBUND. The outstanding issues arising from the natural gas supply agreement were finally settled by
VERBUND and OMYV in August 2016. At the beginning of September, VERBUND withdrew the application it
had filed with the Cartel Court and the counterclaim, and EconGas withdrew its action for arbitration.

Availability of existing thermal power plants

The average time availability of the thermal power plants (Mellach district heating power plant, Mellach
combined cycle gas turbine power plant) was 86.5% in 2016. Due to the major overhaul of the Mellach
district heating power plant, this was down marginally on the prior-year figure (2015: 90.1%). The level
of reliability averaged 98.4% (2015: 99.1%).
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Projects to increase efficiency and other project topics

Generator 20 of the Mellach combined cycle gas turbine power plant?was expanded to include a
pressure reducing station in 2015. The goal is to capture the maximum district heating capacity of
230 MW with minimal use of combustible fuels. In this way, the steam turbine is bypassed. In this
particular mode of operation, the plant’s fuel utilisation factor increases to almost 91%. The causes of
the pipe vibrations determined during commissioning upwards of a district heating capacity of around
210 MW are currently being investigated.

In 2014, a large-scale test of an innovative process to regenerate denitrification catalysts was
conducted at the Mellach district heating power plant (coal-fired block) in its installed state. In a
subsequent research project conducted in 2015, optimisation of the added active compound vanadium
in connection with the catalyst activity was systematically analysed on a test bench. In 2016, large-scale
implementation and metrological verification took place during the review period with positive results -
especially as regards increasing the activity of the catalysts based on the vanadium concentration used.
The water rights permit effective until 22 December 2027 was reissued for the cooling water and water
discharge from the waste water treatment plant (coal-fired block). In 2016, the residue quantities of fly
ash and coarse ash accumulated were classified as by-products within the meaning of the Austrian
Waste Management Act (Abfallwirtschaftsgesetz, AWG) and, like gypsum from the flue gas
desulphurisation system since 2013, are no longer considered waste. An environmental inspection
prioritising “Maintaining the state of the art” and “Delimitation of installations in accordance with the
Industrial Emissions Directive” was performed on 5 December 2016.

Extensive data was collected and evidence preserved from the decommissioned sites in connection
with the dismantling of tanks (Korneuburg site), enquiries from parties interested in the property
(St. Andri site) and after-care (Diirnrohr site).

Effects of future changes in the legal environment such as a redefinition of the performance criteria
for state-of-the-art technology as a result of the revision of the Large Combustion Plant Directive must
be carefully monitored and are set to enter into force in the first half of 2017 with a four-year adjustment
period.

Comprehensive and detailed yearly reports, including environmentally relevant reports, are required
to be submitted via the national electronic Internet portal (EDM = electronic data management) to an
increasing extent. These include emission declarations and reports on water discharge and waste data
as well as on the annual loads of fossil and biogenic carbon dioxide. Clear delimitations of installations
and definitions are required for this.

Since the end of 2016, all waste disposals for all thermal power plant sites must be recorded centrally
in the Group-wide waste database.

Modification of the environment management system in line with ISO 14001:2015 and in accordance
with the EMAS Directive, which has also been revised, was begun.

2 Mellach combined cycle gas turbine power plant: The plant comprises two power plant generators situated side by side and fundamentally identical in construction
Generator 10 is cooled by fresh water while generator 20 has a closed circuit cooling system with cooling towers.
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Emission rights for thermal power plants

VERBUND’s thermal power plants resulted in emissions of 1,001 kt CO2 in 2016. The majority of the
emissions rights needed were acquired through auctions or in the market. Free emission rights
allocations amounted to just 88 kt CO: in 2016, as only a small portion of the free allocations went to
combined heat and power generation plants in the third phase of European emissions trading.

KPlIs - CO2 emissions rights’

Unit 2014 2015 2016
Total CO2 emissions kt CO2 1,709 1,715 1,001
of which free allocations kt CO. 116 101 88

" For thermal power plants of VERBUND Thermal Power GmbH & Co KG in Liqu., preliminary figures before audit

Services

VERBUND Services GmbH continued to optimise its business processes in 2016. When the new
VERBUND website was launched, the digital customer platform (with e-commerce tools) was put into
operation at the same time. Other commercial and administrative Group processes were optimised and
automated in 2016. The bandwidths available on the VERBUND corporate network will be markedly
increased up until the end of 2017 so that future technical requirements can be met. Significant cost
advantages were achieved in several longer-term tendering processes (for multifunctional devices,
cleaning services, catering, etc.). As part of the project to increase efficiency, VERBUND Services made
further suggestions for reducing personnel expenses and material costs, some of which took effect as
early as financial year 2016 and are incorporated into the medium-term planning of the services.

Equity interests

KELAG - Karntner Elektrizitats-Aktiengesellschaft

The contribution from KELAG to the result from interests accounted for using the equity method
increased slightly to €30.9m in 2016 compared with the prior-year figure (2015: €27.3m). The dividend
attributable to VERBUND for 2016 was €14.1m. As at 31 December 2016, VERBUND held a 35.17% equity
interest in KELAG.

Environmental

Additional information
on CO2 emissions can be
found in the

performance section

Equity result - KELAG €m
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Resource-intensive
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designed for the long
term in a state of flux

Opportunity and risk management

Since financial year 2000, risk and opportunity management has been a separate component of
VERBUND'S comprehensive management system. The structures, processes and products that have
emerged in this context are referred to collectively as Enterprise Risk Management. Our goal is to make
continuous improvements to the manner in which the risk-return approach is implemented in practice
in the Group. We currently apply the risk-return approach to strategic decision-making, project
management and the management of current operations.

VERBUND continuously adapts its risk management system to changes in internal and external
requirements. Each year, VERBUND’s auditor reviews and confirms the effectiveness of the ERM system
based on the recommendations contained in the ISO 31000:2009 reference model.

The business activities of VERBUND are focused on the long term and tie up significant financial
resources. They require the availability and use of technically complex systems and operating
procedures. They are also a topic of socio-political discussion. VERBUND plants meet the highest
environmental standards. Their construction is preceded by lengthy approval processes. Early inclusion
of interest groups, compliance with all regulatory conditions and effective project management can
ensure the success of VERBUND's projects. The operation and maintenance of these assets, which are
used over many years, require highly qualified employees.

A crucial success factor for capital-intensive companies is secure access to the capital market. Rating
agencies also consider the majority owner of VERBUND, the Republic of Austria, as well as low-cost,
environmentally friendly hydropower generation and the regulated grid to be significant, stabilising
elements.

VERBUND is taking advantage of the opportunities
afforded by the energy transition.

The transformation of the European energy system is increasing the severity of the external risk factors
arising from politics, the economy, the energy market and the larger society, i.e. risk factors that cannot
be influenced directly. The loss of planning security forces electric utilities to change their business
models, delays or prevents investment decisions from being made and gives rise to significant value
adjustments (i.e. erratic changes in the assets and liabilities on the balance sheet). The economic crisis
and misguided regulation have overridden market pricing rules (variable production cost-based use).
This also applies to the distinction between base and peak load. By expanding the business model to
include energy-related services, VERBUND is entering into new areas of risk, though new opportunities
are likewise opening up for the Group. These are also subject to consumer protection requirements
relating to information technology.
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As the leading renewable energy producer, VERBUND is heavily dependent on the weather (rain and
wind), which cannot be influenced. The VERBUND storage power plants as well as some ultra-high
voltage lines are located in high Alpine regions. Over the long term, climate change can affect both the
seasonal and the annual water/wind supply. In addition, geological conditions, for example permafrost,
can change. Natural events such as floods, storms or avalanches can cause an unscheduled outage of
electricity generation or transmission facilities as well as consequential damage. Output from run-of-
river plants can be controlled only to a very minor extent (hydropeaking). At the same time, storage
power plants are operated with daily, monthly or yearly retention periods. Profitability of VERBUND’s
pumped storage is based upon the flexibility of the overall system which has been built up over decades.
Additional operating hours to cover short-term electricity requirements due to volatile wind and solar
power generation also provide revenue opportunities. In other words, energy amounts must be
additionally generated or “stored” in pumped storage and the grids stabilised with flexible power plant
output (congestion management). These flexible earnings contributions depend largely upon the
frequency and absolute extent of short-term price fluctuations in the electricity markets; however, they
do not come anywhere close to compensating for the decline in wholesale electricity prices.

Information and communication systems form the backbone of VERBUND’s business activities. VERBUND
is addressing the growing risks from cyber space by implementing preventive information security
strategies, processes and internal guidelines. In addition to providing the necessary resources internally,
VERBUND actively participates in national and international bodies (e.g. energy-CERT). VERBUND also
places high priority on the security of its control systems. For security reasons, these are operated
largely independently from administrative networks. VERBUND's administrative buildings and
decentralised plants are protected by structural measures and electronic monitoring systems.

VERBUND minimises defaults in performance or payment by its business partners (counterparty risk)
through effective financial management. Adhering to the dual control principle, counterparty limits
(awarding, monitoring) are managed centrally and implemented during the course of the business
process. Stable cash flows from the operating business ensure that debt can be serviced. In addition,
VERBUND possesses sufficient credit lines for accessing cash and cash equivalents at short notice.

To facilitate the conduct of its business, VERBUND has entered into long-term agreements with
employees, customers, suppliers and co-owners and co-users of individual power plants. Changes in
economic conditions have influenced the profitability of some of these agreements. Amending the
agreements increases the risk of potential countermeasures taken by contractual parties. VERBUND is in
the process of adapting its structural organisation in an ongoing project to increase efficiency. This
entails, among other things, shutting down sites and terminating purchase or supply agreements as well
as implementing personnel measures in a socially responsible manner. In accordance with the
International Financial Reporting Standards (IFRSs), VERBUND recognises provisions for contractually
agreed expenses from ongoing reorganisation programmes, for pensions and termination benefits and
for the post-use phase of generation facilities (e.g. for the costs of dismantling facilities). Any deviations
from the assumptions used when recognising these provisions may produce fluctuations in the result.
Ongoing measures are taken to counter the potential crystallisation of collateral provided. These also
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include possible effects of a further change in the rating of VERBUND AG on an off-balance-sheet cross-
border leasing transaction that remains valid.

All else remaining equal, a change in the factors shown below would be reflected in the planned
Group result for 2017 as follows (based on the hedging status as at 31 December 2016 for generation and
interest rate):

¢ +/-1% generation from hydropower plants: €+/-4.9m

¢ +/-1% generation from wind power: €+/-0.4m

e €+/-1/MWh wholesale electricity prices (renewable generation): €+/-4.4m
e +/- 1 percentage point in interest rate: €+/-1.6m
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Internal control and risk management system

According to Section 243a(2) of the Austrian Commercial Code (Unternehmensgesetzbuch, UGB), the
internal control and risk management systems for the accounting process must be described. VERBUND's
internal control system includes all measures for ensuring the reliability, effectiveness and profitability
of this process, as well as compliance with external regulations. The structure of the risk management
system is explained in detail in the document entitled Disclosures on Management Approach (DMA)
and the risk position in the section of the integrated annual report entitled Opportunity and risk
management.

Organisational framework

VERBUND has responsibilities towards many interest groups and the environment. Group management
acts in accordance with the principles defined in the corporate philosophy. The Executive Board bears
responsibility for developing and implementing the internal control system and the risk management
system, whose effectiveness is monitored by the Supervisory Board’s Audit Committee.

Fundamentals of the internal control system

VERBUND's financial reporting process is governed by Group-wide guidelines and requirements. In its
practical implementation, the performance, monitoring and supervision of business transactions are
segregated from each other. This is intended to ensure that no single employee can act alone in
performing all the process steps of a transaction from beginning to end.

The review of authorisations is integrated into the technical processing of transactions. Compliance
with and the effectiveness of these checks is reviewed on a periodic basis. Based upon VERBUND's process
map, business processes and the risks they entail are systematically analysed and documented, as are
checks of the financial reporting process. Documentation of the time schedule for the checks, the flow
charts and the process map takes place in the process manual, which is updated regularly. VERBUND'’s
organisational structure is continually adapted to address changing internal and external conditions.

Reporting in compliance with unbundling provisions

VERBUND's interim reports and the VERBUND integrated annual report consolidate information from
management accounting, financial management and risk management. All reports are based upon
uniform Group-wide rules for preparation and measurement. The liberalised European energy market
stipulates the unbundling of grid operations from the generation, trading and sales of formerly
integrated electric utilities. VERBUND subsidiary APG has been operating in the market since 2012 as an
independent transmission system operator. An external equal opportunities officer monitors
compliance with the unbundling provisions specified in the contract.
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Periodic monitoring

Internal Audit reviews the handling of business processes and the internal control and risk management
system. The individual audits are performed according to the audit schedule approved by the VERBUND
Executive Board, supplemented by short and special audits. The audit reports include
recommendations and measures. A periodic follow-up ensures implementation of the proposed
improvements. As an independent transmission system operator, APG has had its own internal audit
function since March 2012.
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Shareholder structure and capital information

in accordance with Section 243a(1) of the Austrian Commercial Code (Unternehmensgesetzbuch, UGB)

1. At the reporting date of 31 December 2016, the called-up and paid-up share capital of VERBUND AG
comprised:
170,233,686 no-par value shares (bearer shares category A), equivalent to 49% of share capital;
177,182,000 no-par value shares (registered shares category B), equivalent to 51% of share capital,
authenticated by an interim certificate deposited with the Federal Ministry of Finance and made out
in the name of the Republic of Austria. A total of 347,415,686 shares were in circulation at the
reporting date. With the exception of the voting restriction described under point 2, all shares bear the
same rights and obligations.

2. In accordance with constitutional law, which regulates the ownership structure of companies in the
Austrian electricity sector (Federal Law Gazette I (BGBI) 1998/143(2)) and also forms the basis for the
Company’s Articles of Association, the following voting restriction applies: “With the exception of
regional authorities and companies in which regional authorities hold an interest of at least 51%, the
voting rights of each shareholder in the Annual General Meeting are restricted to 5% of the share
capital” VERBUND AG is unaware of any other restrictions that affect voting rights or the transfer of
shares.

3. The shareholder structure of VERBUND AG is largely defined by the majority holding of the Republic
of Austria. In accordance with constitutional law, 51% of the share capital is owned by the Republic of
Austria. A syndicate made up of state energy companies Wiener Stadtwerke Holding AG and EVN AG
owns more than 25% of the share capital. More than 5% of the share capital is owned by TIWAG-
Tiroler Wasserkraft AG. Less than 20% of the share capital is in free float.

4. There are no shares with special control rights.
5. VERBUND does not offer any employee participation programmes.

6. In accordance with the rules of procedure for the Supervisory Board, the last nomination to the
Executive Board must be prior to the nominee’s 65th birthday. Pursuant to the Austrian Code of
Corporate Governance, a Nomination Committee has been established within the Supervisory Board
and makes arrangements for the appointment of Executive Board members on behalf of the
Supervisory Board. The rules of the Code with respect to the appointment and dismissal of the
members of the Executive Board and the Supervisory Board are complied with. Apart from the above,
there are no other regulations derived directly from law that relate to the members of the Executive
Board and the Supervisory Board, or to the amendment of the Articles of Association.
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7. As part of an authorisation to buy back shares (which expired on 17 October 2015), the Annual
General Meeting held on 17 April 2013 resolved to also authorise the Executive Board for a period of
five years (i.e. until 17 April 2018), with the approval of the Supervisory Board, to decide upon a
different type of sale of treasury shares other than in an exchange market or through a public offering,
also with exclusion of the right of repurchase (reverse purchase right) of the shareholders, and to
determine the terms of sale. Furthermore, the Executive Board is authorised, with the approval of the
Supervisory Board, to reduce the share capital if necessary by retiring these treasury shares without
an additional resolution by the General Meeting. Where there are no treasury shares, this
authorisation becomes irrelevant. Apart from the above, there are no authorisations of the Executive
Board within the meaning of Section 243a(1)(7) of the Austrian Commercial Code (UGB).

8. The Company is not involved in any significant agreements that contain provisions referring to the
stipulations under Section 243a(1)(8) of the Austrian Commercial Code (UGB). Furthermore, a public
takeover bid is improbable under constitutional law.

9. There are no compensation agreements within the meaning of Section 243a(1)(9) of the Austrian
Commercial Code (UGB).

The consolidated corporate governance report, which is included in this integrated annual report, is
available on the VERBUND website.
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Human resources
and social responsibility

KPIs — employees

Unit 2014 2015 2016

Average operational headcount Number 3,245 3,089 2,923