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Section I: Company’s highlights

1. Incorporation

Polskie Gornictwo Naftowe i Gazownictwo Spoétka Ak (PGNIG S.A.), with its registered office
in Warsaw, ul. Marcina Kasprzaka 25, was incormmahrough transformation of the state-owned
enterprise Polskie Gérnictwo Naftowe i Gazownicinto a state-owned stock company. The Deed of
Transformation, together with the Company’s Artictd Association, were executed in the form of a
notary deed (No. A 18871/96 in the Register of Nof2eeds) on October 21st 1996.

On October 30th 1996, the Company was entereddrctimmercial register as Polskie Gornictwo
Naftowe i Gazownictwo S.A. of Warsaw, under No. RMB382. As of the date of entry in the
commercial register, the Company became a legilye@n November 14th 2001, it was entered in
the register of entrepreneurs of the National CBegister under No. 0000059492,

Currently, the share capital of PGNIG S.A. amouat®LN 5.9bn and is divided into 5,900,000,000
shares with a par value of PLN 1 per share.

The Company floated its shares on the Warsaw Stockange on September 23rd 2005. PGNiG
shares have been listed on the Warsaw Stock Exetginge October 20th 2005.

2. Business scope

PGNIG S.A. is the largest Polish company in therbgdrbon exploration and production industry,
and on the natural gas market. In 2014, PGNIG &#ained the leader of all areas of the Polish gas
sector, including natural gas import, oil and gagl@ation and production, gas fuel storage and sal
of natural gas. On August 1st 2014, the Companyistiag gas retail business was transferred to
PGNIG Obroét Detaliczny Sp. z 0.0., a subsidiary.

Pursuant to its Articles of Association, the Compamole is to perform activities aimed at ensuring
energy security of Poland. These relate in padictd:

* ensuring continuity of gas supplies to consumedsraaintaining the necessary stocks of gas,

* ensuring safe operation of gas networks,

* balancing the gas system, managing the operatiods capacity of the power equipment
connected to the common gas network,

e production of natural gas.

3. Organisational structure of PGNIG S.A.

On April 29th 2014, the Branch in Denmark was woupdThe decision was made in 2012 following
relinquishment of the 1/05 licence as no commeflgidrocarbon flows were recorded.

On September 5th 2014, the Trading Divisions in 4w, Zabrze, Tarnéw, Warsaw, Gd& and
Pozna& were wound up, following transfer of the Company&tail business to PGNIG Obrét
Detaliczny Sp. z 0.0.

PGNIG S.A. operates as a multiple-unit structure.af December 31st 2014, the structure comprised

the Head Office and 11 branches. The table belaggmts the business scope of PGNIG S.A.’s
organisational units.
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Business scope of PGNIG S.A.’s organisational units

Organisational unit Business scope

Corporate supervision of the Company branches Osmer
supervision of the PGNIiG Group

Exploration for crude oil and natural gas in Poland abroad
Supervision of Group companies engaged in hydracearb
exploration and production

Production of natural gas and crude oil and opeamatof
Sanok Branch underground gas storage facilities

Supply of natural gas to municipal and industrigdtomers
Production of natural gas and crude oil and opematof
Zielona Gora Branch underground gas storage facilities

Supply of natural gas to municipal and industrigdtomers

Head Office in Warsaw

Geology and Hydrocarbon
Production Branch in Warsay

<

Odolanéw Branch Processing of nitrogen-rich natgaal into high-methane gas
Operator Branch in Pakistan Egﬁ:g{:;lon for and production of hydrocarbonsigehce areas in
Egypt Branch Eggl&raﬂon for and production of hydrocarbonsigehce areas in

Mogilno Underground Gas
Storage Cavern Facility
Branch in Paldzie Dolne
Wierzchowice Underground
Gas Storage Facility Branch
in Czarnogadzice

Well Mining Rescue Station
in Krakow

Development and operation of the Mogilno UndergmbuBas
Storage Cavern Facility

Development and operation of the Wierzchowice Ugadamd
Gas Storage Facility

Provision of rescue services to the petroleum etitna industry

Trade in natural gas, electricity and related potglucrude oil and
Wholesale Trading Division | condensate

in Warsaw Organisation and supervision of wholesale tradbiwithe PGNIG
Group

Central Measurement and | Provision of services ensuring the accuracy andhliéity of
Testing Laboratory in Warsawmeasurements related to natural gas

As at December 31st 2014, PGNIiG S.A. operateddoregpresentative offices in Moscow (Russia),
Brussels (Belgium), Kiev (Ukraine) and Vysokoye kiBas).

Pursuant to the Management Board’s decision, therabihowice Underground Gas Storage Facility

Branch in Czarnogaizice was wound up and incorporated into the Zeel@dra Branch on December
31st 2014.
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4. Changes in management policies

In 2014, the PGNIG Group took steps to reorganisenatural gas trading business, establishing
PGNIG Obrot Detaliczny Sp. z 0.0., which commenepdrations on August 1st 2014. The company
took over PGNIG S.A.’s existing gas retail busineglsile the gas wholesale business remained with
the Wholesale Trading Division of PGNIiG S.A. Theaobe will enable PGNIG S.A. to meet the
requirement whereby in 2015 it is obliged to s&¥&of its high-methane gas volumes fed into the
transmission network on commaodity exchanges.

The PGNIG Group also continued the reorganisatfatswnderground gas storage segment. In 2014,
the Management Board of PGNIG S.A. abandoned ii&ee@oncept for gas storage reorganisation
and resolved to incorporate the Wierzchowice Unaengd Gas Storage Facility Branch in
Czarnogadzice into the Zielona Goéra Branch. After the réipgr period, the Company designated
Operator Sytemu Magazynowania Sp. z 0.0. to operaerhaul and maintain the Mogilno
Underground Gas Storage Cavern Facility, and tectlithe extraction facility operations, transfer of
employees from the Mogilno Underground Gas Stoageern Facility Branch in Palzie Dolne to
OSM Sp. z 0.0., and liquidation of the branch. Thanges will come into effect in 2015.

5. Ownership interests in other related entities
PGNIG S.A. holds shares in companies involved odpction, trade or services. As at December 31st
2014, PGNIG S.A. had 31 directly related entitinsluding:

e 21 subsidiaries, and
e 10 other related entities.

The table below presents related entities of PGS8li& as at December 31st 2014.
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PGNIG S.A.'s related entities

Name

Subsidiaries

Exalo Drilling S.A.

GEOFIZYKA Krakow S.A.

GEOFIZYKA Torua S.A.

PGNIG Upstream International AS (NOK)

Polish Oil and Gas Company - Libya B.V. (EUR)
PGNIG Sales & Trading GmbH (EUR)

Operator Systemu Magazynowania Sp. z 0.0.
Polska Spétka Gazownictwa Sp. z 0.0.

Geovita S.A.

PGNIG Technologie S.A.

BUD-GAZ PPUH Sp. z 0.0. w likwidacji (in liquidati)
Polskie Elektrownie Gazowe Sp. z 0.0. w likwidd@jiliquidation)
PGNIG TERMIKA S.A.

PGNIG Finance AB (SEKY

PGNIG Serwis Sp. z o.0.

PGNIG Obrot Detaliczny Sp. z 0.0.

PGNIG SPV 5 Sp. z 0.0.

PGNIG SPV 6 Sp. z 0.0.

PGNIG SPV 7 Sp. z 0.0.

B.S. i P.G. Gazoprojekt SA.

NYSAGAZ Sp. z o.0.

Other related entities

System Gazoggéw Tranzytowych EUROPOL GAZ S.A.
GAS-TRADING S.A.

InterTransGas GmbH w likwidacii (in liquidation) (&)Y

Dewon Z.S.A. (UAHY
Sahara Petroleum Technology lic w likwidaciji (iquidation)
(OMR)!
PFK GASKON S.A.
GAZOMONTAZ S.A. w upadiéci likwidacyjnej (in bankruptcy by
liquidation)
ZRUG Sp. z 0.0. (Pozha
ZWUG INTERGAZ Sp. z 0.0.
ZRUG TORW S.A. w upadiséci likwidacyjnej (in bankruptcy by
liquidation)
Y'In foreign currencies

Ownership
Value of shares interest
Share capital  held by PGNIiG
held by
(PLN) S.A. .
(PLN) PGNIG
S.A
981,500,000 981,500,000 100.00%
64,400,000 64,400,000 100.00%
66,000,000 66,000,000 100.00%
1,092,000,000 1,092,000,000 100.00%
20,000 20,000 100.00%
10,000,000 10,000,000 100.00%
15,200,00 15,290,000 100.00%
10,454,206,5510,454,206,550 100.00%
86,139,000 86,139,000 100.00%
182,127,240 182,127,240 100.00%
51,760 51,760 100.00%
1,212,000 1,212,000 100.00%
670,324,950 670,324,950 100.00%
500,000 500,000 100.00%
9,995,000 9,995,000 100.00%
1,091,000,000 1,091,000,000 100.00%
250,000 250,000 100.00%
250,000 250,000 100.00%
250,000 250,000 100.00%
4,000,000 900,000 22.50%
9,881,000 6,549,000 66.28%
Value of shares Oivx?eer;ssrilp
Share capital held by PGNIG
held by
(PLN) S.A. ;
(PLN) PGNIG
S.A.
80,000,000 38,400,000 48.00%
2,975,000 1,291,350 43.41%
200,000 100,000 50.00%
11,146,800 4,055,206 36.38%
150,000 73,500 49.00%
13,061,325 6,000,000 45.94%
1,498,850 677,200 45.18%
3,781,800 1,515,000 40.06%
4,700,000 1,800,000 38.30%
5,150,000 1,300,000 25.24%

2 PGNIG S.A. has the right to appoint the majoritythef company’s Supervisory Board members.
Also, PGNIG S.A. holds a 52.50% indirect inteliesthe company through PGNIG Technologie S.A.

Other changes in ownership interests within theu@rio 2014:

e On January 1st 2014, InterTransGas GmbH was piadeglidation.
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« On April 10th 2014, the District Court for WarszaReaga Pétnoc declared GAZOMONTA
S.A. insolvent in voluntary arrangement.; by virtofeits decision of November 24th 2014, the
court converted the insolvency procedure into baptay by liquidation; PGNIG S.A.’s interest
in the share capital of GAZOMONTAS.A. is 45.18%.

* On August 18th 2014, following completion of thguidation process, Biogazownia Ostrowiec
Sp. z o.0. w likwidacji (in liquidation) was deletédrom the commercial register; the company
was a subsidiary of PGNIG S.A.

* On November 28th 2014, the liquidation of Polskiekitownie Gazowe Sp. z 0.0. w likwidaciji
(in liquidation) was completed; by the date of tteport, the company had not been deleted from
the National Court Register; PGNIG S.A. holds 108Rthe company’s share capital.

In 2014, the share capital of PGNiG Obrot Detalicdp. z 0.0. was increased by PLN 1,090,000,000,
to PLN 1,091,000,000. All new shares were acquingdGNiG S.A. and paid for with a non-cash
contribution in the form of an organised part ofsimess. The increase was registered with the
National Court Register on September 9th 2014.

Equity investments outside the group of relatedient

As at the end of 2014, the total par value of PGSI®&.’s equity interests held outside the group of
related entities was PLN 21.3m. In 2014, PGNIG Srade no material equity investments outside
the group of related entities.

6. Workforce

The table below presents employment at the PGNi@usas at December 31st 2014, by segments.
Employment at the PGNIG Head Office is presentetiénTrade and Storage segment.

Workforce by segment (no. of staff)

2014 2013
Exploration and Production 4,080 4,207
Trade and Storage 1,072 3,901
Other Activities 36 39
Total 5,188 8,147

Compared with December 31st 2013, the number ol@mps at PGNIG S.A. fell by 2,959 (36%).
This substantial decrease in headcount was atibbeiin particular to the transfer of retail openas
from PGNIG S.A. to PGNIG Obrot Detaliczny Sp. z.o.as well as to the voluntary termination
programme implemented in H1 2014. On August 1s#42@1688 employees of PGNiG S.A. were
transferred to PGNIG Obrot Detaliczny Sp. z o.o.atidition, 206 employees opted for voluntary
termination.

On September 24th 2014, PGNIG S.A. terminated Bregramme for Workforce Streamlining and
Redundancy Payments to the Employees of the PGNdbapSfor 2009-2011 (Stage 3), with effect
from December 31st 2014. The programme was opevéathioh the PGNIiG Group from January 2009
and was to remain in effect until December 31st52@1t its duration could be shortened if termidate
by one of the parties. The programme was operateal stand-by basis. It could be implemented in
extraordinary circumstances and required all congsamcross the Group to follow a uniform
procedure. During the programme’s effective terran(f January 1st 2009 until December 31st 2014)
505 former employees of the PGNiIG Group received-affi redundancy payments from PGNiG
S.A.’s Central Restructuring Fund capital reserve.

Page 8 of 59



Directors’ Report on the Operations of PGNIiG SrA2014

7. Sales and production

In 2014, PGNIG S.A. recorded revenue of PLN 23.78%0 of which was derived from sales of

natural gas.

Revenue (PLNm)

Natural gas, including: 19,729 23,416 23,548
- high-methane gas 18,404 21,978 22,154
- hitrogen-rich gas 1,325 1,438 1,394
Crude oil 1,789 2,058 1,263
Helium 120 184 161
Propane-butane 83 76 67
Electricity 1161 639 133
Other sales 856 737 514

In 2014, PGNIG S.A. sold 13.9 bcm of natural gashWw4% of that amount representing sales from
the transmission and distribution systems and #fenice — direct sales from gas fields.

Natural gas sales volume (mtm

Trade and Storage 13,07 14,129 14,006
Exploration and Production 807 755 723

PGNIG S.A. produced a total of 4.1 bcm of natued ¢measured as high-methane gas equivalent), of
which 99% was produced from fields in Poland, dredldalance — from fields in Pakistan.
Natural gas production volume (mcm)

| | |
Poland 4,027 4,211 4,317
Abroad 58 31 0
| | |
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Section II: Company’s Governing Bodies

1. Management Board

Pursuant to PGNIG S.A.’s Articles of Associatidis,Management Board is composed of two to seven
members. The number of Management Board membedeteamined by the Supervisory Board.
Individual members or the entire Management Boagd appointed for a joint three-year term of
office.

A member of the Management Board is appointed iollg a qualification procedure carried out
pursuant to the Regulation of the Polish CouncilMifisters of March 18th 2003 concerning
qualification procedures for members of managenbe@trds of certain commercial-law companies
(Dz. U. No. 55, item 476, as amended). The Reguiatioes not apply to Management Board
members elected by employees.

As long as the State Treasury remains a sharehofddre Company and the Company’s average
annual headcount exceeds 500, the Supervisory Bxgodints one person elected by the Company’s
employees to serve on the Management Board dusrigrim. The Supervisory Board adopts the rules
governing election and removal from office of theaddgement Board member representing the
employees, and the rules of by-elections.

Each member of the Management Board may be remoerdoffice or suspended from their duties
by the Supervisory Board or the General Meeting.

As at January 1st 2014, the composition of the R&Management Board was as follows:

* Mariusz Zawisza - President

» Jarostaw Bauc — Vice-President, Finance

e Jerzy Kurella — Vice-President, Trade

* Andrzej Parafianowicz — Vice-President, Corporsitfiairs

e Zbigniew Skrzypkiewicz — Vice-President, Expléoat& Production.

On April 3rd 2014, the Supervisory Board of PGNi@.Sappointed Waldemar Wojcik as member of
the Management Board of PGNIG S.A. for a joint ghyear term of office ending December 30th
2016. Waldemar Wojcik is a Management Board meneteated by the PGNIG S.A. employees in
the election held in January and February 2014.

On June 18th 2014, the Supervisory Board of PGNi@. $esolved to suspend Mr Andrzej
Parafianowicz from his duties as Vice-Presidenthaf PGNiG Management Board for Corporate
Affairs.

Mr Andrzej Parafianowicz tendered his resignatisrivVember of the Management Board of PGNIG
S.A. on August 7th 2014.

Also on August 7th 2014, the Supervisory Board appd Mr Waldemar Wojcik as Vice-President of
the Management Board of PGNIG S.A.

On December 29th 2014, the Supervisory Board rechdve Jerzy Kurella from the PGNIG
Management Board and from his position as ViceiBees for Trade.
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As at December 31st 2014, the composition of thliBAGVanagement Board was as follows:

Mariusz Zawisza - President

Jarostaw Bauc — Vice-President, Finance

Zbigniew Skrzypkiewicz — Vice-President, Explaoat& Production
Waldemar Woéjcik — Vice-President.

Until the date of this report, there were no changethe composition of the PGNiIiG Management
Board.

Division of responsibilities among the Managemeoail members

Based on a resolution of the Supervisory Board ®NE5 S.A. on the division of powers among
members of the Management Board of PGNIG S.A. ddBtcember 29th 2014:

The President directs the Management Board’'s #etviand coordinates the work of all its
members in all areas of the PGNIG Group’s businéss; President also supervises and
coordinates the Company’'s operations with respectelivery of the PGNIG Group’s strategic

objectives, comprehensive legal services, manageménhuman resources, protection of
classified information, defence issues, control aodit, planning and implementation of the
Company’s trading policies, tariff policies, salelsnatural gas, electricity and other products,
cooperation with external partners with respecintports of liquefied natural gas to Poland;
moreover, the President’s duties include exercfsine owner’s supervision within the PGNIG

Group and oversight of the operations of the Whadée3rading Division and of PGNIG S.A.'s

foreign representative offices in Moscow and Brissse

The Vice-President of the Management Board for méeasupervises and coordinates the
Company’s operations in the areas of investmenicypgblanning and control and investor
relations; moreover, the duties of Vice-Presideihthe Management Board, Finance, include
supervision of economic matters, accounting, bssirentrolling, financial management, taxes,
planning, and IT systems development and operati®®GNiG S.A.

The Vice-President of the Management Board for &sgtlon and Production supervises and
coordinates the Company’s activities related topitdicies, objectives and programmes with
respect to hydrocarbon exploration and productioRoland and abroad, procurement strategies
within the Company and the Group, safety and ojmrabf the production systems and
underground storage facilities, innovation and tgv®@ent projects involving PGNIG S.A;
moreover, the duties of Vice-President of the Mamagnt Board, Exploration and Production,
include supervision over the operations of the Ggpland Hydrocarbon Production Branch, the
PGNIG S.A. branches in Odolanéw, Sanok and Ziefddea, the Well Mining Rescue Station in
Krakow, the Mogilno Underground Gas Storage Cavéacility and the Wierzchowice
Underground Gas Storage Facility, as well foreiggmbhes.

The Vice-President of the Management Board elebtedmployees supervises and coordinates
the Company’s operations in the areas of admitigerananagement of the Company’s property
(excluding network assets, extraction assets addrgnound gas storage facilities), occupational
health and safety, cooperation with the transmimssitistribution and storage system operators,
collaboration with the trade unions, the Employesuil and other employee organisations
within the Company and the PGNiG Group; he alscestipes the operations of the Central

Measurement and Testing Laboratory in Warsaw antth@PGNIG S.A. foreign representative

offices in Kiev and Vysokoye.
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Contracts with Management Board members

In 2014, the Company executed managerial conteaadsnon-competition agreements with Mariusz
Zawisza, President of the Management Board, ard Wite-Presidents Jarostaw Bauc, Jerzy Kurella,
Andrzej Parafianowicz, Zbigniew Skrzypkiewicz ané@Memar Wéjcik.

2. Supervisory Board

Pursuant to the Articles of Association of PGNi@&.Sthe Supervisory Board is composed of five to
nine members, appointed by the General Meeting toree-year joint term of office.

As long as the Polish State Treasury holds an wdptierest in the Company, the State Treasury,
represented by the minister competent for treasuagters, acting in consultation with the minister
competent for economic matters, has the right {meg and remove one member of the Supervisory
Board.

In accordance with the Articles of Association, t&eneral Meeting appoints one independent
member of the Supervisory Board. The independepeSisory Board member is elected in separate
voting.

Written nominations of candidates for the positidran independent Supervisory Board member may
be submitted to the Chairman of the General Meétinghe shareholders present at the General
Meeting whose agenda includes the election of suShipervisory Board member. Any such written
proposal should be submitted along with a writegresentation by a given candidate to the effexdt th
the candidate agrees to stand for the electiomaeets the criteria for an independent member of the
Supervisory Board. If no candidates for the positioe proposed by the shareholders, such candidates
are nominated by the Supervisory Board.

If the Supervisory Board is composed of up to sembers, two members are appointed from among
candidates elected by the Company’s employeeselfSupervisory Board is composed of seven to
nine members, three members are appointed from gandidates elected by the Company’'s
employees.

As at January 1st 2014, the composition of the RE&s8lipervisory Board was as follows:

*  Wojciech Chmielewski  — Chairperson

e Marcin Morya — Deputy Chairperson
* Mieczystaw Kawecki — Secretary

* Agnieszka Chmielarz — Member

»  Jozef Glowacki — Member

» Janusz Pilitowski — Member

» Ewa Sibrecht-Gka — Member

» Jolanta Siergiej — Member.

On March 26th 2014, the Extraordinary General Meetif PGNIG S.A. appointed Mr Andrzej Janiak
as member of the Company’s Supervisory Board. Mdragj Janiak meets the independence criteria
defined in the Company’s Articles of Association.

In connection with the expiry of the SupervisoryaBais term of office, on May 15th 2014 the Annual
General Meeting of PGNIG S.A. removed all membdrthe Supervisory Board and appointed, for a
joint three-year term of office commenced on Mayh18014, the Supervisory Board composed of:
Wojciech Chmielewski, Stawomir Borowiec, Andrzejnigk (independent member), Bogustaw
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Nadolnik, Janusz Pilitowski, Agnieszka Trzaskalsikyszard WWsowicz, Agnieszka Wo and
Magdalena Zegarska.

Janusz Pilitowski represents the State Treasurysasdappointed in consultation with the Minister of
Economy. Stawomir Borowiec, Ryszardag¥owicz and Magdalena Zegarska are Supervisory Board
members elected by the PGNIG S.A. employees ielétion held in January and February 2014.

On May 20th 2014, at its first meeting, the Supky Board constituted itself with Wojciech
Chmielewski as Chairperson, Agnieszka d\&s Deputy Chairperson and Magdalena Zegarska as
Secretary.

On July 30th 2014, Agnieszka Trzaskalska tendemrdrésignation as Member of the Supervisory
Board of PGNIG S.A.

On November 6th 2014, Bogustaw Nadolnik tenderadrésignation as Member of the Supervisory
Board of PGNIG S.A.

As at December 31st 2014, the Supervisory Board@iG S.A. was composed of seven persons,
including:

* Wojciech Chmielewski  — Chairperson

* Agnieszka Wé — Deputy Chairperson
* Magdalena Zegarska — Secretary

e Stawomir Borowiec — Member

* Andrzej Janiak — Member

e Janusz Pilitowski — Member

* Ryszard Wsowicz — Member.

Until the date of this report, there were no chanigethe composition of the PGNIG Supervisory
Board.

Remuneration of management and supervisory perkonne

For information on the remuneration paid to manag@nand supervisory personnel, see the full-year
separate financial statements for the year endedrbiger 31st 2014 (Note 37.4).
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Section IIl: Shareholding structure

As at December 31st 2013, the share capital of BGNA. amounted to PLN 5,900,000,000 and was
divided into 5,900,000,000 shares with a par valuBLN 1 per share. The Polish State Treasury was
the only shareholder with a large direct holdingR@NiG shares. The shares of all series, that is
Series A, Al and B, were ordinary bearer shareseati share conferred the right to one vote at the
General Meeting. The shareholding structure of R&SHIA. as at December 31st 2014 is presented in
the table below.

Shareholding structure

Number of Percentage of Number of  Percentage of
share capital voting rights  total voting
STEITEE EE Sggrgls ggﬁ held as at conferred by rights at GM as
Dec 31 2014  shares held at Dec 31 2014
State Treasury 4,271,717,836 72.4% 4,271,717,836 72.4%
Open-end pension funds 651,437,632 11.0% 651,437,632 11.0%
Other shareholders 976,844,532 16.6% 976,844,532 16.6%
Total 5,900,000,000 100.0% 5,900,000,000 100.0%

PGNIG shares and shares in PGNIG S.A.’s relatediemntheld by management and supervisory
personnel

The table below presents PGNIG shares held by theagement and supervisory personnel as at
December 31st 2014.

PGNIG shares held by the management and supenypsospnnel

Name Position Number of shares FEr TR O SliEles
(PLN)
Waldemar Wéjcik | Member of the 19.500 19.500
Management Board
. Member of the
Ryszard Wsowicz Supervisory Board 19.500 19.500

Agreements which may give rise to future changdbennterests held by the existing shareholders or
bondholders

As at the date of this report, PGNIG S.A. was near@ of any agreements which could lead to future
changes in the equity interests held in the Comjgnys existing shareholders.

Performance of the PGNIG stock

PGNIG shares have been listed at the Warsaw Strckaige since September 23rd 2005. As at
December 31st 2014, the Company was included ifotlmving indices listed at the WSE:

*  WIG - all-cap index

*  WIG20 - blue-chip index of the 20 largest and nligsiid companies

*  WIG-Paliwa — index of the fuel sector companies

*  WIG-div — total return index (taking into accouritidends and pre-emptive rights)
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*  WIG-Poland — index of Polish companies
» Respect Index — index of socially responsible camgsa

The rate of return on the PGNIG stock in 2014 wliss6%. Investors who acquired PGNiG shares at
their issue price achieved a cumulative rate afrredf 47% (excluding dividends).

The following figure presents the relative perfonoa of the PGNIG stock against the WIG 20 and
WIG-Paliwa indices. The table presents the valddbae WSE indices and the PGNIG share price in
2014.

PGNIG share price vs. the WIG 20 and WIG Paliwadesl

10% - ——WIG 20 ——WIG Paliwa ——PGNiG
5%
0%
-5%

-10%

-15%

-20%

-25% -
Jan-14 Feb-14 Mar-14 Apr-14 May-14 Jun-14 Jul-14 Aug-14 Sep-14 Oct-14 Nov-14 Dec-14

Performance of WSE indices and PGNIiG stock

WIG (points) 51.284 55,637 49,521 51,416 2.52%
WIG20 (points) 2 401 2551 2271 2316 3.80%
WIG-Paliwa (points) 3215 3.493 2 967 3.381 28.50%
Respect Index 2 559 2933 2 450 2674 7.34%
(points)

PGNIG S.A. (PLN) 5.15 5.33 417 4.45 ]

Source: gpwinfostrefa.pl
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Section IV: Regulatory environment

PGNIG S.A'’s activities are regulated by the foliogvlaws:

e Polish Energy Law of April 10th 1997 (consolidatexkt in Dz. U. of 2012, item 1059) with
secondary legislation, to the extent it governsfgatktrading, distribution and storage, as well as
foreign trade in natural gas.

* Act on Stocks of Crude Oil, Petroleum Products Hatural Gas, and on Rules to be Followed in
the Event of Threat to National Fuel Security osmptions on the Petroleum Market, dated
February 16th 2007 (consolidated text in Dz. U2@12, item 1190) with secondary legislation, to
the extent it governs gas fuel storage and foreapte in natural gas.

* Polish Geological and Mining Law of June 9th 20Dz.(U. of 2011, No. 163, item 981, as
amended), to the extent it governs production atelaf gas.

On July 25th 2014, a new Act on Special Hydrocarbar was passed by the Sejm (lower house of
the Polish Parliament). The Act introduces a spégidrocarbon tax to the Polish tax regime and adds
oil and gas to the list of items subject to taxpooduction of certain minerals. The Act sets theg®f

the new taxes at:

» special hydrocarbon tax — 0-25% of profit from weatn operations, depending on the ratio of
revenue to eligible expenditure incurred by the gany;

» tax on production of certain minerals — 3% (in tase of gas produced from conventional
deposits), 1% (in the case of gas produced fronomwventional deposits), 6% (in the case of oil
produced from conventional deposits), and 3% (endhse of oil produced from unconventional
deposits).

The Act will come into force on January 1st 2016eTobligation to pay the special hydrocarbon tax
will apply to revenue earned as of January 1st 2880 the obligation to pay the tax on productidn o
certain minerals, in the case of oil and gas, avibe as of January 1st 2020

1. Polish Energy Law

The activities of PGNIG S.A. are heavily regulatadd require licences granted by the President of
the Energy Regulatory Office (URE). For instanaghslicence is needed to trade in gas fuels and
electricity.

The amended Polish Energy Law of 2013 introduceddiquirement to sell a specific portion of high-
methane gas volumes fed into the transmission mktimoa given year on commodity exchanges. In
2014, the requirement covered 40% of total voluni&sen insufficient demand for gas offered by
PGNIG S.A. on the exchange market, it was necessagmend the Law so as to eliminate the
structural obstacles to meeting the exchange sadeirement. On June 26th 2014, a new Act
Amending the Energy Law was passed, introducingsthealled general succession of agreements.
Following the Act's entry into force, on August 18014 PGNIG Obrot Detaliczny Sp. z o.0.
commenced its operations, taking over a part of IBGBLA.’s portfolio of retail customers (who in
2013, under agreements with PGNIG S.A., receivednooe than 25 mcm of gas fuel from the
transmission or distribution network at all points)

On April 30th 2014, a new Act Amending the EnerggwLand Certain Other Acts came into force.
The Act reinstated the mechanism of support foctetety produced by co-generation for 2014-2018.
Under the Act, energy utilities selling electricity end users are obliged to purchase and redeem a
certain number of certificates of origin for elégity produced by co-generation. The reinstated
mechanism, which supports gas-fired co-generatteates an opportunity for PGNIG S.A. to
increase the volume of gas sold in this segmenaditition, the possibility of generating additional
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revenue from sale of certificates of origin willMeaa positive effect on the financial performanée o
PGNIG TERMIKA S.A.

1.1. Licences

As at December 31st 2014, PGNIiG S.A. held the ¥aohg licences granted by the President of the
Polish Energy Regulatory Office (URE) under the figgd_aw:

* one licence to trade in gas fuels

* one licence to trade in natural gas with foreigrirngas
* one licence to trade in liquid fuels

* one licence to produce electricity

* one licence to trade in electricity.

1.2. Changes in gas fuel tariffs

In 2014, the bulk of high-methane and nitrogen-metiural gas sold by PGNiIG S.A. was subject to
statutory price control. Only trade in high-metharaural gas on the Polish Power Exchange was
exempt from the obligation to submit tariffs forpapval.

In 2014, PGNIG Gas Fuel Supply Tariff No. 6/201gp@ved by decision of the President of the
Energy Regulatory Office dated December 17th 2@/H3, in effect.

On June 13th 2014, the President of the Energy IRegy Office approved a change to PGNIG Gas
Fuel Supply Tariff No. 6/2014 and extended its effee term until December 31st 2014. The
amendment was designed to harmonise the tariff thighMinister of Economy’s Regulation dated
June 28th 2013, under which, starting from Augusit 2014, settlements with customers would be
based on energy units, while earlier they had lbesed on units of volume. The new settlement rules
did not significantly affect the amounts of payngefur gas fuel supplies. The prices of gas fuelewe
recalculated from amounts expressed per cubic ntmeamounts expressed per 1 kWh, with use of
the calorific value assumed to determine pricesupdrof volume. Changes in payments, if any, may
result from differences between calorific valuesddterent places of the gas network or rounding
recalculation results (which should not exceed%k-1

The following tables present the average ratesf{garices, subscription fees and network chgrges
applicable in 2014 in settlements with customereclpasing gas fuels, by fuel type and place of
delivery (PLN/cubic metre), and the change in thainounts relative to the previous tariff. The
amounts do not include excise duty introduced oweder 1st 2013.

Page 17 of 59



Directors’ Report on the Operations of PGNIiG SrA2014

Area covered by Polska Spo6tka Gazownictwa Sp. ZWroctaw Branch

W-1.1 2.4969 2.6150 4.7%
W-2.1 1.9816 2.0512 3.5%
w-3.1 1.8029 1.9005 5.4%
W-4 1.6693 1.7912 7.3%
W-5-W-7C 1.7071 1.7001 -0.4%
W-8A - W-10C 1.4651 1.4653 0.0%

S-1 1.7900 1.8950 5.9%
S-2 1.4044 1.5152 7.9%
S-3 1.3013 1.4098 8.3%
S-4 1.1801 1.3035 10.5%
S-5-5-7B 1.2338 1.2468 1.1%
S-8-S-9 1.1225 1.1394 1.5%

Z-1 1.4156 1.5102 6.7%
Z-2 1.2888 1.3774 6.9%
Z-3 1.1623 1.2508 7.6%
Z-4 1.0841 1.1759 8.5%
Z-5-7-7B 1.1793 1.1772 -0.2%

Area covered by Polska Spotka Gazownictwa Sp. zAzabrze Branch

W-1.1 2.4726 2.6051 5.4%
wW-2.1 2.0440 2.1095 3.2%
W-3.1 1.7660 1.8807 6.5%
W-4 1.6909 1.8102 7.1%
W-5 - W-7C 1.7314 1.7379 0.4%
W-8A - W-11C 1.4681 1.4696 0.1%

Area covered by Polska Spotka Gazownictwa Sp. ZTmmdéw Branch

W-1.1 2.3594 2.4663 4.5%
wW-2.1 1.9590 2.0228 3.3%
W-3.1 1.7288 1.8246 5.5%
W-4 1.6843 1.7779 5.6%
W-5 - W-7BC 1.7355 1.7524 1.0%
W-8A - W-10C 1.4310 1.4423 0.8%
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Area covered by Polska Spo6tka Gazownictwa Sp. ZWarsaw Branch

W-1.1 2.7039 2.7874 3.1%
wW-2.1 1.8693 1.9397 3.8%
w-3.1 1.6877 1.7924 6.2%
W-4 1.6755 1.7673 5.5%
W-5-W-7C 1.7086 1.7275 1.1%
W-8A - W-10C 1.3669 1.3700 0.2%

Area covered by Polska Spo6tka Gazownictwa Sp. z@daisk Branch

W-1.1 2.5658 2.6739 4.2%
W-2.1 2.0058 2.0806 3.7%
w-3.1 1.8006 1.9066 5.9%
W-4 1.7451 1.8457 5.8%
W-5-W-7C 1.7606 1.7742 0.8%
W-8A - W-10C 1.4601 1.4500 -0.7%

Area covered by Polska Spotka Gazownictwa Sp. zRpana Branch

W-1.1 2.5856 2.6962 4.3%
W-2.1 1.9143 1.9939 4.2%
W-3.1 1.7881 1.8870 5.5%
W-4 1.7032 1.8098 6.3%
W-5-W-7C 1.6715 1.6640 -0.5%
W-8A - W-10C 1.4140 1.4110 -0.2%

S-1 1.8046 1.9231 6.6%
S-2 1.3774 1.5069 9.4%
S-3 1.2602 1.3967 10.8%
S-4 1.1889 1.3290 11.8%
S-5-5-7B 1.2365 1.2772 3.3%

Z-1 1.6422 1.7424 6.1%
Z-2 1.2408 1.3500 8.8%
Z-3 1.1208 1.2362 10.3%
Z-4 1.0570 1.1753 11.2%
Z-5-7-7B 1.1157 1.1464 2.8%
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Customers connected to the transmission grid of GBR-SYSTEM S.A.

Amendment to Tariff No. 5/2012 Tariff No. 6/2014 Cf(];)r)]ge

1 2 2/1
E-1A - E-2C 1.3302 1.3141 -1.2%
Lw-1 - Lw-2 1.0196 1.0283 0.8%
Ls-1-Ls-2 0.8537 0.8794 3.0%

On December 17th 2014, the President of the EnRegulatory Office approved PGNIiG Gas Fuel
Supply Tariff No. 7/2015, applicable from Januasy 2014 to April 30th 2015. The tariff provided for

a new, more flexible classification of natural gasstomers into tariff groups (e.g. depending on
contracted gas volumes, connection points and anbatl consumption rates). The average price (the
price of gas fuel and the subscription fee) of hgtthane and nitrogen-rich (Lw) gas was reduced by
ca. 4% and 1.4%, respectively. The PGNIG Tariffypplicable to businesses purchasing fuels for
resale and end users with annual gas consumpta@edig 25 mcm.

Exemption from the obligation to submit wholesades ¢rading tariffs for approval

On February 19th 2013, the President of the En&ggulatory Office announced an exemption of
energy utilities holding gas fuel trading licendesm the obligation to submit wholesale gas trading
tariffs for approval. However, energy utilities niisdividually apply to the President of the Energy
Regulatory Office for the exemption. PGNIG S.A. suieed such application to the President of the
Energy Regulatory Office, and, as at the dateisfréport, the proceedings were still pending.

Furthermore, in 2013 PGNIG S.A. applied to the ideg of the Energy Regulatory Office to be
exempted from the obligation to submit for appraeaiffs for high-methane natural gas (E) traded at
a virtual gas trading poinOTC market). As at the date of this 2014 report, tteepedings were still
pending.

2. Act on Stocks of Crude Oil, Petroleum Producis Batural Gas

The Act on Stocks of Crude Oil, Petroleum Produmtd Natural Gas, as well as on Rules to be
Followed in the Event of Threat to National Fuec@®#y or Disruptions on the Petroleum Market
regulates matters related to ensuring the natitrell security, and sets the rules for building up,
maintaining, and financing stocks of natural gaghmse energy companies whose business involves
international trade in natural gas or which immgas$ for their own needs. With respect to the bgsine
activity of PGNIG S.A., the Act:

» gpecifies the volume of mandatory stocks, whicleesi@ctober 1st 2012 is equivalent to 30 days’
average daily imports of gas (for the period fropriAlst of the previous year to March 31st of
the current year, calculated based on the figusatamed in the Company’s statistical reports);

» provides that the return on capital employed insioeage business should be at least 6%;

» stipulates that the cost related to maintaininggasing and restocking the mandatory stocks
represents a justified operating cost within theuniieg of Art. 3.21 of the Polish Energy Law;

» introduces the possibility of storing mandatoryc&®in another EFTA or EU member state, upon
fulfilment of certain conditions set forth in thectA

* introduces the possibility of exempting an energgnpany whose business involves international
trade in natural gas or an entity which importsuralt gas from the obligation to build and
maintain mandatory stocks, if the number of theistomers does not exceed 100 thousand and
the natural gas volume imported in a calendar gleas not exceed 100 mcm
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3. Polish Geological and Mining Law
The Polish Geological and Mining Law of June 9ti P@egulates:

» geological work;

e extraction of minerals from deposits;

» storage of waste matter in rock mass, includingadnked-out caverns;

e protection of mineral deposits, underground wasgrd other components of the environment in
connection with geological works and extractiomifierals.

Furthermore, under the Act, a tender procedure imtasduced to award licences for exploration or
appraisal of hydrocarbons and for production of rbgdrbons, superseding the previous tender
procedure for establishment of mineral extractights. The provisions of the Geological and Mining
Law also govern business activities in the areaaokless storage of substances in rock mass,
including in worked-out caverns.

Business activities involving exploration for angbeaisal of mineral deposits, extraction of mingral
from deposits, tankless storage of substances tanage of waste matter in rock mass, including in
worked-out caverns, require licences.

Geological and mining activities are subject to esujsion by competent geological and mining
supervision authorities. The Geological and Minirayv provides for criminal sanctions for a failure
to comply with its regulations, and specifies tipper and lower limits of royalty fees.

On July 11th 2014, a new Act Amending the Geoldgical Mining Law was passed, introducing a
number of material changes to the regulatory envirent of the exploration and production segment.
The Act has introduced an integrated permit (caomgerhydrocarbon exploration, appraisal and
production) and obligatory qualification procedyredlowed consortia to apply for licences and
significantly increased royalty rates (while mainiag the previous royalty regime for marginal
deposits).

In 2014, the Ministry of Environment granted PGN8G\. eight licences for exploration and appraisal

of crude oil and natural gas deposits, while onerice was not extended. In addition, the Company
relinquished 14 licences prior to their expiratidihe Company was also granted six licences for
production of crude oil and natural gas, whiledixer licences were allowed to expire.

As at December 31st 2014, PGNIG S.A. held the ¥ahg licences, granted pursuant to the
Geological and Mining Law:

» 77 licences for exploration and appraisal of craidlend natural gas deposits

e 227 licences for production of crude oil and ndtges from deposits

* 9licences for storage of gas in underground taslilunderground gas storage facilities)
» 3licences for storage of waste.

4. Regulatory risks

Polish Energy Law

The Act Amending the Energy Law and Certain OthetsAlthe so-called “Small Three Pack”) of
September 11th 2013 has introduced a requiremergelio gas on the exchange market. The
requirement to sell gas on the exchange marketchwhow applies to the Company, is aimed to
deregulate the Polish gas market and boost congpetiThe mechanism improves the market's
transparency and allows market participants tolmge products on equal terms. On the other hand, it
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may cause PGNIG to gradually lose its market shidogiever, the actual rate at which PGNIiG S.A.’s
market share might shrink will depend on the nunéret size of new players entering the gas market
and the price differentials between the PGNIG fapifice and prices quoted by other market
participants.

Meeting the requirement to sell gas on the exchamaket

In terms of supply, PGNIG S.A. is fully preparedhteet its statutory obligation to sell gas throtlgg
exchange market. In 2014, the Company was reqtoredll 40% of its total sales volume through the
exchange market. Starting from January 1st 201§, réguirement will cover 55% of the total gas
sold. If an energy utility fails to meet the reauirent to sell gas through the exchange market, the
President of the Energy Regulatory Office may ingpos it a fine of up to 15% of its full-year
revenue generated from the licensed activity inpite¥ious fiscal year. Given the insufficient demhan
for gas on the exchange market before the effedte of the Act Amending the Energy Law of June
26th 2014 (which introduced the general successi@yreements), the Company was unable to meet
its statutory exchange sale obligation in 2014order to ensure the meeting of this requirement, a
new company, PGNIG Obrét Detaliczny Sp. z o.0., memced its operations in August 2014,
consisting in buying natural gas at the Polish Rd®ehange, and then selling it to retail customers
Since the effective date of the Act introducing ¢femeral succession of agreements, the volumesof ga
sold through the exchange has increased substantldis will allow the Company to meet its
statutory obligation in the coming years. Howevtke, President of the Energy Regulatory Office may
impose fines on the Company for failing to meet tligation in 2013 and 2014.

Tariff calculation

Dependence of PGNIG S.A.’s revenue on tariffs apgaaby the President of the Energy Regulatory
Office is one of the key factors affecting its rizged business. Tariffs are crucial to the Company’
ability to generate revenue that would cover itssomable costs and deliver a return on the capital
employed. Currently, a significant portion of thatvenue depends on the selling prices of gas fuel,
which — except to the extent that the gas is doldugh the Polish Power Exchange — are regulated
prices. The tariff determination rules are definedhe regulations issued under the Energy Law,
including primarily the Tariff Regulation. The tHrdetermination methodology is based on planned
volumes. Inaccurate estimates of customer demandyds (affecting the accuracy of projected
purchase and supply volumes), changes in imporsddgces which cannot be accurately projected,
as well as unpredictable exchange rate fluctuatfohisnately affecting the cost of gas imports) may
have an adverse effect on the financial performaf@GNIG S.A.

Act on Stocks of Crude QOil, Petroleum Products Hatural Gas

Meeting the statutory requirements related to memgastocks exposes PGNIG S.A. to balancing and
technology risks, and threatens the performandts abntractual obligations.

The balancing risk is related to the Company’s ilitghto meet peak demand for natural gas in
autumn and winter months. During longer spellsavi kemperatures, it may happen that — despite
maximum gas supplies under long-term contracts frath underground gas storage facilities
(remaining at the disposal of PGNIG S.A.) — the drdhfor gas will exceed the volumes which the
Company is able provide. This risk may arise ev&uming the maximum use of import capacities.
To note, given the legally required technical paeters necessary to deliver mandatory gas stocks to
the system, a significant portion of the stocks twalde placed at the Mogilno underground gas storag
cavern, which is a peak-demand storage facilityaAesult, the mandatory stocks significantly limit
the commercial use of the facility’s storage cajyaand deliverability. As gas from mandatory stocks
may be withdrawn only upon the Minister of Econosgbnsent and only after gas supply limits have
been introduced for users, the Company may fadrieure continuity of gas supplies to consumers.
Notwithstanding the above, withdrawal of gas frdotks may lead to a situation where users face gas
supply limits despite high volumes of gas heldtorage.
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The technology risk follows from the fact that theed to maintain mandatory stocks has a negative
impact on the operating parameters of undergrotimihge facilities. In a longer run, if gas is not
drawn from water-drive storage facilities (suchtees Huséw Underground Gas Storage Facility), gas
will migrate to the reservoir section with pooresrgsity and permeability, which will lead to a
decrease in gas withdrawal capacity. This couldargds withdrawal more difficult at the end of the
withdrawal process, and will reduce withdrawal ajyain the next cycle. In order to restore the
operating parameters of the facility, it may beassary to inject more gas to increase buffer vofyme
which will in turn entail additional costs.

Another consequence of maintaining mandatory sticikat the storage capacities remain partially
filled after the winter season is over, which rezkithe injection capacities in the summer. Mangator
stocks for the 2014/2015 season remain high. Coesgly, PGNiG may not be able to meet its
contractual obligation concerning the summer mimmufftake under the Yamal contract because of
high volumes of gas in storage at the beginninguaimer, attributable to mandatory stocks.

Geological and Mining Law

In July 2014, legislative work was completed ommadamental change in the regulatory regime for the
exploration and production segment, comprising ilis: the draft Act Amending the Geological and

Mining Law and Certain Other Acts, and the draft An the Special Hydrocarbon Tax. They provide
for increasing the fiscal burden on production ahenals and for a change to the existing licensing
system. The introduction of the special hydrocartaonas of 2020 will considerably impair PGNiIG

S.A’’s capabilities to make new investments, wkhie new licensing system (under which the open
door procedure will not apply) may significantlyosl down the administrative processes, ultimately
leading to a decline in the number of hydrocarbxpiaration and appraisal licences issued in Poland.

Page 23 of 59



Directors’ Report on the Operations of PGNiG SiA2014

Section V: Exploration and Production

The segment’s business focuses on extracting hgdvons from deposits and preparing products for
sale. The segment comprises the entire processl @nd gas exploration and production, from
geological analyses, to geophysical surveys arbindrivork, to field development and hydrocarbon
production. The work is conducted by the segmentt®mwn or jointly with partners, under joint
operations agreements. It relies on storage cagmcitvailable at the Daszewo and Bonikowo
Underground Gas Storage Facilities.

1. Exploration

Exploration in Poland

In 2014, PGNIG S.A. was involved in crude oil aratural gas exploration and appraisal projects in
the Carpathian Mountains, Carpathian Foothills Balish Lowlands, both on its own and jointly with
partners. Drilling work in areas covered by licen@varded to PGNIG S.A was performed on 24
wells, including 15 exploration wells, 6 researabllerand 3 appraisal wells. Out of the 24 boreholes
ten were drilled in search for unconventional hy@rbons.

In 2014, six wells were drilled with positive resylincluding one exploration borehole in Pomerania
(drilled in the past), two exploration boreholestie Greater Poland region, and three appraisal
boreholes in the Carpathian Foothills (including an search of unconventional deposits). Fourteen
wells (five of which had been drilled in previougays) failed to yield a commercial flow of
hydrocarbons and were abandoned,

As at December 31st 2014 (i.e. as at the repodatg — although, in accordance with the Geological
and Mining Law, the final calculation of reservesmade in March), the Company’s recoverable
reserves were:

e 81.6 bcm of natural gas measured as high-metharneadent,
e 18.5m tonnes of crude oil with condensate.

Exploration abroad

In Egypt, PGNIG S.A. conducted exploration worktlre Bahariya licence area (Block 3) under an
Exploration and Production Sharing Agreement (EP8¥gcuted with the government of Egypt of
May 17th 2009. The Company held a 100% interedhe licence. As results of the exploration
campaign were negative, a decision was made tartatenthe licence and liquidate the Egypt branch.
In 2014, final settlements with Egyptian Generaléleum Corporation (EGPC) were made.

2. Joint operations
In 2014, PGNIG S.A. conducted joint operations witther entities in licence areas awarded to

PGNIG S.A., FX Energy Poland Sp. z o0.0., and SaonLEnergy PLC. Furthermore, PGNIiG S.A.
collaborated with other entities in carrying oupkxation work in Pakistan.
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2.1. Joint operations in Poland

On March 31st 2014, PGNIG S.A. entered into a boltation agreement with Chevron Polska Energy
Resources Sp. z 0.0. covering the first stage afirmonventional hydrocarbon exploration project.
The agreement envisages joint evaluation of unaaiomal gas resources in four exploration licence
areas in south-eastern Poland, including the Zwiéez and Grabowiec licences held by Chevron
Polska Energy Resources Sp. z 0.0., and the Tomvasabelski and Wiszniow—Tarnoszyn licences
held by PGNIG S.A. PGNIG S.A. (operator) and ChavRolska Energy Resources Sp. z 0.0. each
hold a 50% interest in the licences. In 2014, dicarexploratory well Majdan Sopocki-1 was drilled
and seismic surveys were carried out. Thus theesobpvork provided for in the agreement was
achieved.

On December 31st 2014, PGNIiG S.A. and LOTOS Pdtiota.A. signed an agreement for joint
operations within the Gorowo ltawieckie licenceaarBGNIiG S.A. (operator) holds a 51% interest in
the licence, and LOTOS Petrobaltic S.A. — a 49%ratt.

Under the licences awarded to PGNIG S.A., workiooed in the following areas:

* “Plotki” — under the agreement for joint operatiodated May 12th 2000; licence interests:
PGNIG S.A. (operator) — 51%, FX Energy Poland Sp.oz — 49%;

« “Plotki" — “PTZ" (the Extended Zaniendy Area) — under the operating agreement dated @ctob
26th 2005; licence interests: PGNIG S.A. (operatdsl%, FX Energy Poland Sp. z 0.0. — 24.5%,
Calenergy Resources Poland Sp. z 0.0. — 24.5%;

* “Pozna” — under the agreement for joint operations dalede 1st 2004; licence interests:
PGNIG S.A. (operator) — 51%, FX Energy Poland Sp.oz — 49%;

» “Bieszczady” — under the agreement for joint ogerat dated June 1st 2007; licence interests:
PGNIG S.A. (operator) — 51%, Eurogas Polska Spoz-624%, and Energia Bieszczady Sp. z
0.0. — 25%;

» “Sierakdw” — under the agreement for joint openagialated June 22nd 2009; licence interests:
PGNIG S.A. (operator) — 51%, Orlen Upstream Spoz-649%.

» “Kamien Pomorski” — under the agreement of August 14th32@thich came into effect in H2
2014); licence interests: PGNIG S.A. (operatorl%5LOTOS Petrobaltic S.A. — 49%.

Within the “Pozna” licence area, the Komorze gas field and the Ls@K well in the Lisewo field
were brought on stream. A new natural gas depastemcountered by the Karmin-1 borehole. Three
exploratory wells were abandoned due to low gasdldrhe Sierakdéw-3 well within the “Sierakow”
area was also abandoned because hydrocarbon pordioatl been unprofitable.

Under licences held by FX Energy Poland Sp. zwark was conducted in the “Warszawa-Potudnie”
area (block 254 and block 255), on the basis ofidhn operations agreement dated May 26th 2011.
The licence interests are as follows: FX EnergyaRoISp. z 0.0. (operator) — 51%, and PGNIiG S.A. —
49%. In 2014, FX Energy Poland Sp. z o.0. filedapplication with the Ministry of Environment
declaring its relinquishment of the oil and gas lergiion and appraisal licences in block 254.
However, the company was granted a new oil aneégpleration and appraisal licence in block 255.

Under licences awarded to San Leon Energy PLC, warkconducted in the following areas:

o “Karpaty Zachodnie” — under the agreement for jodperations dated December 17th 2009,
concluded with Energia Karpaty Zachodnie Sp. z 8. k. (a subsidiary of San Leon Energy
PLC); licence interests: Energia Karpaty Zachod®je z 0.0. Sp. k. (operator) — 60%, PGNIG
S.A. — 40%;

» “Karpaty Wschodnie” — under the agreement for jadperations dated December 17th 2009,
concluded with Energia Karpaty Wschodnie Sp. z 8m. k. (a subsidiary of San Leon Energy
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PLC); licence interests: Energia Karpaty Wscho®ype z 0.0. Sp. k. (operator) — 80%, PGNIG
S.A. — 20%.

On October 23rd 2014, upon application from SannLEnergy PLV, the licences were extinguished,
and the agreement for joint operations within th&rpaty Wschodnie” area was automatically
terminated. Two exploration wells were drilled viiththe “Karpaty Zachodnie” licence area and
subsequently abandoned, as they failed to flonrabgias at commercial rates.

2.2. Joint operations abroad

Pakistan

PGNIG S.A. conducts exploration work in Pakistawler an agreement for hydrocarbon exploration
and production in the Kirthar licence area execuietiveen PGNIG S.A. and the government of
Pakistan on May 18th 2005. Work in the Kirthar Illag conducted jointly with Pakistan Petroleum
Ltd., with production and expenses shared in ptipoto the parties’ interests in the licence: PGNi
S.A. (operator) — 70%, PPL — 30%. In 2014, PGNi®. Segan preparations to drill appraisal
boreholes Rehman-2 and Rehman-3 (scheduled forlebopin 2015 and 2016). PGNIG S.A. had to
declare a force majeure event and suspend workeRizg-1 exploratory well on two occasions due
to armed attacks in the region. Work on Rizg-1 vessmed in late December 2014. Production from
the Rehman-1 and Hallel X-1 wells continued uninteted, and the extracted gas was supplied to the
Pakistani transmission system.

3. Production

In 2014, PGNIG S.A. was engaged in hydrocarbonyetdn in Poland and in Pakistan. Natural gas
and crude oil in Poland is extracted by two brasabfed®GNiG S.A.: the Zielona Géra Branch and the
Sanok Branch. The Zielona Géra Branch producesecaildand nitrogen-rich natural gas at 22 sites,
including 13 gas production facilities, 6 oil anasgproduction facilities and 3 oil production famks.
The Sanok Branch produces high-methane and nitrogematural gas and crude oil at 37 sites,
including 20 gas production facilities, 11 oil agds production facilities and 6 oil production
facilities.

In 2014, PGNIG S.A. produced a total of 4,085 mdmatural gas (high-methane gas equivalent), of
which 4,027 mcm was produced from fields in Polaamd 58 mcm from fields abroad. Production of
crude oil and other fractions reached 789 thoudandes of crude oil equivalent. Natural gas and
crude oil production volumes are presented indbéetbelow.
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Natural gas production volume

2014 2013
GWh mcem* mcm*
1. | Natural gas, including: 44,891 4,085 4,242
a. | high-methane gas, including: 15,983 1,457 1,551
- Zielona Géra Branch
- Sanok Branch 15,983 1,457 1,651
b. | nitrogen-rich gas, including: 28,908 2,628 2,692
- Zielona Géra Branch 27,393 2,490 2,574
- Sanok Branch 879 80 87
- Pakistan Branch 636 58 31
* Measured as high-methane gas equivalent.
Crude oil production volume
Unit of measure 2014 2013
Crude ail, including: '000 tonnes 789 815
- Zielona Go6ra Branch '000 tonnes 742 766
- Sanok Branch '000 tonnes 47 49

In 2014, in the Sanok Branch area two wells on dheady producing fields, four wells within

exploratory licence areas and four new fields: idpg Pogwizdow, Motodycz and Wola

Rokietnicka, were brought on stream. The total twldito production capacity is approximately 10.3
thousand cubic metres of gas per hour (high-metgasequivalent).

In the Zielona Gora Branch area, two wells wereubhd on stream on the already producing fields:
one well on the Radlin field and one well on thedwo field (in partnership with FX Energy Poland
Sp. z 0.0.), with a total production capacity @ &ousand cubic metres per hour (high-methane gas
equivalent). The Komorze field, with a productiompacity of 1.0 thousand cubic metres per hour
(high-methane gas equivalent), was also brouglgt@am in partnership with FX Energy Poland Sp.
z 0.0. Additionally, in 2014, one oil well was bgit on stream on the new Otobok field, with a
production capacity of 15 tonnes per day.

Underground gas storage facilities

In 2014, the Exploration and Production segmentlube working capacities of the Daszewo and
Bonikowo nitrogen-rich gas storage facilities. &ty capacities used to meet the needs of the
Production segment are not storage facilities withe meaning of the Polish Energy Law.
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The table below presents the working capacitieshef underground storage facilities used by the
Exploration and Production segment as at Decemntstr2914.

Working capacities of the underground storage ifesl used by the Exploration and Production
segment

. . 2014 2014 2013
Nitrogen-rich gas GWh* (mem) (mcm)
Daszewo (Ls) 250 30 30
Bonikowo (Lw) 1,667 200 200

*Converted to gas with a calorific value of 30 M3/m

4. Sales of key products

The key products sold by the Trade and Storage eegane crude oil, high-methane gas and nitrogen-
rich gas. Other products, obtained in the procéssume refining, include crude condensate, sulfur

and propane-butane. Some of the produced nitraghrgas is further treated into high-methane gas at
the Odolanow and Grodzisk Wielkopolski nitrogereotion units. Apart from high-methane gas, the

cryogenic processing of nitrogen-rich gas yieldshsoroducts as liquefied natural gas (LNG), gaseous
and liquid helium and liquid nitrogen.

In 2014, the Exploration and Production Segmerdlessof natural gas totalled 807 mcm, of which
750 mecm was sold in Poland, and 57 mcm was soBakistan. In addition, the segment sold 780
thousand tonnes of crude oil, including other fatd. The table below presents volumes of natural
gas sold directly from fields.

Sales of natural gas

2014 2013

GWh mcm* mcm*
Natural gas, including: 8,953 807 755
- high-methane gas 769 69 72
- nitrogen-rich gas* 8,184 738 683

*Measured as high-methane gas equivalent.

In Poland, the largest amounts of natural gas wele to industrial customers, accounting for about
79% of the total sales volume. PGNIG S.A. sold eraill to Rafineria Trzebinia S.A., Rafineria Nafty

Jedlicze S.A., TOTSA TOTAL OIL TRADING S.A. and Brurope SE. In November 2014, PGNIG

S.A. and Rafineria Trzebinia S.A. signed an anoekeir agreement. Under the annex, the cost bf rai
transport was transferred to the buyer. Since Jgn@815, Rafineria Trzebinia S.A. has been
responsible for crude oil transport from PGNIG Z%Aailway terminals to relevant destinations,

covering all related costs.

5. Planned activities

Exploration in Poland

In 2015, PGNIG S.A. will carry out exploratory gdwgical work and drilling in Poland on a number
of prospects in the Carpathian Mountains, Carpatkaothills and the Polish Lowlands. The work
will be conducted by PGNIG S. A. on its own or bjrwith partners.
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The Company also intends to pursue projects focamezkploring new potential opportunities, where
little appraisal has so far been made. In Pomerdmiae horizontal wells will be drilled and fracke
PGNIG also plans to drill two exploratory wells anCarboniferous formations, which are a new
direction of its hydrocarbon exploration.

Exploration abroad

In Pakistan, in order to verify the potential oftltructure located to the north of the Kirthar
discovery, PGNiG S.A. will continue drilling the ®j-1 well and perform further work on the
Rehman-2 and Rehman-3 wells.

Hydrocarbon production

PGNIG S.A. is implementing an investment prograntmenaintain, in a long-term perspective, its
natural gas production capacity. As part of thegmmme, PGNIG S.A. plans to develop new deposits
and wells, modernise and expand the existing gadugtion facilities, build new underground gas
storage facilities and expand the existing ones.

Plans for 2015 provide for an annual natural gaslyetion volume of approximately 4.1 bem of high-
methane gas equivalent with a calorific value a639J/cm. The Company will produce natural gas
from fields located in Poland and Pakistan. Witthie Sanok Branch area, plans for 2015 include
launch of production from two wells on the Przéhproducing field, as well as launch of production
from the new Zalze field. Within the Zielona Goéra Branch area, itplenned that in 2015 the
production will be launched from new wells on thasRewo, Zanien#y and Wilkéw fields.

In 2015, PGNIG S.A. plans to produce 0.76 millionnes of crude oil.

6. Risks related to exploration and production

Resource discoveries and estimates

The main risk inherent in exploration activities ttee risk of failure to discover resources, i.e.
exploration risk. This means that not all the iffeed potential deposit sites actually have demosft
hydrocarbons which can qualify as an accumulation.

The reserves estimates and production projectianshbe erroneous due to imperfections inherent in
the equipment and technology, which affect the iualf the acquired information concerning the
geological factors and the characteristics of thpogit site. Irrespective of the methods appliedad
on the volume and quality of commercial reservesratie oil and natural gas is always an estimate.
Actual production, income and expenses relating given deposit may significantly differ from the
estimates. The weight of this risk is further iraged by the fact that in the full business cyck th
period from the commencement of exploration to lech of production from a developed field
takes six to eight years, while the productionddsom 10 to 40 years. Formation characteristics
determined at the stage of preparing the relevactimentation are reviewed after production starts.
Each downgrade of the size of reserves or produdiitantities may lead to a lower revenue and
adversely affect PGNIG S.A.’s financial performance

Exploration for unconventional deposits of gas

The risk associated with exploration for unconvamai deposits of gas in Poland relates to the ddick
confirmed presence shale gas andtight gas. Furthermore, even if existence of in-place petroi is
confirmed, its production may prove uneconomic doieénsufficient gas recovery rates and high
investment expenditure necessary to drill wells aeodstruct production facilities. Another material
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factor is connected with difficult access to uncamional gas plays given the environmental
regulations and the necessity to obtain the landosiiconsent for access to the area.

Delayed work

Under the applicable Polish legal regulations, iolrig a licence for exploration for and appraisil o
crude oil and natural gas deposits lasts from onene and a half years. On foreign markets, such
procedures may take even two years from the tirae ttte winning bid is awarded in a licensing
tender for until the relevant contract is ratifigerior to the commencement of field work, the
Company is also required to make a number of aeraegts, including obtaining formal and legal
permits and approvals for entering the area, mgeatimvironmental protection-related requirements
and, in some cases, requirements related to pimteof archaeological sites, and abiding by the
regulations governing tenders held to select araotur, which delays execution of an agreement with
a contractor by another few months. Frequentlywhéing time for customs clearance of imported
equipment is very long. These factors create gleai delays in the start of exploration work.

Formal and legal hurdles beyond PGNIG S.A.’s cdnt@ude:

* local governments’ failure to approve local zoniptans or amendments to those already
approved;

» obstacles in having investment projects incorparateo the local zoning plans;

* need to obtain and comply with administrative dneotformal and legal decisions, including
environmental decisions or building permits;

* amendments to the current investment project;

» oObstacles in obtaining permission from land ownemnter the site.

These factors significantly delay implementationnyestment projects and commencement of on-site
construction work. Further, PGNIG S.A.’s obligatitm comply with the Public Procurement Law
frequently protracts the tender procedure. Notafesppeal and complaints submitted by bidders lead
to lengthy court proceedings and, consequentlyddtays in implementing an entire project. A
protracted investment process exacerbates thealeted to estimation of capital expenditure.

Cost of exploration

Exploratory work is capital intensive, given thecps of energy carriers and materials. Cost of
exploratory work is especially sensitive to steetgs, which are passed onto prices of casing pipes
and lifting casing used in drilling. An increase prices of energy and materials translates into an
increase in the cost of exploratory work. Moreoverofitability of foreign exploration projects
depends to a significant extent on the prices bderivative products and on exchange rates. To
reduce drilling costs, PGNIiG S.A. introduced ttaly rate system into its drilling contractors
selection procedure in 2011.

Competition

Both on the Polish market and abroad there iskaoficompetition from other companies in the area
of acquisition of licences for exploration for arappraisal of hydrocarbon deposits. Certain
competitors of PGNIG S.A., especially those acgil@bally, enjoy strong market positions and have
greater financial resources than those availabld®®NiG S.A. Thus, it is probable that such
companies would submit their bids in tender procesiiand be able to acquire promising licences,
offering better terms than PGNIG S.A. could offéven its financial and human resources. This
competitive advantage is particularly importantloa international market.
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Political and economic situation in the regions reheGNiG S.A. operates

In some countries where the Company conducts eaqor activities there is a number or risks, which
may lead to a limitation, suspension or even diBoaation of the exploration and production
activities. These risks include armed conflictgrdast attacks, social or political unrest, intain
conflicts and civil disturbance.

In 2014 in Pakistan, a group of armed members @fRimd tribe blocked access to the Rizg-1 well,
preventing any drilling work. For this reason, PGNs5.A. suspended its operations in the area and
declared a force majeure event. After the situasitabilised, the drilling was resumed in October
2014. However, on the night of November 12th andeyiaber 13th, the area came under a gun fire
attack that lasted for about half an hour. Follayihe incident, agreements were signed with local
residents for the provision of security service$soA consultations were held with well service
companies (mainly Exalo Drilling S.A.) and the coamders of Rangers units, as a result of which the
area was placed under increased security. Dedpétge tmeasures, work on the Rizg-1 well was
disrupted on two more occasions. Consequently, BGINA. again suspended the well operations and
declared force majeure on November 28th 2014, extexgpits staff from the area on November 30th.
Work on Rizg-1 was resumed on December 25th 2014.

In certain countries, operations of exploration pames may be hindered by a lack of adequate
infrastructure, which may be an obstacle in transpgp equipment, personnel and materials to the
sites. Also, frequent changes to national leg@hatnay lead to suspending or limiting the scope of
exploration.

Unforeseen events

Hydrocarbon deposits developed by PGNIiG S.A. atmllyslocated at great depths, which involves

extremely high pressures and, in many cases, #sepce of hydrogen sulfide. Consequently, the risk
of hydrocarbon blowout or leakage is very high, etthin turn may pose a threat to people (workers
and local population), natural environment and pobdién equipment.

Safety, environmental protection and health reopriat

Ensuring compliance with environmental laws in Rdlaand abroad may significantly increase
PGNIG S.A.'s operating expenses. Currently, PGNi&. $curs significant capital expenditure and
costs on ensuring compliance of its operations withr more complex and stringent regulations
concerning safety and health at work, as well asr@mmental protection. The act of May 18th 2005
amending the Natural Environment Protection Law egrdiain other acts (Dz.U. No. 113, item 954 of
June 27th 2005) rendered the regulations goverttiegexecution of projects which might affect
Natura 2000 sites more stringent and enhancedwismamental protection-related requirements with
regard to entering the areas of the occurrencerabqted plant species and habitats of protected
animals.
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Section VI: Trade and Storage

The principal activity of the segment is trade atural gas. Gas sold by the segment sells is mainly
imported, but also domestically produced. Saleadfiral gas through the distribution and transmissio
network is regulated by the Polish Energy Law, @ad prices are determined based on tariffs
approved by the President of the Energy Regula@ffice (except for the natural gas sold at the
Polish Power Exchange). The segment also tradeteatricity, certificates of origin for electricity
and CQ emission allowances. The segment operates sevdarground gas storage facilities
(Brzeznica, Husow, Mogilno, Strachocina, Swarzéw, Wiemeglte and Kosakowo).

On August 1st 2014, PGNIG Obrét Detaliczny Sp.az oommenced its operations, taking over a part
of PGNIG S.A.’s retail customer portfolio by way wfiversal succession.

1. Purchases of natural gas

In 2014, PGNIG S.A. purchased gas from abroad tnd, limited extent, from domestic suppliers.
PGNIG S.A. bought natural gas mainly under the emgents and contracts listed below, i.e. the long-
term contract with OOO Gazprom Export and shord amedium-term gas supply contracts with
European suppliers:

» Contract with OOO Gazprom Export for sale of ndtgas to the Republic of Poland, dated
September 25th 1996, effective until December 3082;

* Individual transactions for natural gas suppliesluding with the use of reverse flow on the
Yamal Pipeline, with PGNIG Sales & Trading GmbH;

»  Agreement with VNG-Verbundnetz Gas AG for saleLaéw natural gas, dated August 17th
2006, effective until October 1st 2016;

» Individual Agreement with Vitol S.A. for sale of tu@al gas, dated May 13th 2011, effective until
October 1st 2014.

The table below presents the structure of natuaal gurchases from suppliers, measured as high-
methane gas equivalent.

Structure of natural gas purchases

2014 2013
GWh mcm % mcm %
Foreign suppliers: 108,711 9,700 96% 10,850 97%
- Gazprom Export 90,733 8,097 83% 8,733 80%
- Other foreign suppliers 17,978 1,603 17% 2,117 20%
Domestic suppliers: 4,082 368 4% 390 3%
- Power exchange 409 37 10% 0 0%
- Other domestic suppliers 3,6/73 331 90% 390 100%
Total 112,793 10,068 100% 11,240 100%
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New contracts

On December 9th 2014, PGNIG S.A. and Qatar Ligdeftas Company Limited (3) executed a
supplementary agreement to the contract for salejeéfied natural gas (LNG) of June 29th 2009.
The supplementary agreement alters the terms oohwthie contract is to be performed throughout
2015. The gas volumes originally intended for PGNB@\. in 2015 will be transferred by Qatar
Liguefied Gas Company Limited (3) to other markd®&NIG will cover the potential difference
between the LNG price specified in the contract taedmarket price obtained by Qatar Liquefied Gas
Company Limited (3).Should the price be lower tHRBNIG finds satisfactory, any unsold LNG
supplies will be shifted to subsequent years of ¢batract. The supplementary agreement also
specifies the terms on which PGNIG S.A. and Qatquéfied Gas Company Limited (3) will agree
LNG supplies in 2015, once thwinoujscie terminal achieves full operational functionaliThe
agreement eliminates the risk of PGNIG S.A. havwmgay for uncollected LNG in 2015 under the
take or pay clause.

On November 1st 2014, PGNIG S.A. requested OOO @azftksport to renegotiate the price of
natural gas supplied by OOO Gazprom Eksport urtkercontract for sale of natural gas to Poland,
dated September 25th 1996, with a view to reduttiagprice.

2. Sales of natural gas

The key products sold by the Trade and Storage segane high-methane gas and nitrogen-rich gas.
PGNIG S.A. sold gas on the Polish market.

In 2014, gas sales of the Trade and Storage sedotatiéd 13,073 mcm and were ca. 7% lower than
in 2013, chiefly on the back of higher averagetainperatures in 2014 and growing activity of other

players on the gas market, which was in the prockdsregulation. The table below presents sales of
natural gas in the Trade and Storage segment.

Sales of natural gas

2014 2013

GWh mcm mcm
Natural gas, including: 145,713 13,073 14,129
- high-methane gas 139,850 12,543 13,603
- nitrogen-rich gas* 5,863 530 526

*Measured as high-methane gas equivalent.

Since August 1st 2014, supplies of natural gas&8m@GNiG S.A.’s customers have been provided
by PGNIG Obrot Detaliczny Sp. z 0.0. PGNIG S.A. toares to supply gas to 114 customers from the
industrial, wholesale and commercial groups. In£04as was purchased in largest amounts by
industrial customers (mainly in the chemical, @fiming, petrochemical and metallurgical sectors).

The table below presents the structure of salesifral gas by customer groups.
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Gas sales by customer groups

Industrial customers 66,582 5,972 8,127
Commercial customers 9,214 825 1,702
Households 23,852 2,132 3,919
Wholesale customers 4,331 403 231
Exports - - 84
Exchange 41,734 3,741 66

*Measured as high-methane gas equivalent.

Structure of natural gas sales to industrial customers in 2014

Other industrial

customers
16% -

Nitrogen plants
29%

Producers ofbuildin
materials and ceramics
5%

Glass works
9%

Power and CHP plants
5%

Iron and steel works

6% Heat-generating plants

2%

Food industry Refining and
7% petrochemical
industries
21%

New contracts

On January 30th 2014, PGNIiG S.A. and KGHM Polskeed”iS.A. signed an annex to the
comprehensive gas fuel supply contract of July 2h0 for the period until June 30th 2033. Under
the annex, the annual volume of gas supplies wédscesl from 266 mcm to 41.5 mem. The change
follows from a decision by KGHM to reduce the outpfl co-generated electricity and heat due to
changes in the co-generation support mechanismfanprices of electricity. The estimated value of
the annexed contract is approximately PLN 830m. Jdrties may restore the original supply volume
in the future. The parties also signed annexebreetother contracts for gas fuel supplies to KGHM,
i.e. the contracts of September 25th 2001, Jandtryl999, and October 1st 1998. The annexes
changed only the duration of the contracts, frodefmite term to the period until June 30th 2033.
The estimated aggregate value of the three cost@atr their entire term is approximately PLN
2.8bn.
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3. Electricity

In 2014, PGNIG S.A. engaged in wholesale tradinglectricity and related products in Poland and
Germany. In Poland, the Company traded on the O&atkeh under EFET (European Federation of
Energy Traders) standard agreements and throuddensrcand also at the Polish Power Exchange. In
Germany, the Company engaged in spot contractngagin the EPEX (European Power Exchange)
Spot market, and in the inter-system Poland-Gernextyhange (between the areas covered by PSE
and 50 Hertz Transmission).

In 2014, PGNIG S.A. purchased electricity from PGNTERMIKA S.A., on the Polish Power
Exchange and on the OTC market (under standardi$d€il contracts) In 2014, electricity sales
totalled 7,282 GWh, up 96% year on year, chieflytbe back of increased trading on the Polish
Power Exchange and higher sales to trading compameler EFET contracts. The table below
presents sales of electricity by customer group.

Sales of electricity (GWh)

2014 % 2013 %
End user 260 4% 98 3%
Trading companies 2,869 39% 1,399 38%
Balancing market 425 6% 455 12%
Exchange 3,728 51% 1,767 48%
Total 7,282 100% 3,719 100%

4. Storage

The Trade and Storage segment uses for its owrsrteedworking capacities of the Wierzchowice,
Huséw, Strachocina, Swarzow and Bmzea underground gas storage facilities, as wellthes
Mogilno and Kosakowo underground gas storage cafeaitities. A part of the working capacity of
the Mogilno facility, which was made available t&B GAZ-SYSTEM S.A., is not a storage facility
within the meaning of the Polish Energy Law.

Short-term peak fluctuations in demand for natgad may be balanced by the supplies from the
Mogilno and Kosakowo facilities, where gas is stioie worked-out caverns. The capacities of the
Wierzchowice, Huséw, Strachocina, Swarzéw and Brioa facilities are used to minimise the effect
of changes in demand for natural gas in the sunamemwinter seasons, to meet the obligations under
the take-or-pay import contracts, to ensure thdioity and security of natural gas supplies, amd t
meet the obligations under contracts for gas dedisgo customers’ premises.

The capacities of the Wierzchowice, Huséw, Mogibrad Strachocina facilities are also used by
PGNIG S.A. to meet its obligation to maintain matoetya stocks, imposed by the Act on Stocks of
Crude Oil, Petroleum Products and Natural Gas,akas on the Rules to be Followed in the Event of
Threat to National Fuel Security or Disruptionstbea Petroleum Market, dated February 16th 2007.

By way of a decision of May 16th 2014, the Presideinthe Energy Regulatory Office expanded
Operator Systemu Magazynowania Sp. z 0.0.’s liceaageflect the increased working capacities of
Wierzchowice (up from 575 mcm to 1,200 mcm) anda@tocina (up from 330 mcm to 360 mcm)
facilities, and to include the Kosakowo cavern Ifaci(51.2 mcm). The table below presents the
working capacities of underground storage facdites at December 31st 2013 and December 31st
2014.
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Working capacities of the Trade and Storage sedmstarage facilities

2014 2014 2013

GWh* (mcm) (mcm)
Brzeznica under_ground 713 65.0 65.0
gas storage facility
Husow underground gas
storage facility 3,840 350.0 350.0
Mogilno Undergroun_o_l Ga 4.476 407.9 407.9
Storage Cavern Facility
Kosakowo undergrounq' 562 512 0.0
gas storage cavern facility
Strachocina un(_j(_erground 3.950 360.0 330.0
gas storage facility
Swarzow un_derground ga 088 90.0 90.0
storage facility
Wierzchowice
underground gas storage 13,167 1,200.0 575.0
facility
Total 27,696 2,524.1 1,817.9

*Converted to gas with a calorific value of 39.5/M3J

5. Planned activities

Purchases of natural gas

In 2015, PGNIG S.A. will continue to purchase imedrgas under the long-term contract with OOO
Gazprom Export and under short- and medium-termsgaply contracts with European suppliers.
With a view to optimising the costs of gas procueaeimthe Company will purchase natural gas on the
German market, under short-term contracts. Thengiade delivered using the virtual reverse flow
service on the Yamal gas pipeline. In 2015, the amy expects to receive the first supplies of LNG
under the contract with Qatar Liquefied Gas Companyited (3). The actual date when supplies to
customers are launched depends orSthimoujscie regasification terminal achieving full operaitab
functionality.

Co-generation support mechanism

On April 30th 2014, the Act Amending the Energy Land Certain Other Acts came into force and
reinstated the co-generation support mechanismetJtiee Act, energy utilities selling electricity to
end users are obliged to purchase and redeemrceudaiber of certificates of origin for electricity
produced by co-generation. The reinstated mechanigich supports CHP plants, creates an
opportunity for PGNIG S.A. to increase the volunfigi@s sold in this segment.

Storage

In 2015, PGNIG S.A. will continue work on extenditing Mogilno cavern facility and will commence
to extend the Brzmica facility. The Company will also continue thenstruction (begun in 2007) of
the Kosakowo underground gas storage cavern formigthane gas.

Page 36 of 59



Directors’ Report on the Operations of PGNiG SiA2014

6. Risks related to trade and storage

Derequlation of natural gas prices

The pending deregulation of the Polish gas markdtound to trigger major changes, in the market
itself and in the related legal framework. In 2042natural gas market was launched on the Polish
Power Exchange. Under a decision of the PresidetiteoEnergy Regulatory Office, gas trading on
the exchange is exempt from the tariff obligatibarthermore, it is expected that prices of gasfat
users will be gradually liberalised. The first @mer group in respect of which the tariff requirete
will be disapplied includes customers who purchasece than 25 mcm of natural gas in the previous
calendar year.

As regards gas trading on the Polish Power Exchdhgee is a risk that revenues from sale of natura
gas will be lower than the cost of its purchasea aesult of the growing disparity between market
prices of gas and of petroleum products, whichisfiuence the prices in long-term import contsact

Competition

Regardless of the gas price liberalisation, in 2BGNIG S.A.’s customers increasingly often used
alternative natural gas suppliers. This trend wastiqularly prevalent among major industrial
customers. The situation was caused mainly by tleeg of natural gas on western markets, which
were lower than prices in PGNIG S.A.’s tariff. Trede at which this trend continues indicates that
failure to deregulate prices for this customer gretrengthens the risk that the volumes of gasispld
PGNIG S.A. will decrease.

In addition, in August 2014 PGNIiG Obrét Detalicz®p. z 0.0. took over PGNIG S.A.’s retall
customer portfolio. Thus, the company has becoreeldlgest retail supplier of natural gas, while
PGNIG S.A. has maintained its leading positionf@wholesale market.

Take-or-pay gas delivery contracts

PGNIG S.A. is a party to three long-term take-oy-pantracts for gas fuel deliveries to Poland. The
most important of these are the contracts with OG&prom Export and Qatar Liquefied Gas

Company Limited (3). Assuming that PGNIiG S.A.’s tauser portfolio remains unchanged, the

volume of gas imports specified in the take-or-gaytracts will limit its purchases of spot gas,

currently the most attractively priced. In the evehloss of market share by PGNIG S.A,, there is a
risk that the Company would be forced to look femrways to utilise the surplus gas volumes in its
portfolio. Otherwise, the Company might have to fimythe gas it has not collected (under the take o
pay clauses) or sell its excess volumes at negatargins.

On December 9th 2014, PGNIG S.A. and Qatar Ligdeftas Company Limited (3) executed a
supplementary agreement to the contract for salejeéfied natural gas (LNG) of June 29th 2009.
The agreement eliminates the risk of PGNIG S.A.ifdto pay for uncollected LNG in 2015 under
the take or pay clause.

Another risk is that with the existing contracterand market conditions, the tariffs approvedhey t

President of the Energy Regulatory Office will mover PGNIG S.A.’s weighted average cost of gas
purchase.
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Disruptions to gas supplies from countries eaftadéind

In the period from September to December 2014, tifiemof natural gas supplied by OOO Gazprom
Export were lower than those ordered by PGNIG SA.meet customer demand for gas and to
continue gas injection into underground storage Gbmpany imported the missing volumes from the
west (through Mallnow, Laséw) and the south (Cie3zWMoreover, in late October the Company
started withdrawing gas from underground storageaas of the commercially available capacities.
Given the continuing political instability in Ukree, there is a risk of further limitations in gas
supplies.

Obligation to diversify imported gas supplies

The Council of Ministers’ Regulation of October R2000 on the minimum level of diversification of
foreign sources of gas supplies prescribes thermari share of gas imported from a single country in
total gas imports in a given year. In 2015-2018,share may not exceed 59%.

In previous years, the President of the Energy Régy Office instigated administrative proceedings
to impose a fine on PGNIG S.A. for its failure wnaply with the diversification requirement in 2007,
2008, 2009, 2010 and 2011. In a letter of Aprilli28014, the President of the Energy Regulatory
Office notified PGNIG S.A. of administrative prodiegs being instigated to impose a fine on PGNIG
S.A. for its failure to comply with the obligatida diversify supplies of imported gas in 2012.

As long as the Regulation is not amended, the asiof the Energy Regulatory Office will be able
to impose fines on the Company for failing to coynpiith the diversification requirement until gas
starts to be supplied from other sources (e.gutiiiadhe LNG terminal). For failing to comply with
the obligation to diversify supplies of importedsgam 2007-2008, the President of the Energy
Regulatory Office imposed a fine of PLN 2,000,006 the Company. The Polish Court of
Competition and Consumer Protection reduced thalpeno PLN 1,500,500. Having examined
PGNIG S.A'’s appeal, on January 14th 2015, the ¥aiGourt of Appeals issued a decision reducing
the fine further, to PLN 500,000. On January 3@h5, the Company paid the fine. Following receipt
of the written statement of reasons from the Cotidppeals, PGNIG S.A. will consider lodging an
appeal in cassation.
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Section VII: Other Activities

PGNIG S.As organisational unit classified in th@ther Activities segment is the Central
Measurement and Testing Laboratory Branch. The d@rgrovides services ensuring accurate and
reliable measurements of natural gas quality arldnve. It also performs calibration, attestation,
compliance verification, and testing of measurenaaxtices and systems used in the natural gas
industry, including testing of new measurement andlysis apparatus. The Laboratory also offers
occupational training and advisory services, issopmions, prepares expert reports, as well as
validates and supervises field quality-testing fabaries.

In 2014, the Laboratory’s main areas of activitylinled:

* Metrological inspections of measurement systemsthmn Yamal-Europe transit gas pipeline
(Polish section),

» Metrological inspections of measurement systenisdatstrial customers’ metering stations (28
facilities, including first-time inspection of arNG regasification station),

» Checking and evaluation of natural gas measuresystems for the purposes of assessment of
CO, emissions by large industrial emitters,

* Measurement oversight of process analyser systemsthe evaluation of gas quality in
transmission and distribution networks, at producsites and in storage facilities,

» Validations and measurement supervision of thed filaboratories controlling the quality of
natural gases,

» Testing the feasibility of using ultrasound gasemgtincluding clamp-on meters (stage Il),

» Optimisation testing of equipment for measuring tgasperatures inside pipelines,

» Development of analytic procedures, technical ctbasay, mainly for LNG quality control and
measurements (as part of preparatory work for danep of the LNG terminal iSwinoujscie),

» Development of a methodology for and analysis o&.&hipped by road tankers.

In 2014, the Laboratory also continued to work iwoasortium building a laboratory for high-pressure
gas meter calibration — a project carried out byPOGAZ-SYSTEM S.A. As a consortium member,
the Laboratory is responsible for the preparatibndocumentation for the laboratory’s quality
management system. Also in 2014, the Laboratorgneddd the range of occupational training to
include LNG measurement and analytics, and recaweduthorisation to conduct examinations and
award professional licences. The Laboratory maielydered its services to PGNIG Group entities,
including Polska Spétka Gazownictwa Sp. z 0.0., BBPRL GAZ S.A. and OGP GAZ-SYSTEM
S.A.

Planned activities

The Laboratory intends to continue the organisasiod provision of industry training programmes
that it launched in 2013. These involve trainingggammes in power engineering, construction and
operation of gas networks, as well as verificatbddrgas network construction, safety-at-work, fire-
fighting, LNG measurement and analytics, and emvirental protection qualifications (as part of
measurements of natural gas quality and volumesantple collection). In addition, in the first haff
2015 the Laboratory intends to complete the perdmire optimisation testing of systems for
measuring gas temperatures in pipelines. It wamtmaintain its position as the leading research
laboratory and attestation centre, carrying outrohegical inspections of measurement systems and
devices used in the natural gas industry. The latboy also intends to remain the key laboratory in
the area of quality assessment of natural gasedl ¢ypes and forms, including LNG, CNG and
biogas; evaluation of measurement and process seradystems used to estimate,@missions and
other types of emissions; settlement of gas fuelsnits of energy; and measurement supervision of
field laboratories.
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Section VIII: Investments

In 2014, capital expenditure incurred by PGNIG A .property, plant and equipment and intangible
assets was PLN 1,176m, having gone down by ca.y&&#on year. The table below presents PGNIG
S.A’’s expenditure in the individual segments.

Capital expenditure (PLNm)

2014 2013
Exploration and Production 846 1,020
Trade and Storage 330 465
Other Activities 0 0
Total 1,176 1,485

Below are described the key capex projects impléateby PGNIG S.A. in 2014.

Exploration and Production

The expenditure of PGNIG S.A. on exploration wonkocainted to PLN 451m. It included chiefly the
cost of geophysical surveys, six wells drilled wjtbsitive results, and wells on which work is still
under way.

The segment’s other investment projects involved development of documented gas reserves
(including already producing fields), projects exted to sustain or restore hydrocarbon production
rates, and projects for the operation of the hyaifoen production area. The key investment projects
included:

» Completion of development of the Lisewo and Komagas fields,

» Completion of development of a well in the Radi#id,

* Completion of development of the Mawice-3K well,

» Completion of drilling work and commencement of elepment of a well in the Daszewo field,
»  Drilling work and development of wells in the Bisko field,

»  Drilling work and development of wells in the Pragifield,

» Development of the Keipol 19 well.

Trade and Storage

The capex of the Trade and Storage segment amotmtedN 330m. Major investment projects in
2014 included construction and extension of unaengd gas storage facilities, including:

*  Wierzchowice underground gas storage facility —oeah of defects in the power section (the
turboexpander),

» Kosakowo underground gas storage cavern facilityn—-December 2014, following final
acceptance, two caverns (K-2 and K-3) started tlillbd with gas. Moreover, construction of the
K-5 cavern was continued and 5 more holes werkedribr construction of new caverns,

» Mogilno underground gas storage cavern facilithe Z-15 cavern started to be filled with gas;
gas also started to be pumped into the Z-17 cawdnite construction of the Z-16 cavern was
continued,

» Huséw underground gas storage facility — extensifaiie storage facility to bring its capacity up
to 500 mcm was completed in December 201the facility started to be filled with gas; total
expenditure on the project amounted to PLN 64m.
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On April 2nd 2014, PGNIG S.A. terminated its contravith the consortium contracted to carry out
construction work at the Wierzchowice undergrourd gtorage facility, comprising PBG S.A. w
upadiéci uktadowej (in company voluntary arrangement)criimont S.p.A., Société Francaise
d’Etudes et de Réalisation Equipements Gazier S@AZ Plynostav Pardubice Holding A.S. and
Plynostav — Regulace Plynu A.S. in organisatioralkibuptcy. The grounds for the termination were
improper performance of the project in conflict withe contract, as well as a delay in execution of
work exceeding 30 business days, which continueddtified even though the consortium had been
given an extended deadline to remove the defadle Work related to the power section (the
turboexpander) of the Wierzchowice underground siagage facility will be completed by PGNiG
Technologie S.A.

In 2014, PGNIG S.A. completed a project consistingLNG-based distribution of gas fuel to
customers in Etk and Olecko. This project was & phan initiative to switch Pisz, Etk, Suwalki and
Olecko to high-methane gas (PESO project), andhmedoconstruction of an LNG regasification
station and two-step pressure reduction, meterimdy @orising stations in Etk and Olecko, and
switching customers in those towns to high-methgage Total expenditure on the project amounted to
PLN 11.9m.
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Section IX: Environmental protection

Well and extraction pit abandonment

Pursuant to the Polish Geological and Mining LaigNfG S.A. is required to properly abandon
worked-out extraction pits, eliminate the dangett egpair any damage caused by mineral extraction,
and restore the land to its original condition.dgjimg of wells and pits prevents leakage of cruitle o
and natural gas to the surface and into water esufSurthermore, if gas wells remain unplugged,
there is a risk that escaping gas could accumuladsing a fire hazard. In 2014, plug and
abandonment operations were performed on a tot#h efells and 34 extraction pits.

Carbon emissions trading scheme

In 2014, the Zielona Goéra Branch and the Odolandéanéh, the Mogilno Underground Gas Storage
Cavern Facility, the LMG crude oil and natural gaeduction facility, Wierzchowice Underground
Gas Storage Cavern Facility, and Kosakowo Undergidbas Storage Cavern Facility were covered
by the carbon dioxide emissions trading scheme YET® 2014, CQ emissions from these
installations reached 146,589 Mg. In 2014, PGNi&. &viewed annual reports on its carbon dioxide
emissions for 2013. Carbon emissions from the liasitans covered by the EU ETS scheme in 2013
totalled 84,961 Mg. After reconciling its G@missions with emission rights held, and afteeesing
the allowances allocated for 2013, a deficit 0828, Mg CQ free emission units was identified. The
deficit was covered with reserves accumulated énabcounts of PGNiG's installations (unused free
allocations from previous years) and with allowangeirchased on the Intercontinental Exchange
Futures Europe. In the current trading period (28Q30), the free allocation of GQGemission
allowances covers only a part of the actual emissidhe free allocations will decrease gradually,
reaching zero in 2027.

Land reclamation and non-productive asset surveying

Pursuant to the Environmental Protection Law, PGISI@. conducts diagnostic tests, surveys and
land reclamation work in areas polluted in the seusf past activities, with a view to restoringrthe
to the condition required under the environmentalligy standards. In 2014, work was completed on
a real property located in Warsaw usingirusitu bioremediation method. Through the application of
a biopreparation made on the Company’s instructiom indigenous microorganisms, within two
years the soil was cleaned up to a standard typicaervice/industrial areas. The Company also
monitored the soil-water environment of the reckdhtandfill site and a property in Zabrze.

REACH and CLP

In 2014, PGNIG S.A. was supervising the compliamgés subcontractors using chemical substances
for well treatments with the regulations of the &pgan Parliament and of the Council of the
European Union on safe use of chemicBIEACH) and on the classification, labelling and packggin
of substances and mixtureSLP). The Company also drew up contractual provisitm$e included

in its hydraulic fracturing, mud and cementing smvagreements, concerning the use of chemical
substances and mixtures, which would facilitatedbwtrol of related hazards and ensure compliance
with all requirements imposed by Polish and EU laiisthe request of the Polish Exploration and
Production Industry Organization, the Company alsmpiled a list of all substances and mixtures it
had used for fracturing operations.
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Section X: Other information

Distribution of the 2013 profit

On May 15th 2014, the Annual General Meeting of R&N5.A. passed a resolution on the

distribution of the 2013 net profit of PLN 1,688.6Mhe profit was distributed as follows:

 PLN 797.0m was allocated to the Company’s statutesgrve funds,

 PLN 885.0m was allocated for dividend paymentsi¢@ind per share of PLN 0.15),

 PLN 6.6m was allocated to cover accumulated losden over by PGNIG S.A. on merger with
PGNIG Energia S.A.

The Annual General Meeting of PGNIG S.A. set Augl4th 2014 as the dividend record date and
September 4th 2014 as the dividend payment date.

Discharge granted to Management Board and Supeyiszard members in respect of their duties

On May 15th 2014, the Annual General Meeting of R&HN.A. approved the financial statements and
the Directors’ Report on the operations of PGNIG\.Sas well as the consolidated financial
statements and the Directors’ Report on the omeratdf the PGNIG Group, and granted discharge to
members of the Management and Supervisory Boar@GofiG S.A. in respect of their duties in the
financial year 2013.

PGNIG tax group agreement

The PGNIG tax group, set up for the purpose of aettng for corporate income tax, was registered
on February 24th 2014, and commenced operationg\il 1st 2014. The PGNIG tax group
comprises the following companies: PGNIG S.A., PGNDbrét Detaliczny Sp. z 0.0., Polska Spétka
Gazownictwa Sp. z 0.0., PGNIiG TERMIKA SA, Operateystemu Magazynowania Sp. z 0.0.,
PGNIiG SPV 5 Sp. z 0.0., PGNIG SPV 6 Sp. z 0.0., B&NIG SPV 7 Sp. z 0.0. The PGNIG tax
group agreement covers three consecutive tax yiears,

*  April 1st—-December 31st 2014

» January 1st-December 31st 2015

» January 1st-December 31st 2016

The other PGNIG Group companies are separate @payers.

Proceedings before the President of the Polislkc®tif Competition and Consumer Protection

(UOKIK)

On December 28th 2010, the President of the PQlfflce of Competition and Consumer Protection
(“UOKIiK") instigated, ex officio, anti-trust proceings concerning alleged abuse by PGNIG S.A. of
its dominant position on the domestic natural ghslesale market, which consisted in inhibiting sale
of gas against the interests of other businesg@ay consumers and in impeding the development of
market conditions necessary for the emergence @la@ment of competition by refusing to sell gas
fuel under a comprehensive supply contract to drepreneur that intended to further resell the gas,
i.e. NowyGaz Sp. z 0.0. of Warsaw. In its decisadrduly 5th 2012, the President of UOKIK found
these practices to be anti-competitive, concluthatl PGNiG S.A. had discontinued those practices as
of November 30th 2010, and imposed on the Compafiryeaof PLN 60,016,474.40. On July 24th
2012, PGNIG S.A. filed an appeal against the degi®f the President of the UOKIK with the
Competition and Consumer Protection Court at thgidtal Court of Warsaw. In the judgement of
May 12th 2014, the Regional Court of Warsaw disedsBGNiG’s appeal. On June 4th 2014, PGNIG
S.A. appealed against the decision to the Warsawt@d Appeals. As at the date of this report, the
Warsaw Court of Appeals had not notified PGNIiG SiPa hearing date.
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On February 22nd 2013, the President of UOKIK getiéd anti-trust proceedings concerning alleged
employment by PGNIG S.A. of practices infringinglective consumer interests. The President of
UOKIK accused PGNIG S.A. of using provisions cléedias abusive clauses in contract forms based
on which comprehensive gas fuel supply contractscancluded. PGNIG S.A. voluntarily agreed to
revise the above contract forms with respect togtestioned clauses. By virtue of a decision okJun
28th 2013, the President of the UOKIK resolvedtnampose a fine on PGNIiG S.A. and obligated the
Company to fulfil its commitment. On July 29th 20I2GNiG S.A. notified the President of the
UOKIK that it had fully complied with the obligatidimposed on it by virtue of the above decision.

On April 3rd 2013, the President of UOKIK instigatenti-trust proceedings concerning alleged abuse

by PGNIG S.A. of its dominant position on the dotitesvholesale and retail natural gas market,

which consisted in impeding the development of raadonditions necessary for the emergence or

development of competition by:

* limiting the ability of business customers to reglwrdered volumes of gas fuel and contractual
capacity,

* limiting the ability of business customers to régek fuel,

* requiring that business customers define the maximolume of gas fuel purchased for resale in
the contract,

» refusing to grant wholesale customers the riglat partial change of supplier.

In the course of the proceedings, PGNIG S.A. va@ltlyt agreed to revise certain provisions in
contracts with its non-household customers. Byueirbf a decision of December 31st 2013, the
President of UOKIK resolved not to impose a finetlom Company and obliged the Company to fulfil
its commitment. PGNIiG S.A. complied with the obtigas imposed by the decision of the President
of UOKIK within the prescribed time limits. On Augulst 2014, PGNIG Obrot Detaliczny Sp. z o.0.
took over the gas retail business from PGNIG S.Ad @onsequently assumed all rights and
obligations under the decisions issued by the éeesiof UOKIK on the basis of the Act on
Competition and Consumer Protection to the extesy telated to agreements to which PGNIG Obrot
Detaliczny Sp. z 0.0. became a party. PGNiG Obrétalitzny Sp. z o0.0. is in the course of
performing the obligation (to the extent correspngdo its scope of business) imposed under the
decision of the President of UOKIK dated Decemliest 2013.

On October 17th 2014, the President of UOKiIK comoeehadministrative proceedings to impose a
fine under Art. 107 of the Act on Competition an@nSumer Protection of February 16th 2007
(consolidated text in Dz.U. of 2015, item 184) dBNRG S.A. and PGNIG Obr6t Detaliczny Sp. z 0.0.
on suspicion of a delay in compliance with Sectlpd) of the conclusion of the President of

UOKIK’s decision of December 31st 2013. On the samage, PGNIG S.A. and PGNIG Obroét

Detaliczny Sp. z 0.0. were requested to providdaggtion within 21 days. In their response, PGNIiG
S.A. and PGNIG Obrot Detaliczny Sp. z 0.0. presmeunds for their actions and their position
whereunder such actions comply with Section I)#}he conclusion of the President of UOKIK's

decision of December 31st 2013. By the date of ridyport, the President of UOKIK had not issued
any final ruling on the case.

Collective dispute with the employer

On October 21st 2014, an agreement was executadgetite collective dispute between the trade
unions active at PGNIiG S.A. and the Management o&iPGNiG S.A. The collective dispute was
initiated on July 9th 2014 after the Company’s Mgeraent Board decided not to grant the demands
put forward by the PGNIG trade unions, which coneer setting the remuneration growth rate for
2014 at 5.59% per year, increasing the value othkers to PLN 2,000 per year, and revoking the
termination of Agreements on Annual Bonus of Ma&fth 2013 and June 24th 2013. In the
agreement that was reached, the parties decidegihgamther things, to waive the remuneration
growth in 2014, limit the value of vouchers distiied to employees in 2014 to PLN 1,500 and
recognise the termination of Agreements on AnnwaiB of March 27th 2013 and June 24th 2013 as
effective.
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Proceedings with a value in excess of 10% of thegamy’s equity

In 2014, neither PGNIG S.A. nor its subsidiariesavengaged in any proceedings before a court,
arbitration tribunal or administrative authoritynm®rning liabilities or claims whose value (whethrer
any single case or in two or more cases jointlylil@epresent at least 10% of the Company’s equity.
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Section XI: Financial performance

1. Financial performance in 2014

The financial statements of PGNIG S.A. for 2014 arelited by PKF Consult Sp. z 0.0. The
agreement with the auditor was signed on Februtdry2613, for three years (2013-2015). Detailed
information on the auditor's fees has been proviiotethe separate financial statements of PGNIG
S.A. for the year ended December 31st 2014 (Notg) 37

1.1. Key financial and business data

The separate financial statements of PGNIG S.AtHeryear ended December 31st 2014 have been
prepared in accordance with the International FerarReporting Standards (IFRS) as endorsed by
the European Union as at December 31st 2014. Tbeuatng policies applied in preparing the
financial statements are presented in the sepéiraacial statements of PGNIG S.A. for the year
ended December 31st 2014 (Note 2).

In 2014, PGNIG S.A. posted a net profit of PLN B8O up by PLN 207m year on year.

Summary information on PGNIG S.A.’s financial stengdin 2014 relative to 2013 is presented below
in the financial statements prepared in accordawdd the International Financial Reporting
Standards, which comprise:

» statement of financial position,
» statement of profit or loss,

« statement of cash flows,

» selected financial ratios.
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Separate statement of financial position (PLNm)

Property, plant and equipment 13,520 13,775 14,094
Investment property 1 1 2
Intangible assets 254 282 204
Shares 8,611 7,796 7,246
Other financial assets 4,403 4,668 5,780
Deferred tax assets 469 380 397
Other non-current assets 129 44 47

Inventories 2,506 2,707 2,427
Trade and other receivables 1,307 3,368 4,684
Current tax assets - - 24
Other assets 20 18 18
Current financial assets 1,805 327 501
Derivative financial instrument assets 388 307 105
Cash and cash equivalents 1,942 1,683 1,043
Non-current assets held for sale 1 68 73
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Separate statement of financial position (PLNmp#rtd.

Borrowings and other debt

Share capital 5,900 5,900 5,900
Share premium 1,740 1,740 1,740
Accumulated other

comprehensive income (185) 14 (66)
Retained earnings 16,325 15,315 14,388

. 4,498 4,432 4,390
instruments

Employee benefit obligations 134 154 89
Provisions 1,414 1,156 1,576
Deferred revenue 690 621 559
Deferred tax liabilities 580 609 632
Other non-current liabilities 69 51 41

Trade and other payables 2,414 2,888 2,774
azz:ﬁmggtss and other debt 656 1,601 3.879
inatrument lapiies 423 123 393
Current tax liabilities 181 175 -
Employee benefit obligations 43 117 191
Provisions 472 434 154
Deferred revenue 2 4 5
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Separate statement of profit or loss (PLNm)

Finance income

Raw materials and consumables used (15,101) (16,985)
Employee benefits expense (750) (970)
Depreciation and amortisation (722) (731)
Services (4,156) (5,665)
Work performed by the entity and capitalised 10 11
Other income and expenses (1,386) (637)

966

1,020

Finance costs

Income tax

(377)

(327)

(1,040)

(425)

Separate statement of cash flows (PLNm)

Net cash generated by operating activities 3,982 4,319
Net cash (used in)/generated by investing actgvitie (1,845 (413)
Net cash used in/(generated by) financing actwitie (2,149 (3,264)
rIfﬁ‘ec.ts of exchange rafte changes on the balancasbf 1 )
eld in foreign currencies
Cash from/used in cash pooling activities 268 -
Cash and cash equivalents at beginning of thegberio 1,685 1,043
Cash and cash equivalents at end of the period 731,6 1,685
including restricted cash 451 476
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Financial ratios

Profitability

EBIT (PLNm_) 1,633 2,133

operating profit

EBITDA (PLNm)

operating profit + depreciation/amortisation 2355 2,864
ROE 0 0
net profit to equity at end of the period 8.0% 7%
NET MARGIN 8.0% 6.2%
net profit to revenue

ROA 0 0
net profit to assets at end of the period >-4% 8%

Liquidity

CURRENT RATIO
current assets to current liabilities (net of ergpkd benefit 2.2 1.7
obligations, provisions and deferred income)

QUICK RATIO
current assets less inventories to current lidgddliinet of employee 1.5 1.2
benefit obligations, provisions and deferred incbme

Debt

DEBT RATIO 0 0
total liabilities to total equity and liabilities 32.7% 35.2%

DEBT/EQUITY RATIO 48.7% 54,20
total liabilities to equity : .

1.2. Financial standing

Year on year, PGNiG S.A.’s operating profit (EBIEIl by PLN 500m. The chart below shows
changes in EBIT in 2013-2014.
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losses reserves exchange
differences

Gross margin (the difference between revenue amttdiost) on sales of products and services was
down PLN 77m, chiefly due to lower average sellprices of high-methane gas, crude oil and
helium. The drop in average selling prices of higthane gas was caused mainly by the transfer of
the retail business from PGNIG S.A. to PGNIG ObBb#taliczny Sp. z o.0. in H2 2014 and,
consequently, a higher volume of trading executedhe Polish Power Exchange. At the same time,
lower prices of gas at thETF (Title Transfer Facility) and of crude oil (Brent) brought down the unit
gas costs, but not enough to offset the lowerrggliirices. The average gas selling prices fell itesp
the introduction of new PGNIiG S.A. Gas Fuel Suppdyiff No. 6/2014, effective from January 2014.
The Tariff takes into account the new model of Bodish gas market, but it had a significant effact

the result on high-methane gas sales only in tisé lialf of 2014. The selling prices of crude aiba
helium followed the market prices of petroleum proid. The progressing decline of Brent crude
prices (especially in the last quarter of 2014) hatkgative effect on revenue from sales of criide o
The weakening of the Polish zioty offset, to sonegrde, the impact of that process on foreign-
currency revenue. The margin on sales of otherymtsdemained stable year on year.

Indirect costs were down PLN 144m, which resultednhy from the transfer of the retail business
from PGNIG S.A. to PGNIG Obro6t Detaliczny Sp. z.aroH2 2014.

The decrease in operating profit (EBIT) was dril®nrecognition of impairment losses and write-

downs of PLN 644m on:

» property, plant and equipment associated with hyathtwon production,

» tangible exploration and evaluation assets undestoaction,

* high-methane gas inventories (due to the loss tfriia value of gas at the Wierzchowice
underground gas storage facility, and market vadnatf high-methane gas inventories based on
forecast selling prices).

Despite the impairment losses, the upstream busicestinued to secure the stability of the

Company’s financial position.

Year on year, net finance income was up PLN 609mchvwas driven by a PLN 185m increase in
dividends from subsidiaries, a PLN 244m drop irefgn exchange losses, and a PLN 368m decrease
in impairment losses recognised on financial assets

The Company’s financial position was reflected tg1key financial ratios. Return on equity (ROE)

grew from 7.3% to 8%. Return on assets (ROA) wd&o5.against 4.8% in 2013, and net margin
increased from 6.2% to 8%.
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Statement of financial position

As at December 31st 2014, total assets recognistittiseparate statement of financial position were
PLN 35,356m, down PLN 68m on the end of Decembé&B20

Assets

Property, plant and equipment, of PLN 13,520m athatend of December 2014, down PLN 255m
(2%) relative to December 31st 2013, was the langes of the Company’s assets. The decrease in
property, plant and equipment was driven mainly thg recognition of impairment losses on
production and exploration assets.

Shares are another major item of assets. As atniimre31st 2014, they totalled PLN 8,611m, up
PLN 815m (10%) on the end of 2013. The increasvi@d mainly from the spin-off of PGNIiG
Obroét Detaliczny Sp. z 0.0. from PGNIG S.A. and theguisition of shares in PGNIG Obrét
Detaliczny Sp. z 0.0. with a value correspondinthtd of the transferred assets.

Other financial assets stood at PLN 4,403m, dowhl R65m (6%) on December 31st 2013. The
decline was attributable to the reclassificatiomhef current portion of loans to current financissets.

As at December 31st 2014, current assets stood Mt7F969m, down PLN 509m (6%) relative to
December 31st 2013.

Relative to December 31st 2013, there was a dexrgmsnventories of PLN 201m (7%). The
inventories disclosed in the statement of finanp@dition comprise mainly gas stored in underground
storage facilities. The volume of gas stored wasrdby 37 mcm relative to the end of 2013. At the
same time, write-downs were up PLN 69m.

Trade and other receivables fell by PLN 2,061m (Biétative to the end of 2013, which resulted
from the transfer of the retail business from PGISI@. to PGNIG Obrét Detaliczny Sp. z 0.0.

Current financial assets stood at PLN 1,805m, ul Rl478m on December 31st 2013. The increase
was attributable to reclassifications from non-eatrloans, new loans advanced to PGNiG Group
companies, and the acquisition of notes issueddiyiB Obrot Detaliczny Sp. z o.0.

As at December 31st 2014, cash and cash equivadtodd at PLN 1,942m, up PLN 259m (15%)
relative to the end of 2013, providing the Compuaiityr a very strong liquidity position.

The value and structure of current assets heldhbyQompany guaranteed its ability to settle all
liabilities in a timely manner. The current rati@sv2.2 compared with 1.7 as at the end of December
2013, while the quick ratio rose from 1.2 to 1.5.

Equity and liabilities

Equity is the primary source of financing of thenftany’s assets. Relative to December 31st 2013,
the Company’s equity rose by PLN 811m (4%). Thedase was primarily driven by the 2014 net
profit, reduced by dividends for 2013 paid outimeamount of PLN 885m.

As at December 31st 2014, non-current liabilitiesevPLN 7,385m, up PLN 362m (5%) on the end
of December 2013. The increase was due to a chamgerovisions for production well
decommissioning costs.

Current liabilities were down significantly, by PLN241m (23%) on the end of 2013, which was

mainly driven by the redemption of short-term natesl, as was the case with assets, the spin-off of
the retail business from PGNIG S.A.
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The Company’s debt was reduced, which had a pesiffect on the ratios of equity to liabilities.
Debt to equity fell from 54.2% to 48.7%, while thlebt ratio (total liabilities to total equity and
liabilities) decreased from 35.2% to 32.7%.

Feasibility of investment plans

In 2015, PGNIG S.A. intends to maintain a high ledfeexpenditure on investments, in particular on

oil and gas exploration projects in Poland and athr@gncluding unconventional deposits) and storage
infrastructure. PGNIG S.A. intends to finance inw@nts both with its own funds and debt, e.g.

raised through the issuance of notes and bondagding Eurobonds.

Transactions concluded on non-arm’s length terms

In 2014, PGNIG S.A. and its subsidiaries did ndeemto any material related-party transactions on
non-arm’s length terms.

Explanation of differences between the actual tesuid forecasts for 2014

No financial forecasts for 2014 were published BNRG S.A.

2. Financial management

In 2014, PGNIG S.A. added another option to itsrses of borrowed funds by launching a new

domestic note programme. In 2014, PGNIG S.A. wale &b issue notes under the following

programmes:

* the note programme of June 10th 2010 (as amendadri®xes of 2011 and 2014),

» the note programme of May 22nd 2012,

» the note programme of October 2nd 2014,

* the note programme of December 1st 2010 (as amdndadnexes of 2011 and 2014), addressed
to PGNIG Group companies.

On August 8th 2014, an annex was signed to the pratgramme agreement of June 10th 2010 (as
amended by two annexes of 2011). Under the newxarnhe agreement with Nordea Bank Polska
S.A. was terminated and the note programme agrdewss extended from July 31st 2015 to July
31st 2020, i.e. until the final redemption datedeinthe programme, PGNIiG S.A. may issue discount
notes and coupon-bearing notes with maturitiesingnfjom one month to one year, for up to PLN
7bn. The total nominal value of notes issued ind2@hs PLN 1.9bn. As at December 31st 2014, no
outstanding debt was recognised by PGNIG S.A. utideprogramme.

Under the note programme of May 22nd 2012, PGN#S Ray issue (for private placement) fixed or
floating rate notes with maturities of up to 10 ngedor up to PLN 4.5bn. In 2014, the Company did
not issue any notes under the programme. As atrblame31st 2014, the debt outstanding under notes
issued in previous years amounted to PLN 2.5bn.

On October 2nd 2014, PGNIG S.A. signed a note pragre agreement for up to PLN 1bn with Bank
Gospodarstwa Krajowego. Under the programme, exgpon September 30th 2024, PGNiIG S.A. may
issue discount notes with maturities ranging frone gear to four years. In accordance with the
agreement, the issue proceeds may only be uséthittcé investing activities related to, among other
things, maintenance of production capacity, divieion of gas supply sources, oil and gas
exploration, development of the power sector andoorg projects involving the construction of

underground gas storage infrastructure. In 2014NiBGS.A. did not issue any notes under the
programme.
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PGNIG S.A. used the issue proceeds to financeajitad expenditure projects involving exploration
for conventional and unconventional oil and gasoddp, field development, construction and
extension of underground gas storage facilities @mel distribution network, including new

connections. The issue proceeds were also uséthttceé power projects and PGNIG S.A.’s operating
activities.

Furthermore, pursuant to the agreement of Decelidte2010 (as amended by annexes of 2011 and
2014), in 2014 the Company continued to issue gkan discount notes to PGNiIG Group companies.
Under an annex of May 6th 2014, the agreement tea® extended until May 6th 2019 and the
maximum amount of notes was increased from PLNt@ldPLN 3bn. For PGNIG S.A., the maximum
amount of notes in issue remained at PLN 1bn, thighbalance allocated to other Group companies.
The note programme is designed to enable the flovash from the companies with excess liquidity,
thus optimising the liquidity management within Beoup. In 2014, PGNIG S.A. and PGNIG Obrot
Detaliczny Sp. z o.0. issued notes with total nahimalues of PLN 3.3bn and PLN 1.0bn,
respectively. As at December 31st 2014, PGNIG S.And PGNIG Obroét Detaliczny Sp. z 0.0.’s
outstanding debt under the notes in issue was Pi9xh4and PLN 1.0bn, respectively.

Assessment of financial resources management

The funds available to PGNIG S.A. ensure timehafioing of all current and planned expenditure
related to the core business and investing a@sifThe liquidity risk is mitigated by bond/notelis
programmes under agreements with banks executflith and in previous years. The Company also
has a liquidity reserve in the form of overdrattifities (PLN 370m in total), which serve to smooth
out daily liquidity fluctuations.

On September 30th 2014, Moody’s Investors Servimengraded the credit rating of PGNIiG S.A.

from Baa2 to Baa3 with a stable outlook. AccordiodgMoody’s, the downgrade mainly reflected the
Company’s changing risk profile in light of the irasing role of its exploration and production

business, as well as challenges stemming from Wodutton of the Polish gas market given the

Company’s take-or-pay contracts. The agency ndtatithe rating outlook was stable, supported by
the Company’s sound financial and liquidity positidConcurrently, the agency downgraded the
provisional rating of the medium-term bond progragroh PGNiG Finance AB from Baa2 to Baa3.

2.1. Short-term investments

The financial investments made by PGNIG S.A. in20dere short-term, with maturities of up to

three months. The Company invested in financiatumsents carrying the lowest possible credit risk,
such as the State Treasury’s debt securities apdsde with investment grade commercial banks.
Such placements were consistent with PGNIG S.Ardantial investment policy adopted by the

Company’s governing bodies, and with the Issue paratsis. In addition, under the extended intra-
Group note issuance programme, PGNIG S.A. may ezqutes issued by other Group companies.
As at December 31st 2014, PGNIG S.A. held notd3GNiG Obrot Detaliczny Sp. z 0.0. with a total

nominal value of PLN 1.0bn.

2.2. Borrowings

Credit facility agreements executed in 2014

In 2014, PGNIG S.A. entered into overdraft faciiigreements for a total amount of PLN 370m. The
table below presents detailed information on treglitrfacility agreements executed by the Company
in 2014.
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PGNIG S.A.’s credit facility agreements

Bank Pekao S.A. 200 1M WIBOR + 0.00%orking capital facility ~ July 16th 2017
Bank Handlowy w . : .

Warszawie S.A. 40 1M WIBOR + 0.30% working capital facility December 31st 2015
mBank S.A. 40 1M WIBOR + 0.30%working capital facility September 4th 2015
Societe Generale S.A. . . .

Polish Branch 40 1M WIBOR + 0.30% working capital facility August 31st 2015
ING BankSlaski S.A. 40 1M WIBOR + 0.40%working capital facility December 4th 2015
Bank Pekao S.A. 10 1M WIBOR + 0.45%orking capital facility  July 22nd 2014

Credit facility agreements terminated in 2014

In 2014, PGNIG S.A. did not terminate any crediilfty agreements.

Loans advanced in 2014

In 2014, PGNIG S.A. executed loan agreements withted entities only, for an aggregate amount of
NOK 900m and PLN 447m. The loans advanced by PGB were used to finance the acquisition
of interests in four fields located on the Norweg@ontinental Shelf (in NOK), as well as day-to-day
operations, including mainly settlements of gapases, repayment of past due liabilities and costs
of restructuring. The table below presents detaitéarmation on the loans advanced by PGNiG S.A.
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Loans advanced by PGNIG S.A.
Loan amount

Company (m) Currency Interest rate Type Maturity date
PGNIG Upstream 3M NIBOR + | .
International AS 900 NOK 2 9504 investment loan December 31st 2015
PGNIG Obro6t Detaliczny 400 PLN 1M WIBOR + | working capital Julv 25th 2016
Sp. z 0.0. 1.80% loan y
PGNIG Technologie S.A. 47 pLn  IMWIBOR+  working capital 5., o 316t 2018

2.20% loan

Loan agreements received and terminated in 2014

In 2014, PGNIG S.A. did not contract or terminatg fans.

2.3. Guarantees and sureties

The amount of guarantees and sureties providedaWi® S.A. in 2014 was PLN 263m. This amount

included:

» surety for a loan contracted by PGNIG Sales&TradimgBH of PLN 149m,

e surety under a guarantee limit agreement provided PGNIG S.A’s related entity —
Elektrocieptownia Stalowa Wola S.A., of PLN 63m,

» performance bond provided as security for gas sepply PGNIG Sales&Trading GmBH, totalling
PLN 51m.

The amount of guarantees and sureties receivedaNi® S.A. in 2014 was PLN 23m. This amount
included 22 guarantees, including 10 performanaedbdor a total amount of PLN 12m and 12 bid
bonds for a total amount of PLN 11m.

2.4. Financial risk management

The main objective of PGNIG S.A.’s financial riskamagement policy is to limit the volatility of cash
flows related to the Company’s operations to lewvetéch are acceptable in the short- and mid-term
perspective and to build the company value in ¢img term. In the regular course of business in 2014
PGNIG S.A. was exposed to a number of financidistiand in particular to market risk (including
commodity price, interest rate and currency risissjvell as liquidity and credit risks.

Market risk

PGNIG S.A. manages market risk through identifaatimeasurement, monitoring and mitigation of
key sources of risk, i.e. the adverse effect ohglea in commodity prices, exchange rates and sitere
rates on the Company'’s financial performance.

The key risks to which the Company is exposed ttelihe risk of commaodity price and exchange rate
fluctuations, which affect the Company’s gas pusesa The Company also executed transactions
related to electricity prices, property rights aadbon emission allowances.

In 2014, PGNIG S.A. used the following financiadtiruments to manage the gas price risk:
¢ Purchase of Asian commodity call options settleB@®pean options

« Commodity option structures (consisting in a corabon of two commaodity options)

e Commodity swaps.

In 2014, the Company used the following finanamstiuments to mitigate the currency risk:

» Forward contracts
« Forward contracts settled based on the differemtieet average price in a period
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e FXswaps

e Purchase of European currency call options

e Purchase of Asian currency call options

PGNIG S.A. also use@CIRS transactions (to mitigate the FX and interest ratks) to hedge the
Eurobonds in issue and the loan advanced to PGNi&tream International AS, as well H’S
transactions to hedge against changes in thedhie\of the loan advanced to PGNIiG TERMIKA S.A.

PGNIG S.A. used cash flow hedge accounting witpeesto transactions hedging payments for gas
and transactions hedging gas prices, as well asfaindalue hedge accounting with respect to
selected loans bearing interest at fixed rates.appication of cash flow hedge accounting allokes t
Company to charge the effective portion of the leetigrevaluation capital reserve, which results in
the matching of the effect of valuation of hedgingtruments on profit or loss and the result on the
hedged item. This approach allows to eliminate ipmf loss volatility attributable to valuation of
derivative instruments and makes it possible teatfits effect in the statement of profit or lasghie
same reporting period. In consequence, the econanmgi@ccounting effects of the hedge are reflected
in the same period.

Credit risk

PGNIG S.A.’s credit risk is related to the likelduof failure by the counterparties or other egsitio
meet their obligations to the Company. In 2014,Goeenpany managed credit risk by investing its free
cash in instruments carrying the lowest possibleditrrisk (bank deposits and treasury bonds),
entering into framework agreements with its tradpaytners (precisely defining the rights and
obligations of the parties), and diversifying threup of its trading partners. PGNiG S.A. also warke
with leading commercial banks. The key criteria the selection of counterparties to whom the
Company entrusted a portion of its assets inclutled financial standing as confirmed by rating
agencies, and their respective market shares.

Risk of cash-flow disruptions

The measures taken by PGNIG S.A. to mitigate tsleof disruptions in its day-to-day operating cash
flows included diversification of electronic bangisystems used, ongoing monitoring of credit/debit
transactions in bank accounts, collecting infororaton cash flows within the Company and the
Group, consolidating bank accounts and entering owerdraft facility agreements. PGNIG S.A.
mitigated cash flow volatility related to paymenitsder gas purchase contracts by entering into FX
risk hedges (European and Asian currency call opfi&-X swaps, average rate forwards) and gas
price hedges (Asian commodity call options, op8tmategies, commodity swaps).

Liguidity risk

In order to mitigate liquidity risk, PGNIG S.A. hadiquidity reserve in the form of overdraft faitds
(for a total amount of PLN 370m). PGNIG S.A. alsegared cash flow projections for the Company
and the Group, estimated the condition and valueseéts available for sale, maintained highly dqui
financial assets and maintained communication veting agencies.
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3. Projected future financial standing

PGNIG S.A'’s financial performance will depend ah) natural gas and petroleum product prices, the
situation on currency markets, deregulation ofRbésh gas market, as well as the price of nagmal
on the regulated market and commodity exchanges.

The market prices of crude oil, petroleum produmtsl gas are an important factor determining
PGNIG S.A'’s financial position. They directly aftehe cost of gas purchased by the Company under
foreign contracts and the selling prices of gas@nde oil on the domestic market. Naturediging in

the form of sales of crude oil has a positive @ffatthe Company’s financial position when there is
an upward trend in hydrocarbon prices. After crpdees fell to almost USD 40 per barrel in early
2015, US companies began to curb their oil outptitthe same timeQPEC (Organization of the
Petroleum Exporting Countries) announced that they did not plan to increaseswiply from their
reserves. Considering these factors, crude oileprire expected to rise later in 2015. Therefore,
ultimately, EBIT will be largely driven by remeasunent of the production assets. Growing crude oil
prices would allow the Company to reverse somdefimpairment losses recognised as at the end of
2014.

A significant factor behind the Company’s financi@rformance are conditions prevailing on the
currency markets. The state budget for 2015 asstineeaverage annual PLN/EUR and PLN/USD
exchange rates at 3.98 and 2.92, respectively.cBusidering the prevailing market conditions, the
Polish ztoty may be weaker against the US dollat e euro. The decision of the Swiss National
Bank to remove its currency ceiling of CHF 1.2 paro wreaked havoc on the financial markets and
caused the Polish zloty to weaken not only agdhestSwiss franc, but also against the euro and the
US dollar. A potential strengthening of the Polibty, as expected by market analysts, to the $evel
seen in November 2014 will depend on a number ofofa. The development of the Ukrainian
conflict, decisions of the European Central Band ather central banks of European countries, as
well as the position of the Polish Monetary Polieguncil, will all determine the value of the Polish
currency. Since PGNIG S.A.'s financial performarisestrongly correlated with the PLN/USD
exchange rate, the Company will continue its hegigiolicy to optimise the exchange rate’s effect on
the cost of gas imports.

The Company’s financial performance is also heaaffgcted by the deregulation of the Polish gas
market with the resulting diversification of sugdiby PGNiG’s key customers, which may force the
Company to export its surplus gas at prices whithté cover the actual cost of procurement under
long-term contracts. This is why it was so importior PGNIG S.A. to execute a supplementary
agreement to the contract for sale of liquefiediradtgas (LNG) with Qatar Liquefied Gas Company
Limited (3) in December 2014. Under the supplemgntagreement, Qatar’'s company may sell its
entire annual LNG volume on foreign markets, whpcbtects PGNiG S.A. against the risk of having
to pay for uncollected LNG under the take-or-pagusk, allowing the Company to minimise the
potentially resulting losses in 2015.

Other drivers of the Company’s performance arergttes and charges provided for in the gas fuel
tariffs. Their effect on the Company’s financiadstling was significantly limited after PGNiG Obrot
Detaliczny Sp. z 0.0. commenced its operations oguAt 1st 2014. PGNiG Obrot Detaliczny Sp. z
0.0. took over the gas retail business previousty sy PGNIG S.A. This reorganisation will enable
PGNIG S.A. to meet the requirement, effective a2015, to sell 55% of its high-methane gas
volumes fed into the transmission network on comityoelxchanges. Following the organisational
changes at the Company, from 2015 approximately 60%as will be sold on the Polish Power
Exchange. PGNIG Obrot Detaliczny Sp. z 0.0 willtbe key buyer. The unit selling price of high-
methane gas on the exchange will depend on the ewuailsellers. An increase in the number of gas
sellers may lead to a drop in the unit selling @rid high-methane gas on the exchange, which will
affect the Company’s financial performance.

Since January 1st 2013, PGNIG S.A., as a tradimgpeny, has been obliged to purchase energy
efficiency certificates (white certificates) in taeount set in the Energy Efficiency Act or elspéy
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a buy-out price. This obligation has inflated gak scosts. Amendments to be introduced under the
Energy Efficiency Act in 2015 will limit the abijitto reduce the basis for calculation of the finahc
liability under the system in place, which will Beother source of cost increase at PGNIG S.A.

The Company'’s future performance will also be ieflaed by the legislation on special hydrocarbon
tax, which will impose a new tax on crude oil aradunal gas production as of January 1st 2020. This
means further fiscal burdens for the Exploratiod &noduction segment, which will have an adverse
effect on its financial performance.

In 2015, PGNIG S.A. intends to maintain a high leeé capital expenditure. Investments in
hydrocarbon exploration and production will consumest of the Company’s capital expenditure.
PGNIG S.A. will spend over PLN 0.8bn on the drifjirof research, appraisal, exploration and
production wells, and more than PLN 0.3bn on wiellsievelopment and on extension and
modernisation of oil and gas production facilitie#sthe Trade and Storage segment, the Company’s
key investment projects will be to continue thesesion of underground gas storage facilities (ngainl
the cavern facilities in Mogilno and Kosakowo). Tthéal target capacity of all its storage facilitis

to reach 3.16 bcm by the end of 2015.
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