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Section I: PGNIG Group

The PGNIG Group operates in the energy sector larldoand abroad. The parent of the PGNIG
Group is Polskie Gornictwo Naftowe i Gazownictwé\S.

Polskie Goérnictwo Naftowe i Gazownictwo Spétka Akwy (PGNIG S.A.), with its registered office
in Warsaw, ul. Marcina Kasprzaka 25, was establistheough transformation of the state-owned
enterprise Polskie Gornictwo Naftowe i Gazownictwim a state-owned stock company. On October
30th 1996, the Company was entered in the comniemigster as Polskie Gornictwo Naftowe i
Gazownictwo S.A. of Warsaw, under entry No. RHB &830n November 14th 2001, PGNIiG S.A.
was entered into the Register of Entrepreneurshef National Court Register under No. KRS
0000059492.

On May 24th 2005, the Polish Securities and Exca@gmmission admitted PGNIG shares to public
trading. The Company floated its shares on the #arStock Exchange on September 23rd 2005.
PGNIG shares have been listed on the Warsaw Steckafge since October 20th 2005. Currently,
the share capital of PGNIiG S.A. amounts to PLN 5.8hd is divided into 5,900,000,000 shares with
a par value of PLN 1 per share.

The PGNIG Group holds the leading position in neegments of the Polish gas sector, i.e. in oil and
gas exploration and production, gas fuel storagtyral gas trading and natural gas distributiore Th
Group’s oil and gas upstream operations, carried pommarily in Poland and on the Norwegian
Continental Shelf, provide it with a competitivevadtage on the liberalised gas market. The Group’s
trade and storage operations focus on selling alagas imported from other countries or produced
from domestic fields, and on providing gas suppkgstimes of peak demand. The distribution
operations involve the supply of gas to customéastive distribution network, as well as extending
and upgrading of the gas network. In 2012, the R&Biroup expanded its operations to include
electricity and heat generation and sale.

1. Group structure

As at December 31st 2014, the Group comprised PGINAS (the Parent), and 30 production, trade
and service companies, including:

» 21 direct subsidiaries of PGNIiG S.A.

* 9indirect subsidiaries of PGNIG S.A.

The list of the PGNIG Group companies as at Decerdbst 2014 is presented in the table below.
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Companies of the PGNIG Group
Name

Direct subsidiaries of PGNIG S.A. — first tier
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 likwiddaji liquidation)
PGNIiG TERMIKA S.A.

PGNIG Finance AB (SEKY

PGNIG Serwis Sp. z 0.0.

PGNIG Obrot Detaliczny Sp. z o.0.

PGNIG SPV 5 Sp. z o.0.

PGNIG SPV 6 Sp. z o0.0.

PGNIG SPV 7 Sp. z o.0.

B.S. i P.G. Gazoprojekt S.A.

NYSAGAZ Sp. z o0.0.

Indirect subsidiaries of PGNIG S.A. — second tier

Powisle Park Sp. z o.0.

XOOL GmbH (EURY

Oil Tech International F.Z.E. (USB)

Zaktad Gospodarki Mieszkaniowej Sp. z 0.0.
Poltava Services LLC (EUR)

Osrodek Badawczo-Rozwojowy Gérnictwa Surowcow Chemych

CHEMKOP Sp. z 0.0.
GAZ Sp. z o.0.
Zaktad Separacji Popiotow Siekierki Sp. z o.0.
Gas Assets Management Sp. z 0.0. w organizadjnéiprocess
formation)
D'In foreign currencies

Share capital

Value of share: Ownership
held by PGNIG interest helc

(PLN) S.A.
(PLN)
981,500,000 981,500,000
64,400,000 64,400,000
66,000,000 66,000,000
1,092,000,000 1,092,000,000
20,000 20,000
10,000,000 10,000,000
15,200,00 15,290,000
10,454,206,300454,206,550
86,139,000 86,139,000
182,127,240 182,127,240
51,760 51,760
1,212,000 1,212,000
670,324,950 670,324,950
500,000 500,000
9,995,000 9,995,000
1,091,000,00@,091,000,000
250,000 250,000
250,000 250,000
250,000 250,000
4,000,000 900,000
9,881,000 6,549,000
Value of shares
Share capital heldsbi‘F,)SGN'G
(PE) subsidiaries
(PLN)
81,131,000 81,131,000
500,000 500,000
20,000 20,000
1,808,50 1,806,500
20,000 19,800
3,000,00C 2,565,350
300,000 240,000
1,000,00(¢ 700,000
20,000 20,000

by PGNIiG
S.A.

100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
22.50%
66.28%
Ownership
interest held
by PGNiG
S.A’s
subsidiaries
100.00%
100.00%
100.00%
100.00%
99.00%

85.51%

80.00%
70.00%

100.00%

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

Changes in the PGNIG Group’s structure in 2014:

% of total
voting
rights held
by PGNIG
S.A.

100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
22.50%

66.28%
% of total
voting
rights held
by PGNIG
S.A’s
subsidiaries
100.00%
100.00%
100.00%
100.00%

99.00%
85.51%

80.00%
70.00%

100.00%

e On January 20th 2014, following completion of thguidation process, PT Geofizyka Torun
Indonesia LLC w likwidacji (in liquidation) was ddkd from the commercial register; the

company was related to GEOFIZYKA Tar$.A.
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e On May 22nd 2014, a new company with a share dapit®LLN 1,000,000 was incorporated
under the name of Zaklad Separacji Popiotéw Si&ki€p. z 0.0.; PGNIiG TERMIKA S.A.
acquired a 70% equity interest, valued at PLN 70®,0n the newly established company; the
company was registered with the National Court Begion June 17th 2014; it was established
for joint execution (by PGNIiG TERMIKA S.A. and Lage Cement S.A)) of an investment
project consisting in the construction and operatié a fly ash separation system based on a
technology allowing recombustion of high-carbondurcts and use of low-carbon products to
produce cement.

* On August 18th 2014, following completion of thguidation process, Biogazownia Ostrowiec
Sp. z 0.0. w likwidacji (in liquidation) was delétdrom 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 likwidacji
(in liquidation) was completed; by the date of #hémancial statements, the company had not
been deleted from the National Court Register; R&sNiA. holds 100% of the company’s share
capital.

*  On December 15th 2014, PGNIG SPV 6 Sp. z 0.0. &NMiB SPV 5 Sp. z 0.0. incorporated Gas
Assets Management Sp. z 0.0. w organizacji (inpifeeess formation), with a share capital of
PLN 20,000 divided into 100 shares with a par vatl®LN 200 per share; PGNIiG SPV 6 Sp. z
0.0. and PGNIG SPV 5 Sp. z o.0. acquired equitere@sts of PLN 19,800 and PLN 200,
respectively, in the newly incorporated companyNR&S.A. holds a 100% equity interest in the
company indirectly through PGNIiG SPV 6 Sp. z orad GNiG SPV 5 Sp. z 0.0.; the company
was registered with the National Court RegisteFehruary 17th 2015.

In 2014, the share capital of PGNiIG Obrot Detalic3p. z 0.0. was increased by PLN 1,090,000,000,
to PLN 1,091,000,000. All the newly issued sharesanacquired by PGNIG S.A. and paid for with a
non-cash contribution in the form of an organised pf business. The increase was registered with
the National Court Register on September 9th 2014.

As at December 31st 2014, the consolidation indud&NiG S.A. (the Parent) and 20 subsidiaries.

The chart below presents the consolidated companittee PGNIG Group as at December 31st 2014
(by segment).
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Consolidated PGNiIG Group companies

Parent
Polskie Gornictwo Naftowe i Gazownictwo S.A.
Ownership interest
Segment Subsidiaries held by PGNIG
S.A.
Exalo Drilling S.A. 100%
Oil Tech International F.Z.E. 100%
Poltava Services LLC 99%
Exploration and GEOFIZYKA Krakéw S.A. 100%
Production
GEOFIZYKA Torun S.A. 100%
PGNIG Upstream International AS 100%
Polish Oil and Gas Company - Libya B.V. 100%
PGNIG Obrot Detaliczny Sp. z o.0. 100%
PGNIG Sales & Trading GmbH 100%
Trade and o
Storage XOOL GmbH (EUR) 100%
Operator Systemu Magazynowania Sp. z 0.0. 100%
PGNIG Finance AB 100%
Polska Spétka Gazownictwa Sp. z 0.0. 100%
Distribution Powile Park Sp. z o.0. 100%
GAZ Sp. z o.0. 80%
Generation | PGNIG TERMIKA S.A. 100%
Geovita S.A. 100%
PGNIG Technologie S.A. 100%
Other Activities
PGNIG Serwis Sp. z 0.0. 100%
B.S. i P.G. Gazoprojekt S.A. * 75%

* PGNIG S.A. has the right to appoint the majoofithe company’s Supervisory Board members.
PGNIG S.A.’s direct interest in the share capifdB5. i P.G. Gazoprojekt S.A. is 22.50%.
Also, PGNIG S.A. holds a 52.50% indirect interestiie company through PGNIG Technologie S.A.

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 PGNIG S.A. Theaobe will enable PGNIG S.A. to meet the

requirement, effective as of 2015, to sell 55% tsf 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 ilfee@oncept for gas storage reorganisation
and resolved to incorporate the Wierzchowice Unaengd Gas Storage Facility Branch in
Czarnogddzice into the Zielona Goéra Branch. After the reipor period, the Company designated
Operator Sytemu Magazynowania Sp. z 0.0. to operaerhaul and maintain the Mogilno
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Underground Gas Storage Cavern Facility, and tectlithe extraction facility operations, transfer of
employees from the Mogilno Underground Gas Stokageern Facility Branch in Palzie Dolne to
OSM Sp. z 0.0., and liquidation of the branch. Thanges will come into effect in 2015.

2. Ownership interests in other related entities

The list of other related entities of the PGNIG @Grcas at December 31st 2014 is presented in the

table below.

Related entities of the PGNIG Group
Owners

Value of hip % of total
. shares held . voting
NG Share capital by PGNIG interest rights held
(PLN) held by :
S.A. PGNIG by PGNIG
(PLN) SA S.A.
Related entities of PGNIG S.A.
System Gazoggow Tranzytowych EUROPOL GAZ S.A. 80,000,00(38,400,000 48.00%  48.00%
GAS-TRADING S.A. 2,975,000 1,291,350 43.41%| 43.41%
InterTransGas GmbH w likwidacji (in liquidation) (lR)" 200,000 100,000.00 50.00%| 50.00%
Dewon Z.S.A. (UAHY 11,146,800 4,055,206 36.38% | 36.38%
Sahara Petroleum Technology llc w likwidacji (iquidation) (OMRY 150,000 73,500 49.00%| 49.00%
PFK GASKON S.A. 13,061,325 6,000,000 45.94% | 45.94%
GAZOMONTAZ S.A. w upadtéci likwidacyjnej (in bankruptcy by liquidation) 198,850 677,200 45.18% | 45.18%
ZRUG Sp. z 0.0. (Pozha 3,781,800 1,515,000 40.06% | 41.71%
ZWUG INTERGAZ Sp. z 0.0. 4,700,000 1,800,000 38.30%  38.30%
ZRUG TORW S.A. w upadiséci likwidacyjnej (in bankruptcy by liquidation) $0,000 1,300,000 25.24% 6 25.24%
Owners
Value of hip /OVinLOtaI
shares held interest rights r?eld
" : N Share capital by PGNiG held by :
Related entities of PGNIG S.A. subsidiaries (PLN) SA’s PGNIG bySPAG'I:IG
subsidiaries S.A.’s suk;sidiari
(PLN) subsidia es
ries
NAFT-STAL Sp. z 0.0. w upadiai likwidacyjnej (in bankruptcy by liquidation) 667,500 450,000 67.40% | 67.40%
Elektrocieptownia Stalowa Wola S.A. 28,200,000 14,100,000 50.00% | 50.00%
(}azpbt_xdowa Krakéw Sp. z 0.0. w upadidikwidacyjnej (in bankruptcy by 79.500 37.500 47.20%  47.20%
liquidation)
Geotermia Sp. z 0.0. 4,000 1,000 25.00% | 25.00%

Dn foreign currencies

Changes in ownership interests within the PGNiGu@ria 2014

e OnJanuary 1st 2014, InterTransGas GmbH was piadaglidation.

 On March 16th 2014, following completion of thedidation process, Al Mashariq - Geofizyka
Torun Limited Company in liquidation was deletednfr the commercial register; the company
was related to GEOFIZYKA TofuS.A.

« On April 10th 2014, the District Court for Warsza®eaga 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%.
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« On May 29th 2014, the District Court for Krako®rddmieicie declared Gazobudowa Krakéw
Sp. z 0.0.’s bankruptcy involving liquidation ofetltompany’s assets; PGNIG Technologie S.A.
holds a 47.17% interest in the company’s shardalapi

Equity investments outside the group of relatedgient

As at the end of 2014, the total par value of t&G&NK5 Group’s equity interests held outside the grou
of related entities was PLN 33.5m. In 2014, the R&Broup made no material equity investments
outside the group of related entities.

3. Workforce

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

Workforce by segment (no. of staff)

2014 2013
Exploration and Production 10,221 10,754
Trade and Storage 3,929 4,070
Distribution 12,173 13,050
Generation 1,068 1,066
Other Activities 1,605 1,990
Total 28,996 30,930

Compared with December 31st 2013, the number ofl®mes at the PGNIG Group fell by 1,934.
The fall in employment came as an effect of measumplemented within the PGNIG Group with a
view to improving its cost effectiveness and orgational efficiency. The headcount reduction was
strongest in the Distribution segment (down by ®érsons) following the consolidation of six gas
distribution companies, implementation of the vaduy termination programme and introduction of
additional benefits to encourage eligible employaept for retirement. In the Exploration and
Production and Other Activities segments, the mscef mass redundancies was carried out.
Moreover, in 2014 PGNIG S.A. implemented the vcdumttermination programme, with 206
employees opting for this solution.

2014 saw a considerable change in the employmenttste within the PGNIG Group. As part of the
separation of the gas retail from wholesale, onustidst 2014 2,688 PGNIiG S.A. employees were
transferred to PGNIG Obrdét Detaliczny Sp. z 0.0.

On September 24th 2014, PGNIG S.A. terminated Bregramme for Workforce Streamlining and
Redundancy Payments to the Employees of the PGNdapSfor 2009-2011 (Stage 3)’, with effect
from December 31st 2014. The programme was opevéthioh the PGNIiG Group from January 2009
and was to remain in effect until its expiry on Beber 31st 2015, but its duration could be shodene
if terminated by one of the parties. The programmas operated on a stand-by basis. It could be
implemented in extraordinary circumstances andireduall companies across the Group to follow a
uniform procedure. During the programme’s effectieem (from January 1st 2009 until December
31st 2014) 505 former employees of the PGNIG Gnageived one-off redundancy payments from
PGNIG S.A.'s Central Restructuring Fund capitakres.
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Section II: Parent’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 Bxggodints 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 thliBAGVlanagement 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 preparation of this report, therere no changes in the composition of the PGNIG
Management Board.

Division of responsibilities among the ManagemeoaiBl 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 &éiesviand 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, salesnatural gas, electricity and other products,
cooperation with external partners with respeciniports 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, bssireantrolling, financial management, taxes,
planning, and IT systems development and operati®®GNiG S.A.

The Vice-President of the Management Board for &gtion and Production supervises and
coordinates the Company’s activities related topitdicies, objectives and programmes with
respect to hydrocarbon exploration and productioReland and abroad, procurement strategies
within the Company and the Group, safety and opmeraof the production systems and
underground storage facilities, innovation and tv®@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 foreigagmbhes.

The Vice-President of the Management Board elebtedmployees supervises and coordinates
the Company’s operations in the areas of admitigtrananagement of the Company’s property
(excluding network assets, extraction assets addrgnound gas storage facilities), occupational
health and safety, cooperation with the transmmsitistribution and storage system operators,
collaboration with the trade unions, the Employesuril 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.

Contracts with Management Board members
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In 2014, the Company executed managerial conteaisnon-competition agreements with Mariusz
Zawisza, President of the Management Board, ard Wite-Presidents Jarostaw Bauc, Jerzy Kurella,
Andrzej Parafianowicz, Zbigniew Skrzypkiewicz andMemar Wojcik.

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 edpiierest 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 pmigp and remove one member of the Supervisory
Board.

In accordance with the Articles of Association, tBeneral 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 Meetinghe shareholders present at the General
Meeting whose agenda includes the election of suSkipervisory 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 posiaoe 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 @roandidates elected by the Company’'s
employees.

As at January 1st 2014, the composition of the RES8lipervisory Board was as follows:

*  Wojciech Chmielewski — Chairperson

*  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 Megetif 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 SupervisoryaBdis term of office, on May 15th 2014 the Annual
General Meeting of PGNIG S.A. removed all membérthe Supervisory Board and appointed, for a
joint three-year term of office commenced on Mayh18014, the Supervisory Board composed of:
Wojciech Chmielewski, Stawomir Borowiec, Andrzejnikk (independent member), Bogustaw
Nadolnik, Janusz Pilitowski, Agnieszka Trzaskalsikyszard WWsowicz, Agnieszka Wo and
Magdalena Zegarska.
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Janusz Pilitowski represents the State Treasuryasdappointed 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 3\&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

»  Stawomir Borowiec — Member

* Andrzej Janiak — Member

» Janusz Pilitowski — Member

* Ryszard Wsowicz — Member.

Until the date of preparation of this report, therere no changes in the composition of the PGNIG
Supervisory Board.

Remuneration of management and supervisory personne

For information on the remuneration paid to manag@nand supervisory personnel, see the full-year
consolidated financial statements for the year émscember 31st 2014 (Note 36.5).
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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 Dec conferred by rights at GM as
312014 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 the management and sspgrgersonnel’s holdings of PGNIG shares 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

5% -

0% :

-5% -

-10% -

-15% -

-20% -

-25% -

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

== \\/|G Paliwa

Performance of WSE indices and PGNIiG stock

—PGNiG

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: PGNIG Group’s development directions

On December 29th 2014, the Supervisory Board of iBGHN.A. approved the PGNIG Group’s
Strategy for 2014-2022.

The Strategy covers four business areas and t@egit initiatives, which should allow the Group to
earn EBITDA of approximately PLN 7bn in 2022, kabp net debt to EBITDA ratio below 2, and
pay out dividends at 50% of the consolidated netfipp(with a proviso that in its dividend
recommendations, the PGNiG Management Board wilag$ take into account the current financial
standing of the PGNIG Group and its investment $)laim the period covered by the Strategy, capital
expenditure on organic growth and acquisitionsxiseeted to reach PLN 40bn-50bn. An important
factor for delivery of the strategic objectives|viik the expected increase in hydrocarbon productio
to approximately 50-55 mboe in 2022, with the ahpuaduction in Poland maintained at the current
level of approximately 33 mboe.

The business areas covered by the PGNIG Groupase§ir for 2014-2022 include:

e Maintaining stable trading volumes (both in retaitl wholesale)

e Maximising cash flows from the infrastructure armhgration area
e  Strengthening and transforming the exploration gnodiuction area
» Laying foundations for growth along the value chain

As regards the objective of maintaining stable itrgdsolumes (both in retail and wholesale), the
PGNIG Group will seek to maintain its leading pasiton the gas market and to remain the preferred
gas supplier for all customer segments. The Grotgnds to achieve these objectives by developing
and implementing mechanisms to improve customevicerquality and encourage customers to
continue their business relationships with the @rothe PGNIiG Group also intends to maintain the
high stability of gas supplies to end customers sm@&nhance its product offering through such
initiatives as launch oflual fud products. The priority in this area is to develpd implement
mechanisms that would mitigate the risk relatetheoCompany’s long-term gas import contracts. The
PGNIG Group will also seek to introduce more fléliip into its natural gas portfolio and adjust the
portfolio to the changing pricing and supply/tragliconditions on the market, while maintaining its
ability to ensure energy security.

The PGNIG Group’s grid infrastructure, gas storaayg] electricity and heat generation assets are a
source of predictable, stable revenue and delitteaicéive rates of return relative to the riskstte
coming years, the assets will prove important abiiising the Group’s financial performance and
enhancing its ability to finance new projects. lhighly competitive environment, it will be of key
importance to maximise cash flows from this businaea and to allocate any free cash to growth-
oriented projects that will fully exploit the Grasppotential and synergies available in new growth
areas. The Group will pursue new, profitable trassion infrastructure projects (heat networks) as
one of its development directions.

The Exploration and Production segment will corgina play a major role in the development of the
PGNIG Group. The Group’s main objective is to maimtstable production of natural gas and crude
oil in Poland. In addition, to secure further mesgfiil growth of shareholder value, the Group intend
to take active steps to build a portfolio of foreigxploration and production assets. The PGNIG
Group will continue the exploration and appraistlsimale gas deposits in Poland within its most
prospective licence areas, with a view to verifyingcoverable unconventional reserves of
hydrocarbons and commencing their economicallyfgigboduction in the shortest possible time.

To ensure further growth at each stage of its vahan, the PGNIG Group will take steps to improve

its cost effectiveness and organisational efficjefithese measures will include cost rationalisation
development of new business areas, and focus orGthap’s principal business activity. Their
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implementation will improve the Group’s ability fmance new projects and enhance its competitive
position.
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Section V: Operating review of the PGNIG Group

1. Operating data

Financial performance of the PGNIG Group in 201120

Revenue PLNm 34,304 32,044 28,730 23,004

Operating expenses, including: PLNm -30,461-28,895 -26,190 -21,132

depreciation and amortisation PLNm -2,502 -2,463 -2,069 -1,574

EBIT (operating profit) PLNm 3,843 3,149 2,540 1,872

EBITDA (operating profit + PLNm 6,345 5612 4,609 3,446

depreciation/amortisation)

Net profit/(loss) PLNm 2,822 1,920 2,240 1,755

Number of shares million 5900 5900 5900 5,900
shares

Earnings per share (net profit/number |of PLN 0.48 0.33 0.38 03

shares)

Declared or paid dividend per share

(dividend paid/number of shares) PLN 0.15 0.13 i 0.12

* average share price in a given year

In 2014, the PGNIG Group reported revenue of PLINBI34, 79% of which was derived from sales of

natural gas.

Revenue (PLNm)

Natural gas, including: 27,128 24,970 23,698 20,269
- high-methane gas 25,726 23,540 22,309 19,052
- nitrogen-rich gas 1,402 1,430 1,389 1,217
Crude oil 2,654 2,757 1,263 1,100
Helium 120 183 161 58
Electricity 1,695 1,360 842 11
Heat 1,079 1,069 978 0
Set-)rsip():kggsical and geological 281 239 339 448
Drilling and well services 480 594 610 578
;Zeorcisgreusctlon and assembly 135 243 123 132
Connection charge 112 110 106 97
Other sales 620 519 610 311
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In 2014, the PGNIG Group sold 18.6 bcm of natues, gvith 96% of that amount representing sales
from the transmission and distribution systemsthetalance — direct sales from gas fields.

Natural gas sales volume (mkm

Trade and Storage

Exploration and Production

The PGNIG Group produced a total of 4.5 bcm of ratgas (measured as high-methane gas
equivalent), of which 89% was produced from fieli$?oland, and the balance — from fields on the
Norwegian Continental Shelf and in Pakistan.

Natural gas production volume (mcm)

In 2014, 100% of the electricity produced by theo@r's Generation segment was electricity co-
generated with heat.

Electricity and heat production volumes

Electricity GWh 4,173 4,436 4,390
Heat TJ 36,923 40,540 40,568
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2. Events in 2014

PGNIG Upstream International AS acquired a 50%r@sein the PL756 licence on the
Norwegian Continental Shelf and was awarded itsaipeship.

~

Given the political unrest in Libya posing a thréatits employees, POGC Libya B.)
suspended exploration within its Libyan licence.

PGNIG Upstream International AS and its partnelisgaished the PL600 licence on the
Norwegian Continental Shelf.

The Extraordinary General Meeting of PGNIG S.A. @pped Mr Andrzej Janiak a
member of the Company’s Supervisory Board.

n

The Supervisory Board of PGNIG S.A. appointed Walde Wéjcik as member of the
Management Board of PGNIG S.A. for a joint threaesygerm of office ending December
30th 2016.

PGNIG Upstream International AS and its partneliegaished the PL599 licence on the
Norwegian Continental Shelf.

The Annual General Meeting of PGNIG S.A. removednambers of the Supervisory
Board and appointed, for a joint three-year ternofite commenced on May 15th 2014,
the Supervisory Board composed of: Wojciech Chmiské, Stawomir Borowiec, Andrze
Janiak, Bogustaw Nadolnik, Janusz Pilitowski, Agalea Trzaskalska, Ryszard
Wasowicz, Agnieszka Woand Magdalena Zegarska.

—

Operator Systemu Magazynowania Sp. z 0.0. begapoffey the expanded workin
capacities of the Wierzchowice Underground Gasag®rFacility and the Strachoci
Underground Gas Storage Facility.

=)
m@

On June 13th 2014, the President of the Energy IR&gy Office approved a change to
PGNIG Gas Fuel Supply Tariff No. 6/2014 and extehide effective term until Decembe
31st 2014. The gas fuel prices were restated frmouats based on*hto amounts base
on kWh.

D
o @

The Supervisory Board of PGNIG S.A. resolved topsasl Mr Andrzej Parafianowicz
from his duties as Vice-President of the PGNiIG Mgmaent Board for Corporate Affairs.

Operator Systemu Magazynowania Sp. z 0.0. begaffdothe working capacities of the
new Kosakowo Underground Gas Storage Cavern Bacilit

Ms Agnieszka Trzaskalska resigned as member dtpervisory Board of PGNIG S.A.
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PGNIG Obrot Detaliczny Sp. z 0.0. commenced itgafens. It took over the existing gas
retail business of PGNIG S.A.

Mr Andrzej Parafianowicz, Vice-President of the Mgement Board for Corporate
Affairs, tendered his resignation as member oRGBNIG Management Board.

PGNIiG Upstream International AS acquired interdstsfour fields located on the
Norwegian Continental Shelf from Total E&P Norge .A%e interests cover six licences
on the following fields: Morvin, Vilje, Vale and Ga Krog. As a result of the transaction,
PGNIG Upstream International AS’ recoverable resgeiim Norway grew by ca. 60%.

Mr Bogustaw Nadolnik tendered his resignation asnimer of the PGNiG Supervisory
Board.

PGNIG S.A. and Qatar Liquefied Gas Company Limi8)l executed a supplementary
agreement to the contract for sale of liquefieduradtgas (LNG) of June 29th 2009. The
agreement will minimise the risk of PGNIG S.A. hayito pay for uncollected LNG under
the take or pay clause.

The President of the Energy Regulatory Office appdoPGNIiG Gas Fuel Supply Tariff
No. 7/2015 (wholesale tariff), effective from Janudst 2015 to April 30th 2015. The
average price of high-methane and nitrogen-rich)(gas was reduced by ca. 4% and
1.4%, respectively.

The President of the Energy Regulatory Office appdoPGNIG Obrét Detaliczny Gas
Fuel Trading Tariff No. 1, effective from Januargt 015 to December 31st 2015. The
average trading price of gas fuel was reduced 8 Xor high-methane gas (E), 0.8% for
nitrogen-rich gas (Lw), 1.1% for nitrogen-rich géss), and 1.6% for decompressed
propane-butane.

The Supervisory Board of PGNIG S.A. removed Mr yekarella from the PGNIG
Management Board and from his position as ViceiBess for Trade.

PGNIG S.A. completed the extension of the Huséwedgbund Gas Storage Facility.
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Section VI: Regulatory environment

The PGNIG Group’s activities are regulated by tiofving laws:

e Polish Energy Law of April 10th 1997 (consolidatexkt in Dz. U. of 2012, item 1059) with
secondary legislation, to the extent it governsfgattrading, 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% (edhse 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 the PGNIG Group companies indhea of gas fuel trading, distribution and storage,
electricity trading and generation, as well as fhgateration, transmission and distribution areequit
heavily regulated, and require a licence grantethbyPresident of the Energy Regulatory Office.

The amended Polish Energy Law of 2013 introduceddquirement 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 forteldty 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 elédty produced by co-generation. The reinstated
mechanism, which supports gas-fired co-generatwaates 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.

PGNIG Obrét Detaliczny Sp. z 0.0. held a licencéranle in gas fuels valid from April 25th 2014 to
April 25th 2016 and a licence to trade in electyieialid from April 29th 2014 to April 29th 2016.r0
October 23rd 2014, PGNIG Obroét Detaliczny Sp. z. oemuested the President of the Energy
Regulatory Office to extend the term of the licendss at the date of this report, the proceedingew
still pending.

1.2. Changes in gas fuel tariffs

In 2014, the bulk of high-methane and nitrogen-niaiural gas sold by PGNIG S.A. and PGNIG
Obraot Detaliczny Sp. z 0.0. was subject to stayupice control. Only trade in high-methane natural
gas on the Polish Power Exchange was exempt freralihigation to submit tariffs for approval.

In 2014, PGNIG Gas Fuel Supply Tariff No. 6/201gpoved 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 @ffee 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 ieesed on units of volume. The new settlement rules
did not significantly affect the amounts of payngefur gas fuel supplies. The prices of gas fueleewe
recalculated from amounts expressed per cubic ntmeamounts expressed per 1 kWh, with use of
the calorific value assumed to determine pricesupdérof 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 chagrges
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 owditer 1st 2013.

Area covered by Polska Spotka Gazownictwa Sp. ZWroctaw Branch

Amendment to Tariff No. 5/2012 Tariff No. 6/2014 Cf(];)r)]ge
1 2 2/1
W-1.1 2.4969 2.6150 4.7%
wW-2.1 1.9816 2.0512 3.5%
wW-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%
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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%
W-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%

Pursuant to the Energy Law, PGNIiG Obr6t Detalicdmy z 0.0. was authorised to use PGNIG Gas
Fuel Supply Tariff No. 6/2014 until the introductiof a new tariff, prepared by PGNiIiG Obrot
Detaliczny Sp. z 0.0. In October 2014, PGNiIG S#d BGNiG Obrdét Detaliczny Sp. z 0.0. applied to
the President of the Energy Regulatory Office fgpraval of the new tariff.

On December 17th 2014, the President of the EnRegulatory Office approved PGNIG 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 gastomers into tariff groups (e.g. depending on
contracted gas volumes, connection points and enbatl consumption rates). The average price (the
price of gas fuel and the subscription fee) of higdthane and nitrogen-rich (Lw) gas was reduced by
ca. 4% and 1.4%, respectively. The PGNIG Tarifapplicable to businesses purchasing fuels for
resale and end users with annual gas consumpteaedig 25 mcm.

On December 17th 2014, the President of the EnBegulatory Office approved PGNIG Obrot
Detaliczny Gas Fuel Trading Tariff No. 1, effectirem January 1st 2015 to December 31st 2015.
The average trading price of gas fuel (gas fualepand subscription fee) was reduced relativedo th
previous tariff by 1.8% for high-methane gas (E8% for nitrogen-rich gas (Lw), 1.1% for nitrogen-
rich gas (Ls), and 1.6% for decompressed propateabuOn October 27th 2014, the President of the
Energy Regulatory Office exempted PGNIiG Obrot Dezaly Sp. z 0.0. from the obligation to submit
LNG trading tariffs for approval.

The complete PGNIG Obrot Detaliczny Gas Fuel Tradiariff No. 1 is available atww.od.pgnig.pl
and www.ure.gov.pl.

Exemption from the obligation to submit wholesads tyading tariffs for approval

On February 19th 2013, the President of the En&wggulatory 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. mibed 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 idlegt 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, ttee@edings were still
pending.

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

The Act on Stocks of Crude Oil, Petroleum Prodwsid 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 natibrel 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 imggas for their own needs. With respect to the bssine
activity of PGNIG S.A., the Act:
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» specifies the volume of mandatory stocks, whicleesi@ctober 1st 2012 is equivalent to 30 days’
average daily imports of gas (for the period froprilst 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 maintainindggasing and restocking the mandatory stocks
represents a justified operating cost within theuinneg 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

3. Polish Geological and Mining Law
The Polish Geological and Mining Law of June 9ti P@egulates:

* geological work;

» extraction of minerals from deposits;

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

» protection of mineral deposits, underground waggrd other components of the environment in
connection with geological works and extractiomwherals.

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 angbaaisal 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 Geoldgiral Mining Law was passed, introducing a
number of material changes to the regulatory enwrent of the exploration and production segment.
The Act has introduced an integrated permit (cowerhydrocarbon exploration, appraisal and
production) and obligatory qualification procedyredlowed consortia to apply for licences and
significantly increased royalty rates (while maintag the previous royalty regime for marginal
deposits).

In 2014, the Ministry of Environment granted PGNBQ\. 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, whileatixer 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 cratleand natural gas deposits
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e 227 licences for production of crude oil and ndtges from deposits
* 9licences for storage of gas in underground tadlilunderground gas storage facilities)
» 3licences for storage of waste.

4. Regulatory risks

Polish Energy Law

The Act Amending the Energy Law and Certain OthetsAthe so-called “Small Three Pack”) of
September 11th 2013 has introduced a requiremerdeliogas 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 congetiThe mechanism improves the market's
transparency and allows market participants tolmge products on equal terms. On the other hand, it
may cause PGNIG to gradually lose its market shdogever, the actual rate at which PGNIG 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 exchamadet

In terms of supply, PGNIG S.A. is fully preparedteet 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 2018, réguirement will cover 55% of the total gas
sold. If an energy utility fails to meet the reguirent 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 2014ofder 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 the PGNIG Group’s revenue on tadffproved by the President of the Energy
Regulatory Office is the key factor affecting theo@’s regulated business. Tariffs are cruciahi® t
Company'’s ability to generate revenue that woulecdts reasonable costs and deliver a return en th
capital employed. Currently, a significant portiointhat revenue depends on the selling prices sf ga
fuel, which — except to the extent that the gasdkl through the Polish Power Exchange — are
regulated prices. The tariff determination rules defined in the regulations issued under the Bnerg
Law, including primarily the Tariff Regulation. Thariff determination methodology is based on
planned volumes. Inaccurate estimates of customeemadd for gas (affecting the accuracy of
projected purchase and supply volumes), changesgarted gas prices which cannot be accurately
projected, as well as unpredictable fluctuationgumrency exchange rates (ultimately affecting the
cost of gas imports) may have an adverse effeth®financial performance of the Group.

Act on Stocks of Crude QOil, Petroleum Products Hatural Gas

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

The technology risk follows from the fact that theed to maintain mandatory stocks has a negative
impact on the operating parameters of undergrotimhge facilities. In a longer run, if gas is not
drawn from water-drive storage facilities (suchtlas 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 aajyain the next cycle. In order to restore the
operating parameters of the facility, it may beassary to inject more gas to increase buffer vofiyme
which will in turn entail additional costs.

Another consequence of maintaining mandatory sticilkat 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. Coesely, 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 omadamental change in the regulatory regime for the
exploration and production segment, comprising ills: the draft Act Amending the Geological and

Mining Law and Certain Other Acts, and the draft Ao 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 PGNiG

S.A’’s capabilities to make new investments, wktie 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 hydrocarbxuiaation and appraisal licences issued in Poland.
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Section VII: 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.

The PGNIG Group is the leader of the Polish hyddoaa exploration and production market. As of
1990, hydrocarbon exploration in Poland is based doensing policy which ensures equal access to
exploration licences for all market participants. & December 31st 2014, PGNIG S.A. held 77 crude
oil and natural gas exploration and appraisal tesn(compared with approximately 70 licences held
by all other companies). Over the past 25 yeanmsyraber of foreign companies have carried out
exploration in Poland, including globally-known péais such as Amoco, Texaco, Conoco and Exxon.
At the same time, new exploration companies wetabshed by Polish petrochemical giants PKN
Orlen and Grupa LOTOS. At the end of 2014, 21 canigsawere engaged in hydrocarbon exploration
in Poland. Despite this highly competitive enviremt) the PGNIG Group has maintained its leading
position — no foreign company has independently enaanaterial discovery or become the operator
under a production licence. As regards oilfieldvexs, a number of international companies such as
Schlumberger, Halliburton, Weatherford and Unitélli€dd Services also operate in Poland. Despite
the intense competitive pressure, companies of RBNIG Group GEOFIZYKA Krakow S.A.,
GEOFIZYKA Torua S.A. and Exalo Drilling S.A. enjoy a strong pawitiin this market area.

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 Ralish 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 researcéllerand 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 retjlincluding one exploration borehole in Pomerania
(drilled in the past), two exploration boreholestire Greater Poland region, and three appraisal
boreholes in the Carpathian Foothills (including an search of unconventional deposits). 14 wells
(five of which had been drilled in previous yedfia)ed 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 reserveasmade in March), the Company’s recoverable
reserves were:

* 81.6 bcm of natural gas measured as high-methaneadent,
e 18.5m tonnes of crude oil with condensate.
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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% interesté 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 Generdtéleum Corporation (EGPC) were made.

2. Joint operations

In 2014, PGNIG S.A. conducted joint operations wilther entities in licence areas awarded to
PGNIG S.A., FX Energy Poland Sp. z 0.0., and SaonLEnergy PLC. Furthermore, PGNIiG S.A.
collaborated with other entities in carrying oupkxation work in Pakistan and Norway.

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 afirmmonventional 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, aicarexploratory 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 Pdtiotfa.A. signed an agreement for joint
operations within the Gérowo ltawieckie licencearBGNIG 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 ogerst dated June 1st 2007; licence interests:
PGNIG S.A. (operator) — 51%, Eurogas Polska Spoz-624%, and Energia Bieszczady Sp. z
0.0. — 25%;

* “Sierakdéw” — 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 hatural gas depasitemcountered by the Karmin-1 borehole. Three
exploratory wells were abandoned due to low gasdldrhe Sierakéw-3 well within the “Sierakow”
area was also abandoned because hydrocarbon povdioat been unprofitable.
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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.o. 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 joaperations 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
PLC); licence interests: Energia Karpaty Wschodpe z 0.0. Sp. k. (operator) — 80%, PGNIiG
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 flowrabgias at commercial rates.

2.2. Joint operations abroad
Pakistan

PGNIG S.A. conducts exploration work in Pakistader 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 priogoto the parties’ interests in the licence: PGNi
S.A. (operator) — 70%, PPL — 30%. In 2014, PGNi®. S$egan preparations to drill appraisal
boreholes Rehman-2 and Rehman-3 (scheduled forletompin 2015 and 2016). PGNIiG 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.

Norwa

PGNIG Upstream International AS, a PGNIiG Group canyp holds interests in exploratory and
production licences on the Norwegian ContinentalSin the Norwegian Sea, in the North Sea, and
in the Barents Sea. Jointly with partners, the camgphas been producing hydrocarbons from the
Skarv field (Skarv project) and developing the Shaeld. In 2014, the company acquired interests in
three producing fields: Morvin (6%), Vilje (24.243%nd Vale (24.243%), as well as in the Gina
Krog field (8%), which is currently in the developnt phase. In the other licence areas, the company
is engaged in exploration projects.

Hydrocarbon production under the Skarv projectisied out using a floating production, storage and
offloading vessel (FPSO), which is moored in thenity of the field. The oil is sold directly frothe
FPSO vessel to Shell International Trading and BhgpCompany Ltd. and transported by the trading
partner’s fleet of shuttle tankers. The producesligaransmitted over the Gassled Area B System gas
pipeline to the onshore terminal in Karsto, anchthedirected to Germany over the Gassled Area D
System gas pipeline, where it is received by PGR#Bs & Trading GmbH. In 2014, operations on
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the Skarv field yielded a total of 418 thousandnesof crude oil with other fractions (measured as
tonnes of crude oil equivalent) and 419 mcm of redtyas.

In 2014, PGNIG Upstream International AS acquirgdnests in four fields located on the Norwegian
Continental Shelf from Total E&P Norge AS. The natgts cover six licences on the following fields:
Morvin, Vilje, Vale and Gina Krog. As a result dfe transaction, PGNIG Upstream International AS
acquired:

* a 24.243% interest in the PL36D licence (Vilje diglthe remaining interests are held by Det
norske oljeselskap ASA as the operator (46.904%)S4atoil Petroleum AS (28.853%),

* a 24.243% interest in the PL36 and PL249 licen¥ade(field); the remaining interests are held
by Centrica plc as the operator (50%) and Lotos B&Rye AS (25.757%),

 a 6% interest in the PL136B and PL136C licencesr{idield); the remaining interests are held
by Statoil Petroleum AS as the operator (64%) amid\Brge AS (30%),

* a29.63% interest in the PL0O29C licence (represgrdin 8% interest in the Gina Krog field); the
remaining interests are held by Statoil Petroleutnas the operator (58.7%), Total E&P Norge
AS (30%) and Det norske oljeselskap ASA (3.3%).

An independent auditor’s report sets the 2P reaiterreserves of crude oil (72%) and natural gas
(28%) attributable to the interests acquired bydbepany at 33 million boe. Consequently, PGNIG

Upstream International AS’ recoverable reserveNanway grew by ca. 60%. According to operator

data, production from the fields will continue Bom average period of 14 years.

The interests were acquired for NOK 1,950m, withuzaty 1st 2014 as the agreed transaction date. A
significant portion of the transaction price wattled using cash flows acquired by PGNIG Upstream
International AS and generated in the period betvibe agreed acquisition date and the date of lactua
settlement. Given the achieved sales targets ofolgdbons produced from the acquired fields in
2014, reduced costs and capital expenditure, dsawéhvourable foreign exchange rates, the ulemat
cash payment amounted to approximately NOK 843mraqimately PLN 400m at the exchange rate
as at December 30th 2014), which accounted for 48k of the purchase price. The amount was
financed with an intra-Group bridge loan from PGNEG.

The Morvin field is located in the Norwegian Sedijle the other fields — in the North Sea. Locations
of the new fields are shown on the map below.
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North Sea

PGNIG Upstream International Licence Portfolio

In addition, another licensing round was conclude@014, as a result of which PGNiIG Upstream
International AS was granted the PL756 operat@nke in the Norwegian Sea. As the operator, the
company acquired a 50% interest in the licence. iB3Bpstream International’s licence partners are
Idemitsu Petroleum Norge AS and Rocksource Exptmrdtiorway AS, with a 25% interest each. The
PL756 licence is located in a well appraised ackse to a number of producing fields, including th
large Aasgard field. This licence is the secondratoe licence granted to PGNiIG Upstream
International AS on the Norwegian Continental Shelf

Geological and geophysical analyses were perfoimége PL599, PL600 and PL648S licence areas,
on the basis of which the exploration risk was sss@ as high, and so the company and its partners
renounced the PL599 and PL600 licence areas antjuedhed the PL648S licence area. As at
December 31st 2014, PGNIG Upstream International &8l interests in 18 exploration and
production licences on the Norwegian ContinentalfSincluding two operator licences.

Also in 2014, the company continued work on theetlgvment of the Snadd field and preparation of
the Skarv field for the second drilling stage, whis scheduled to commence in 2017, as well as its
operations on other exploration licence areas. Agnother things, it worked on evaluation of
prospectivity of the PL646, PL707, PL711 and PLT&é&nces and was involved as a partner in
drilling of an exploration borehole (ultimately skified as a dry hole and abandoned) in the PL558

licence area.

In January 2015, another licensing round was caecly as a result of which PGNiG Upstream
International AS was granted the PL799 operat@nke in the Norwegian Sea. As the operator, the
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company acquired a 40% interest in the licencelents partners — Statoil Petroleum AS, VNG Norge
AS and Explora Petroleum AS — each received a 2i8ast. The PL799 licence area is located in the
vicinity of the Skarv and Snadd fields.

Libya

Polish Oil and Gas Company - Libya B.V., the Graupubsidiary, conducted exploration work in
licence area No. 113 within the Murzuq petroleunsibain Libya, under an exploration and
production sharing agreement of February 25th 2008luded with the Libyan government.

Due to the tense political situation and growinge#t to the safety of employees, the exploratiorkwo
in Libya was discontinued in January 2014.

3. Production

Natural gas production, PGNiG Group, 2005-2014
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In 2014, the PGNIG Group conducted hydrocarbon yctdn in Poland, in the Norwegian
Continental Shelf and in Pakistan. Natural gas@nde oil in Poland is extracted by two branches of
PGNIG S.A.: the Zielona Géra Branch and the Sanmnéh. The Zielona Goéra Branch produces
crude oil and nitrogen-rich natural gas at 22 siteduding 13 gas production facilities, 6 oil agas
production facilities and 3 oil production faciii. The Sanok Branch produces high-methane and
nitrogen-rich natural gas and crude oil at 37 siteduding 20 gas production facilities, 11 oildagas
production facilities and 6 oil production faciif.
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In 2014, the PGNIG Group produced a total of 4,30dm of natural gas (high-methane gas
equivalent), of which 4,027 mcm was produced fraetdé in Poland, and 477 mcm from fields
abroad. Production of crude oil and other fractioeached 1.207 thousand tonnes of crude oil
equivalent. Natural gas and crude oil productiolumes are presented in the table below.

Natural gas production volume

Product 2014 2013
GWh mcm* mcm*
1. | Natural gas, including: 49,542 4,504 4,582
a. | high-methane gas, including: 20,634 1,876 1,891
- Zielona Géra Branch
- Sanok Branch 15,983 1,457 1,551
- Norway 4,651 419 340
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

Product Unit of measure 2014 2013
Crude olil, including: ‘000 tonnes 1,207 1,099
- Zielona Géra Branch ‘000 tonnes 742 766
- Sanok Branch ‘000 tonnes A7 49
- Norway ‘000 tonnes 418 283

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 twidito production capacity is approximately 10.3
thousand cubic metres of gas per hour (high-metgasequivalent).

In the Zielona Gora Branch area, two wells wereughd 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 bght on stream on the new Otobok field, with a
production capacity of 15 tonnes per day.
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Underground gas storage facilities

In 2014, the Exploration and Production segment uke 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.

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 itasl 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 procéssuae refining, include crude condensate, sulfur

and propane-butane. Some of the produced nitrdghrgas is further treated into high-methane gas at
the Odolan6éw 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 PGNIG Group’s sales of natural gaallemd 801 mcm, of which 744 mcm was sold in
Poland, and 57 mcm was sold in Pakistan. In additioe Group sold 1.169 thousand tonnes of crude
oil, including other fractions. The tables belovegent volumes of natural gas sold directly from the
fields, and sales volumes of crude oil and othetfons.

Sales of natural gas

2014 2013
GWh mcm* mcm*
Natural gas, including: 8,886 801 749
- high-methane gas 768 69 72
- nitrogen-rich gas* 8,118 732 677
*Measured as high-methane gas equivalent.
Sales of crude oil
Unit of measure 2014 2013
Crude olil, including: ‘000 tonnes 1,169 1,106
- Poland ‘000 tonnes 780 810
- Norway ‘000 tonnes 389 296

In Poland, the largest amounts of natural gas wele to industrial customers, accounting for about
78% of the total sales volume. PGNIG S.A. sold erad to Shell International Trading and Shipping
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Company Ltd., Rafineria Trzebinia S.A., Rafineriafty Jedlicze S.A., TOTSA TOTAL OIL
TRADING S.A. and BP Europe SE. In November 2014NR& S.A. and Rafineria Trzebinia S.A.
signed an annex to their agreement. Under the anhexcost of rail transport was transferred to the
buyer. Since January 2015, Rafineria Trzebinia 8a8. been responsible for crude oil transport from
PGNIG S.A'’s railway terminals to relevant destioas, covering all related costs.

5. Service activities

In 2014, the Exploration and Production companiesewengaged in drilling exploration, appraisal,
core and production boreholes as well as borehelgsired for the construction and extension of
underground gas storage facilities. Other importargas of their activity included provision of
specialist well servicing and geophysical services.

Exploration, appraisal and core boreholes weréedriinainly in search for hydrocarbons, but also for

copper. Drilling services were rendered in Poland a@broad for both the PGNiIG Group and for third-

party customers. In Poland, contracts were perfdrfoecompanies exploring for:

» conventional gas, e.g. for PGNIG S.A., FX EnergyaRd Sp. z o0.0. and Energia Karpaty
Zachodnie Sp. z 0.0. Sp. k.

e unconventional gas, e.g. for PGNIG S.A, Orlen Wgmtn Sp. z 0.0. (exploration for shale gas)
and the Polish Geological Institute (coalbed methan

* unconventional crude oil, for Wisent Oil &Gas Sm.n. (exploration for shale oil),

e copper deposits, for KGHM Polska Mied&.A., Zielona Géra Copper Sp. z 0.0. and Mozoéw
Copper Sp. z o0.0.

Furthermore, boreholes were drilled as part olktbsakowo underground storage facility construction

project and the Mogilno underground gas storagercafacility extension project.

On foreign markets, drilling was conducted in exatmn for conventional hydrocarbons for third-
party customers, including in Uganda, Ethiopia,iftak, Kazakhstan, Egypt and Lithuania. Further,
the segment carried out contracts for productiofl dmilling, which were primarily performed in
Poland for PGNIG S.A. and abroad for third-partgtomers — mainly in Kazakhstan, Pakistan and
Ukraine.

The segment companies also provided specialist sefices such as drilling fluid services,
cementing services, coiled tubing and nitrogen opgrations, mud logging, services consisting in
provision of downhole equipment and well testingsarvoir measurements and production tests, as
well as remedial treatments, workovers, and wedinalonment services. Well services were primarily
performed for PGNIG S.A. Domestically, the mainrdRparty customers for well services included
LOTOS Petrobaltic S.A., FX Energy Poland Sp. z,0dylen Upstream Sp. z o0.0., Wisent Oil &Gas
Sp. z 0.0., Geops Deep Drilling Sp. z 0.0., Pradisistwo Budowy Kopal PeBeKa S.A., the Polish
Geological Institute and Chevron Polska Energy Besss Sp. z 0.0. Abroad, the company’'s
operations included cementing services in Romami kithuania, coiled tubing, nitrogen unit
operations and mud logging in Ukraine, as well askavers, and well abandonment services in the
Czech Republic.

In 2014, companies of the Exploration and Producsiegment performed geophysical services in the
area of exploration geophysics (including acquisitiprocessing and interpretation of seismic data)
and well logging. In the Polish market, their mimgportant customers included PGNIG S.A., Chevron
Polska Energy Resources Sp. z 0.0., FX Energy Bdim z 0.0., NAFTA a.s. and Orlen Upstream
Sp. z 0.0. For PGNIG S.A., the Exploration and Bobidn segment companies performed exploration
geophysics services; for third-party customersy thvided both exploration geophysics and well
logging services. In foreign markets, the Grougfgremed seismic acquisition work and well logging
services for customers from Hungary, Germany, $iayéSerbia, Tunisia, Oman, Georgia and other
countries, as well as seismic data processing rtedpretation services for customers from Pakistan,
France, Yemen, the United Kingdom, Kenya, Camerrahother countries.

Page 39 of 89



Directors’ Report on the Operations of the PGNI®@@rin 2014

6. Planned activities

Exploration in Poland

In 2015, PGNIG S.A. will carry out exploratory géxysical work and drilling in Poland on a number
of prospects in the Carpathian Mountains, Carpatkiaothills and the Polish Lowlands. The work
will be conducted by PGNIG S.A. on its own or joynivith partners.

The Company also intends to pursue projects focarezkploring new potential opportunities, where
little appraisal has so far been made. In Pomeréimiae 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 &-1 well and perform further work on the
Rehman-2 and Rehman-3 wells.

On the Norwegian Continental Shelf, PGNIG Upstrdaternational AS, as a project partner, will
continue to produce hydrocarbons from the Skatd fad the newly acquired fields, proceed with the
development of the Snadd and Gina Krog fields, prepare for the second stage of the drilling
campaign on the Skarv field. Also, PGNiG Upstreaernational AS intends to acquire new licence
areas by participating in annual licensing rounad lay acquiring interests from other entities.He t
future, the company may participate, as a parinadrilling projects in deep-sea waters (below 0,00
metres) and in the Arctic Zone. This is connectét its interests in two licences (PL702 and PL703)
in the Varing Basin in the Norwegian Sea shelf, mehgea depth exceeds 1,000 metres, and in two
licences (PL707 and PL711) in the Barents Sea,shdlfie Arctic Zone.

Natural gas production

The PGNIG Group is implementing an investment paiogne aimed at maintaining, in a long-term
perspective, its natural gas production capacity.part of the programme, PGNIG S.A. plans to
develop new deposits and wells, modernise and exg@ existing gas production facilities, build
new underground gas storage facilities and expamé@xisting ones.

Plans for 2015 provide for an annual natural gaslyetion volume of approximately 4.5 bcm of high-
methane gas equivalent with a calorific value a63@J/cm, of which 0.4 bcm will be produced from
fields on the Norwegian Continental Shelf. WithiretSanok 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, Zaniengy and Wilkéw fields.
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Crude oil production

The PGNIG Group estimates its 2015 crude oil ougtut.27 million tonnes, including 0.76 million
tonnes produced domestically and 0.51 million tenpeoduced from fields on the Norwegian
Continental Shelf.

Service activities

In 2015, the PGNIG Group plans to provide drillisgrvices in Poland and abroad. In Poland, the
segment companies will conduct drilling for PGNiGASand for third-party customers. In foreign
markets, services will be provided for PGNIG S#\Pakistan and for third-party customers in Egypt,
Kazakhstan, Pakistan, Saudi Arabia, Botswana, CRegublic, Lithuania, and Ukraine.

Specialist oilfield services are planned to be grened in Poland chiefly for PGNIG S.A., but also fo
foreign companies that hold licences to explorenfiimerals (mainly hydrocarbons), and in foreign
markets for third-party customers in Croatia, RomariCzech Republic, Saudi Arabia, Ukraine,
Lithuania, Belarus and other countries.

The segment will also provide seismic data acqaisitprocessing and interpretation services to
PGNIG S.A. and third-party customers (including EXergy Poland Sp. z 0.0. and Orlen Upstream
Sp. z 0.0.). Abroad, the Group will render geoptsisservices in Tunisia, Oman, Pakistan, Kenya,
Cameroon, Yemen, India, Georgia and EU member sst@@zech Republic, Slovakia, Austria,
Germany, Denmark, Hungary and Croatia).

7. 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 applieda d
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 cycke 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 the reserves or ptasuquantities may lead to a lower revenue and
adversely affect the PGNIG Group'’s financial periance.

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 aodstruct production facilities. Another material
factor is connected with difficult access to uncamional gas plays given the environmental
regulations and the necessity to obtain the landosirtonsent for access to the area.
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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 ratifidérior 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 implementatiorinvestment 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 bfderivative products and on exchange rates. To
reduce drilling costs, PGNiG 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 the PGNIiG Group, especially thogeraglobally, enjoy strong market positions and
have greater financial resources than those avail@bthe Group. Thus, it is probable that such
companies would submit their bids in tender procesiiand be able to acquire promising licences,
offering better terms than the Group could offevegi its financial and human resources. This
competitive advantage is particularly importantloa international market.

Political and economic situation in the regions rehthe PGNIG Group operates

In some countries where the PGNIG Group condugtéoeation activities there is a number or risks,
which may lead to a limitation, suspension or edlimgontinuation of the exploration and production
activities. These risks include armed conflictaydest attacks, social or political unrest, intairn
conflicts and civil disturbance.
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In 2011, all non-Libyan employees of POGC-Libya Bwére evacuated from the country following
the occurrence of a force majeure event. Operaticgr® resumed in the second half of 2012. A
similar situation took place in January 2014. AdliBh employees working in the Murzug 113 licence
area were withdrawn to Poland. The site was sealddsecured by Libyan government forces and was
left to be overseen by local subcontractors.

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, PGNs.A. suspended its operations in the area and
declared a force majeure event. After the situatitabilised, the drilling was resumed in October
2014. However, on the night of November 12th andevaber 13th, the area came under a gun fire
attack that lasted for about half an hour. Follgyihe 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. Dedpatee 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, execpits staff from the area on November 30th.
Work on Rizg-1 was resumed on December 25th 2014.

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

Unforeseen events

Hydrocarbon deposits developed by the PGNIG Gragpusually located at great depths, which
involves extremely high pressures and, in many saske presence of hydrogen sulfide.
Consequently, the risk of hydrocarbon blowout @kbge is very high, which in turn may pose a
threat to people (workers and local populationjured environment and production equipment.

The PGNIG Group and its partners are engaged itoetpn for and production of hydrocarbons on
the Norwegian Continental Shelf. Offshore operatiane much more complicated than those carried
out onshore. If a serious failure or uncontrolletase of hydrocarbons occurs at sea, remediadion c
be very costly.

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 egdain 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 occurrenceratbgted plant species and habitats of protected
animals.
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Section VIII: 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, Wiemglte and Kosakowo).

The PGNIG Group is the largest supplier of natges in Poland. According to the Energy Regulatory
Office, PGNIG S.A.’s share in total sales of naltgas in 2013 was 94.4%. In 2014, natural gas was
supplied to customers mostly by two companies efREENIG Group: PGNIG S.A. and its subsidiary
PGNIG Obrét Detaliczny Sp. z 0.0., which commenitedperations on August 1st 2014. Thus, the
company has become the largest retail suppliembfral gas, while PGNIG S.A. has maintained its
leading position on the wholesale market. Howedeg to the ongoing gas market deregulation and
growing activity of other players, in the periodrr January 2013 to December 2014 PGNIG’s share
in gas imports dropped by 12 pp., down to 79.7%.

1. Purchases of natural gas

In 2014, the PGNIG Group purchased gas from abemat] to a limited extent, from domestic
suppliers.

PGNIG S.A. bought natural gas mainly under the emgents and contracts specified below, i.e. the
long-term contract with OOO Gazprom Export and shemd medium-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 308%2;

»  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.

PGNIiG Sales & Trading GmbH purchased natural gasthen German market, mainly in OTC
transactions on thBCG (NetConnectGermany) andGaspool virtual trading platforms. The company
also purchased gas on tharopean Energy Exchange (EEX).

In 2014, to fulfil its trading obligations, the P@MNGroup purchased a total of 14.531 mcm of natural

gas, 76% of which was imported from foreign suppglielhe table below presents the structure of
natural gas purchases from suppliers, measureglasrtethane gas equivalent.
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Structure of natural gas purchases

2014 2013
GWh mcm % mcm %
Foreign suppliers: 122,830 11,086 76% 11,906 97%
- Gazprom Export 90,733 8,097 73% 8,733 73%
- Other foreign suppliers 32,097 2,989 27% 3,173 27%
Domestic suppliers: 37,849 3,445 24% 390 3%
- Power exchange 35,144 3,201 93% 0 0%
- Other domestic suppliers 2,705 244 7% 390 100%
Total 160,679 14,531 100% 12,296 100%

New contracts

On December 9th 2014, PGNIG S.A. and Qatar Ligdefsas Company Limited (3) executed a
supplementary agreement to the contract for saleoéfied 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
Liquefied Gas Company Limited (3) to other marké®&NiG will cover the potential difference
between the LNG price specified in the contract daedmarket price obtained by Qatar Liquefied Gas
Company Limited (3).Should the price be lower tHBNIG 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. haxmgay for uncollected LNG in 2015 under the
take or pay clause.

On November 1st 2014, PGNIiG S.A. requested OOO Barjtksport to renegotiate the price of
natural gas supplied by OO0 Gazprom Eksport urtdercontract for sale of natural gas to Poland,
dated September 25th 1996, with a view to reduttiegprice.

2. Sales of natural gas

Gas sales in the Trade and Storage segment of the PGNiG Group in
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The key products sold by the Trade and Storage segane high-methane gas and nitrogen-rich gas.
The PGNIG Group sold gas to customers in Polandaémdad (chiefly on the German market), and
on the power exchanges in Poland and Germany.

In order to meet the requirement to sell gas onetteange market, in August 2014, PGNIG Obrot
Detaliczny Sp. z o.0. launched its operations. @tmpany procures gas mainly at the Polish Power
Exchange, and later resells it to customers. PGDIiGt Detaliczny Sp. z 0.0. serves customers who
in the previous year bought no more than 25 mcmnatural gas. End-user agreements were
automatically transferred to PGNIG Obrot DetalicZBy. z 0.0. by way of universal succession.
Launch of PGNIG Obrot Detaliczny Sp. z 0.0.’s opierss will ensure adequate demand for natural
gas sold on the power exchange and will enable dainpetition between the PGNIG Group’s
subsidiary and other participants of the Polishrgagket.

Sale of natural gas at the Polish Power Exchange@®WiG S.A. and purchase of natural gas at the
Polish Power Exchange by PGNIG Obrot DetalicznyzSmo. are not eliminated on consolidation.

In 2014, gas sales in the Trade and Storage segesiied 17,808 mcm , 16,063 mcm of which was
sold on the domestic market. Compared with 2018, ggdes increased by approximately 15%. The
increase was attributable mainly to PGNIG Obrétaldetny Sp. z 0.0.’s launching its operations, and
to a substantial increase in PGNIG S.A.'s salegshat Polish Power Exchange (intercompany
transactions executed at the Polish Power Excharg@ot subject to elimination). The table below
presents sales of natural gas in the Trade anddg&tosegment (measured as high-methane gas
equivalent).

Sales of natural gas

2014 2013

GWh mcm mcm
Natural gas, including: 197,523 17,808 15,465
- high-methane gas 191,819 17,289 14,940
- nitrogen-rich gas* 5,704 519 525

*Measured as high-methane gas equivalent.

On the domestic market, gas was purchased printayilgdustrial customers (mainly in the chemical,
oil refining, petrochemical and metallurgical sesjcand by households. The latter were identified a
the largest customer group (approximately 6.6mgpanting for 97% of the entire PGNIG Group
customer base. Industrial customers had the laspase in the sales volume. The table below present
the structure of sales of natural gas (measurbéiyasmethane gas equivalent) by customer groups.
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Gas sales by customer groups

Industrial customers 80,107 7,189 8,100
Trade and services 27,167 2,491 2,748
Households 40,854 3,672 3,969
Wholesale customers 2,123 197 231
Exports - - 84
Exchange 47,272 4,259 333

*Measured as high-methane gas equivalent.

Structure of natural gas sales to industrial customers in 2014
Other industrial

customers
21%

Producers of
building materials
and ceramics 5%

Nitrogen plants
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Power and CHP
plants
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Heat-generating

Glass works plants
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Iron and steel works
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petrochemical

Food industry industries
11% 18%

In 2014, the PGNIG Group sold 1,745 mcm of natgeas on foreign markets, primarily in Germany,
where households and SME’s were the largest custgroaps.

New contracts

On January 30th 2014, PGNIiG S.A. and KGHM PolskediS.A. signed an annex to the
comprehensive gas fuel supply contract of July 2Wh0 for the period until June 30th 2033. Under
the annex, the annual volume of gas supplies waiscesl from 266 mcm to 41.5 mcm. The change
follows from a decision by KGHM to reduce the outpfi co-generated electricity and heat due to
changes in the co-generation support mechanismianglrices 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 sighed annexebrgetother contracts for gas fuel supplies to KGHM,
i.e. the contracts of September 25th 2001, Jand#ryl999, 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@ar 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).

PGNIG Sales & Trading GmbH engaged in electriaigading in Germany on the EPEX Spot, EEX
Power Derivatives and OTC markets.

Sales of electricity

In 2014, in the domestic market the PGNIG Groupl stéctricity to business customers (tariff groups
A, B and C), and to households (tariff group G)eT@ompany sells electricity with fixed price
guarantee (for periods as long as until 2016) affierso full balancing of customers’ electricity
requirements. In 2014, the PGNIG Group continuggibmotional campaign “Energia w dwupaku”
(“Energy double play”), as part of which it offassubsidise its customers’ electricity bills. Thiger

is addressed primarily to small and medium-sizedpganies which already buy gas from the Group or
want to sign gas-supply contracts with PGNIG.

The Group also sold electricity to end users on@eeman market, where its customers included
chiefly small and medium-sized companies, as veh@iseholds.

In 2014, the Group sold 10,153 GWh of electridibat is 5,427 GWh (115%) more than in 2013. This
increase was attained thanks mainly to more adtaging at the Polish Power Exchange as well as
the EPEX Spot market. Sales in the domestic madeethed 5,645.2 GWh. The table below presents
sales of electricity by customer group.

Sales of electricity (GWh)

2014 % 2013 %
End user 259 3% 64 1%
Trading companies 3,186 31% 1,528 32%
Balancing market 424 4% 455 10%
Exchange 6,284 62% 2,679 57%
Total 10,153 100% 4,726 100%
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4. Storage

Working capacity of storage facilities in the Trade and Storage segment in
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The Trade and Storage segment uses for its owrsrteedworking capacities of the Wierzchowice,
Husow, Strachocina, Swarzéw and Bmziea underground gas storage facilities, as wellthas
Mogilno and Kosakowo underground gas storage cafaaitities. 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 natgas may be balanced by the supplies from the
Mogilno and Kosakowo facilities, where gas is stione worked-out caverns. The capacities of the
Wierzchowice, Husow, Strachocina, Swarzow and Brioa facilities are used to minimise the effect
of changes in demand for natural gas in the sunamémwinter seasons, to meet the obligations under
the take-or-pay import contracts, to ensure thdicoity and security of natural gas supplies, amd t
meet the obligations under contracts for gas dedigdo customers’ premises.

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

Storage capacities of PGNIG S.A.’s facilities at@naged by Operator Systemu Magazynowania Sp. z
0.0.

Tariff

Until July 16th 2014, Operator Systemu Magazynowa&®p. z 0.0. carried out settlements relating to
storage services based on the rates provided féreirmmendment to Gas Fuel Storage Tariff No.
1/2012 of December 17th 2012. On July 2nd 2014 Rtesident of the Energy Regulatory Office
approved Gas Fuel Storage Tariff No. 1/2014. The taeiff is effective from July 17th 2014 until
March 31st 2015. The tariff takes account of thev rstorage capacities made available at the
Kosakowo cavern facility, as well as expanded citipacof the Wierzchowice and Strachocina
facilities. Furthermore, the tariff provides for kirag settlements with customers in energy units
starting from August 1st 2014.

Page 49 of 89



Directors’ Report on the Operations of the PGNI®@@rin 2014

Licence

By way of a decision of May 16th 2014, the Presideinthe Energy Regulatory Office expanded
Operator Systemu Magazynowania Sp. z 0.0.’s liceaaeflect the increased working capacities of
Wierzchowice (up from 575 mcm to 1,200 mecm) anda@tocina (up from 330 mcm to 360 mcm)
facilities, and to include the Kosakowo cavernlfgc{51.2 mcm).

In connection with the completed extension of theséiv underground gas storage facility and
construction of new caverns at the Mogilno and Kosa facilities, on January 16th 2015 the
Company filed an application with the Presidenttltoid Energy Regulatory Office requesting an
amendment of the licence with respect to the desigm of working capacities of these facilities.eTh

newly available storage capacities will include 186m at the Huséw facility, 60.31 mcm at the
Mogilno cavern facility and 61.2 mcm at the Kosakovavern facility.

Storage capacities made available

The new storage capacities of the Strachocina aletz@howice facilities began to be used to provide
storage services on May 20th 2014, while the Kosakoavern facility launched its services on July
17th 2014.

As at December 31st 2014, the PGNIG Group maddadaia total of 2,523.5 mcm of working
storage capacity for third party access and to @BE2-SYSTEM S.A.; of this volume, 2,502.0 mcm
was made available under long-term agreements arkdrdicm — under short-term agreements. 0.6
mcm is the technical reserve capacity. The workiagacities and working capacities made available
as at December 31st 2014 are presented in thelialue.

Working capacities and working capacities madelabkd at the segment’s storage facilities

Working storage Worqug stora%e Worqug stora%e
capacities capacities made capacities made
(mcm) available available
(mcm) (GWh)*

Brzeznica up_derground ga 65.0 65.0 713
storage facility
Husow undgrground gas 350.0 350.0 3,840
storage facility
Mogilno undergrou'n.d gas 407.9 407.5 4,471
storage cavern facility
Kosakowo undergroun(_j_ 51,2 51.0 560
gas storage cavern facility
Strachocina undgrground 360.0 360.0 3,950
gas storage facility
Swarzow un_derground gas 90.0 90.0 088
storage facility
Wierzchowice undergroun 1,200.0 1,200.0 13,166
gas storage facility
Total 2,524.1 2,523.5 27,688

*Converted to gas with a calorific value of 39.5/M3J
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5. Planned activities

Purchases of natural gas

In 2015, PGNIG S.A. will continue to purchase imgdrgas 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 procueemthe 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, theu@rexpects to receive the first supplies of LNG
under the contract with Qatar Liquefied Gas Compainyited (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 mechanismeiJtiee 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 mechaniginich 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 Brzaica facility. The Company will also continue thenstruction (begun in 2007) of
the Kosakowo underground gas storage cavern formigthane gas.

6. Risks related to trade and storage

Derequlation of natural gas prices

The PGNIG Group is the largest supplier of natgesd in Poland. However, the pending deregulation
of the Polish gas market is bound to trigger maj@nges, in the market itself and in the relatgdlle
framework. In 2012, a natural gas market was laedobn the Polish Power Exchange. Under a
decision of the President of the Energy Regula@ffice, gas trading on the exchange is exempt from
the tariff obligation. Furthermore, it is expectddht prices of gas for end users will be gradually
liberalised as the process of deregulation of tamimal gas market in Poland advances. The first
customer group in respect of which the tariff regoient will be disapplied includes customers who
purchased more than 25 mcm of natural gas in #nqurs 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, whichisfluence the prices in long-term import contect

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 tloeg of natural gas on western markets, which
were lower than prices in PGNIG S.A.’s tariff. Thete 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. This risk also appliedPtBNIG Obrot Detaliczny Sp. z 0.0. Companies
engaged in competitive activities offer (besideslitional network supplies) modern solutions with
respect to natural gas supplies with the use okfigd natural gas (LNG). They also sell natura ga
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and electricity in a bundle. Intensive efforts afmpetitors to win over both existing and potential
customers of PGNIG Obrot Detaliczny Sp. z o.0. oseal threat of customer loss in the future.

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 PGNIG S.A.’s tomser 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 femwrways to utilise the surplus gas volumes in its
portfolio. Otherwise, the Company might have to faythe 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 sal&joéfied natural gas (LNG) of June 29th 2009.
The agreement eliminates the risk of PGNIG S.A.r@awo pay for uncollected LNG in 2015 under
the take or pay clause.

Another risk is that with the existing contractesrand market conditions, the tariffs approvedhey t
President of the Energy Regulatory Office will mover PGNIG S.A.’s weighted average cost of gas
purchase.

Disruptions to gas supplies from countries eafalind

In the period from September to December 2014, tifiemof natural gas supplied by OOO Gazprom
Export were lower than those ordered by PGNIG S.4.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 (Cie3zyoreover, in late October the Company
started withdrawing gas from underground storageaat 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 242000 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,ghare may not exceed 59%.

In previous years, the President of the Energy Regy Office instigated administrative proceedings
to impose a fine on PGNIG S.A. for its failure tuntply with the diversification requirement in 2007,
2008, 2009, 2010 and 2011. In a letter of Aprill28014, the President of the Energy Regulatory
Office notified PGNIG S.A. of administrative prockegs 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 ératiof the Energy Regulatory Office will be able
to impose fines on the Company for failing to coynpith the diversification requirement until gas
starts to be supplied from other sources (e.gutiitahe 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 the tinPLN 1,500,000. Having examined PGNIiG
S.A.’s appeal, on January 14th 2015, the Warsawt@di\ppeals issued a decision reducing the fine
further, to PLN 500,000. On January 30th 2015,Gbenpany paid the fine. Following receipt of the
written statement of reasons from the Court of AggePGNIG S.A. will consider lodging an appeal
in cassation.
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Section IX: Distribution

The segment’s principal business activity condistde transmission of high-methane and nitrogen-
rich gas, as well as of small amounts of propanes®iand coke-oven gas over the distribution
network. Also, the segment is engaged in extendimgd) upgrading the gas network and connecting
new customers to the existing network and to nesticsgs of the network.

Gas distribution services are rendered by Polskak&pGazownictwa Sp. z 0.0. As the Distribution
System Operator, the company conducts its busenessties in the Provinces of: PoaneSzczecin,
Gdaisk, Bydgoszcz, Warsaw, LodBiatystok, Krakow, Rzeszéw, Kielce, Lublin, Katm&, Opole,
Wroctaw, Zielona Gora and, partially, in the Praenof Olsztyn. The company holds a dominant
share in the market, supplying gas to customersvalt the country. For the time being, there are no
circumstances that could adversely affect the coryipacompetitive position and performance.

1. Segment’s operations

Until July 31st 2014, all settlements of Polska&p&azownictwa Sp. z 0.0. with its customers were
performed based on Tariff No.1 for Gas Fuel Disttitn Services and LNG Regasification Services,
as approved by the President of the Energy Regwyl&fiice on December 17th 2013. In connection
with the energy-unit-based settlement system, implged as of August 1st 2014, the President of the
Energy Regulatory Office, by virtue of a decisidnJane 18th 2014, approved Tariff No. 2 for Gas
Fuel Distribution Services and LNG Regasificaticenices, effective from August 1st to December
31st 2014.

On December 17th 2014, the President of the EnRegpulatory Office approved Tariff No. 3 for Gas

Fuel Distribution Services and LNG Regasificatioangces to be effective from January 1st to
December 31st 2015. The new tariff applies to ex@tints related to distribution services provided in
specific conditions and specifies a uniform caga@nge, based on which allocation to tariff groups
is made for customers in whose case the pressuhe gioint of fuel offtake exceeds 0.5 MPa. The
average distribution service charge rates haveased by 3%.

The Distribution Grid Code for Polska Spétka Gazmmma Sp. z 0.0. approved on December 23rd
2013 by the President of the Energy Regulatoryo®ffiad been effective until July 31st 2014. On
July 29th 2014, the President of the Energy Regujadffice approved a new Distribution Grid Code,
which has been in effect since August 1st 2014.rwve Distribution Grid Code provides for a change
in the settlement system. On September 30th 28&4;dmpany applied to the President of the Energy
Regulatory Office for approval of a draft Distrilart Grid Code changing the rules of cooperation
with operators of other distribution systems.

In 2014, Polska Spétka Gazownictwa Sp. z 0.0. coeti 18 projects involving construction,
extension and modernisation of its distributionwwaks, for which agreements for EU co-financing
under the Infrastructure and Environment Operati®nagramme had been signed. The key projects
included:

» Construction of a high-pressure gas network commg&zczytno, Mtynowo and Mutawki near
Ketrzyn, and distribution network roll-out in the mcipalities; in 2014, project design
documents continued to be drafted for stage llasfstruction of the high-pressure gas pipeline
from Szczytno to Rybno and the high-pressure gaelipe from Miynowo to Mutawki;
construction work was also continued on the higispure gas pipeline from Rybno to Miynowo
and on the pressure reduction station in Mikotagkinstruction was completed of the pressure
reduction station in Mutawki nearei¢zyn; work was also continued on the constructibigrid
connections in the project area;
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Construction of the south-eastern gas supply limalfe city of Gdask, and distribution network
roll-out in Wislinka and Wyspa Sobieszewska; in 2014, work coetihwn project design
documentation for the distribution network roll-dat Wislinka, the Zutawy municipalities and
Wyspa Sobieszewska; work was also continued orcdmstruction of grid connections in the
project area,

Construction of the DN 300 high-pressure gas ndtwemnnecting Brodnica, Nowe Miasto
Lubawskie and Hawa, and distribution network milit. The project involves construction of
high-pressure gas pipelines from Brodnica to Nowaskd Lubawskie with a pressure reduction
station, and from Nowe Miasto Lubawskie to taws veell as medium-pressure gas pipelines in
Nowe Miasto Lubawskie and Kutnik; in 2014, construction work was continued e tigh-
pressure gas pipeline from Brodnica to Nowe Miaktdawskie (stage 1), project design
documentation was completed for the medium-presgasepipelines in Nowe Miasto Lubawskie
and Kurztnik and the high-pressure gas pipeline from Broanio Nowe Miasto Lubawskie
(stage Il) with a pressure reduction station in 2§tmik; work also continued on the design and
cost estimate documentation for the high-pressasepgpeline from Nowe Miasto Lubawskie to
kawa and the medium-pressure gas pipeline fromaiyi to ltawa; grid connections were also
carried out in the project area;

Distribution network roll-out in Blachownia and Hbgr Due to problems with the acquisition of
real property titles, the scope of the project veshiced to distribution network roll-out in Herby
and Blachownia, i.e. approximately 3 km of highgzre gas pipelines, approximately 43 km of
medium-pressure pipelines and two gas station20i¥, design work continued on the high-
pressure gas pipeline and a 3.5 km long sectioth®fmedium-pressure pipeline in Herby;
construction also commenced of a pressure redustaiion in Aleksandria and medium-pressure
gas networks in Herby and Blachownia;

Distribution network roll-out in the Witodawa arebhe project comprises construction of a 58
km high-pressure gas pipeline from Kami® Wiodawa, with a 43 km medium-pressure gas
network and three pressure reduction stations;0it¥2 construction of the high- and medium-
pressure gas pipelines with auxiliary infrastruetuistage 1, Il and Ill) was completed,;
construction work continued on a 24 km medium-prespipeline in Wiodawa (stage IV of the
work scope covered by the agreement for co-finaneiith EU funds);

Distribution network roll-out in the Wioszczowa ahthtogoszcz municipalities. The scope of the
project was reduced; currently, the project inveltiee construction of a 44 km high-pressure gas
pipeline with pressure reduction stations and ithistion node (stage 1), as well as construction of
a 9 km medium-pressure gas network (stage 11);0b42 construction and assembly work was
completed for the both stages of the project;

Distribution network roll-out in the Gleiny and Sitbwka Nowiny municipalities. The project
comprises construction of a 4.5 km high-pressusegpeline with a pressure reduction station,
and a 63 km medium-pressure gas pipeline netwoaitk @gnnections and gas governor stations;
in 2014, construction work was completed on stagkthe project, which included construction
of high- and medium-pressure pipelines with ausglimmfrastructure; at the same time, design
work continued and construction and assembly workroenced on stage |I;

Natural Gas — Energy for Future Generations prpjactl distribution network roll-out in the
Osiek and Rypin municipalities. The project invaveonstruction of a medium-pressure gas
pipeline with a total length of ca. 50 km, runnithgough the Osiek and Rypin municipalities; in
2014, construction of the medium-pressure gas ippéh Osiek was completed and construction
of the medium-pressure gas pipeline in Rypin congadnwork also continued on project design
documents for the medium-pressure pipeline in Rypin

Distribution network roll-out in selected localgign the Strzelin and Wzéw municipalities,
Strzelin county. The project involves constructioh high-pressure and medium-pressure gas
pipelines with connections, two pressure reducsiations, as well as connections and a pressure
reduction station for a key customer; in 2014, grbjdesign work on the high-pressure gas
network was completed, and construction and asgemirk started on all stages of the project.
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In 2014, the Company was also implementing tenstment projects under the Regional Operational
Programmes; eight of them have been completed.

In addition, in 2014 there were projects financedally by the Company. Key among these were:

Continued design work on the upgrade of a 61 krh-piggssure gas pipeline from Sandomierz to
OstrowiecSwictokrzyski;

Continued work on the upgrade of the £dring, including the upgrade of the high-pressiwas g
pipeline from Konstantyna to Meszcze. The projagbives a series of tasks designed to improve
the technical condition of the gas network, an@d g@iovides for redevelopment of ca. 52 km of
gas pipelines, overhaul and upgrading work on t@#as on the gas pipelines of the kdring
and the construction of high-pressure regulatiatj@ts; execution of the individual stages of the
project is scheduled until 2020; in 2014, work veasnpleted on the Brzawka station, L6z
Olechéw high-pressure station and high-pressurgostan Klek; and reconstruction of the
block/bleed/connection system on the high-presgase pipeline in Konstantyna and ¢l
Marataska); in addition, design work was continued on itldelz—Smulsko high-pressure gas
station, construction of the block/bleed/connecgatem on the high-pressure gas pipeline from
Rzgow to the Pabianice block system in Ksawerdwistroction and reconstruction of high-
pressure gas stations in Niewiadow and Piotrkévibiimalski commenced;

Continued design work on the upgrade of a 37 knh-pigessure gas pipeline from Parszow to
Kielce. Development of project design documentdasned to be completed by the end of 2015;
Continued design work on the upgrade of a 21 kntiaeof the high-pressure gas pipeline from
Lubienia to Parszéw;

Continued design work on the upgrade of a 5 knoJsesttion of the high-pressure gas pipeline
from Warzyce to Gorlice; construction and assembbtrk on the remaining 14.2 km of the
pipeline was completed,;

Distribution network roll-out in Przasnysz and Ciale. The project involves construction of a
high-pressure reduction station, two increased umagiressure reduction stations, a 65 km
increased medium-pressure pipeline and a 7 km mregdnessure pipeline; in 2014, project
design work was completed on the high-pressurectentustation and increased medium pressure
station; design work continued on the gas stationkincreased medium-pressure gas mains;
Extension of high-pressure stations and gas maidsfrom the Warsaw Ring. The project is
designed to improve the transmission capacity auirty of gas supplies within the city of
Warsaw; the project involves construction of thgkdgin high-pressure station (completed in
2014), Jabtonna high-pressure station, Sokotdw-pigissure station,gbki high-pressure station
and a medium-pressure gas pipeline with a totajtkeaf ca. 11 km.

PSG Sp. z o0.0. also connected new customers wathgrid. In 2014, the number of newly connected
customers was 80,168. Major projects in this anebuded:

Connecting PGE Gornictwo i Energetyka S.A., Zedpiéktrocieptowni Bydgoszcz Branch, to
the gas network. The project involves constructidrhigh-pressure gas pipelines with a total
length of ca. 53 km and construction of a high-pues metering station; in 2014, project design
work was carried out on an 8 km high-pressure gaslipe and high-pressure metering station
(stage 1); as PGE Gornictwo i Energetyka Konwenajoa S.A. abandoned stage Il of the project,
i.e. construction of a 45 km high-pressure gaslipework on the pipeline was discontinued,;
Connecting the Michelin Polska S.A. Production Planthe gas network. The project involves
construction of a 22 km high-pressure gas pipelagewell as construction of a high-pressure
metering station and a 3 km high-pressure conrgegiipeline; in 2014, design work was carried
out; as Michelin Polska S.A. terminated the agre®rf connecting the Production Plant to the
gas network, the project was discontinued;

Commencement of distribution network roll-out ineBk Podlaski. The project involves
connecting Miejskie Przeddiiorstwo Energetyki Cieplnej S.A. of Bielsk Podlasé the gas
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network; the customer has declared to accept 15t8060sand cubic metres of gas fuel p.a.
(following modernisation of the town’s central lihouse);

» Distribution network roll-out in the Ptenéw municipality. The project involves constructioh
gas pipelines with a total length of ca. 31 km &5 gas connections.

The company also executed projects of local netwalflout using the LNG technology: provision of
access to gas supplies in Mieroszéw and Suwalkt wwitch-over of customers from propane-
butane-air to natural gas supplied from PGNIG S.ANG regasification stations in Olecko and Etk.
In 2014, gas from the newly launched LNG regadificastation in Suwatki was injected to a new gas
network with a length of over 25 km. A total of ftibusand customers were switched over to natural
gas.

The tables below present the segment’s key operdtta.

2014 2013
MWh mcm* mcm*
Volume of gas transmitted via the distribution syst 102,858 9,327 9,849
- high-methane gas 95,027 8,610 9,054
- nitrogen-rich gas 4,991 458 478
- propane-butane-air and decompressed propanaebuta 16 2 1
- coal gas 2,824 257 316
*mcm measured as high-methane gas equivalent
LISl 2014 2013
measure
Length of network, excl. connections** km 124,606 122,691
No. of customers million 6.8 6.8
shares
No. of new customers connected to the network (ro0C 80 71

*Own and third-party networks.

2. Planned activities

In 2015, Polska Spétka Gazownictwa Sp. z 0.0. midlinly continue working on projects for which
EU co-financing agreements have been signed anecsdinanced with its own funds.

In the following years, the company will focus on:

* New customer connections and infrastructure ext@nsi
*  Network upgrade

* Implementation of integrated IT systems.

Infrastructure extension to enable new connectisre vital factor in the Company’s operations. In
some areas, upfront investments are needed tmeliencertain infrastructure inadequacies before new
customers can be connected to the network, patlguh the Provinces of Warsaw, Biatystok and
£6dz, where the company plans its major capacity expan®ojects. Plans are also in place to extend
the distribution network into unserved areas.

The majority of the company’s network assets arer 40 years old. The degree of physical
obsolescence is a particular issue in the caseyf&&ctions of the high-pressure gas network, which
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should be in good technical condition as it enaliessupply of gas to large areas of the country.
Therefore, the company plans to increase the siianggrade projects in its CAPEX budget.

Furthermore, steps are being taken to extend thetifunality of the existing gas infrastructure to

enable transmission of other gases, notably hydrofeese steps pertain to both technical and
regulatory issues. After this gas network upgraleampleted, the company will be able to launch
new services and connect new customers from thepgeneration, automotive and other industrial
sectors where hydrogen is used in production pegses

The implementation of integrated IT systems wiltilitate the management of the company’s
nationwide operations. Changes to the rules gongrttie European gas market necessitate investment
in systems for automated network balancing, sedtferof distributed gas volumes and change of gas
suppliers.

3. Risks related to distribution

Legislation

The complex provisions of the Building Law and ragjons governing construction projects impose
the obligation to prepare extensive project andllelgcumentation, which is an integral part of any
investment process. The need to prepare such dotatnom protracts the time needed for project
preparation and thus may significantly delay itemptetion, exposing the company to the risk of cost
overruns caused by potential delays in contradbpeaance, as well as to the risk of lower revenues.

Tariff policy

By setting tariffs, the President of the Energy &atpry Office, citing social considerations, lisit
the growth of regulated revenue, which is the bmicalculation of charge rates. This prevents the
company from enjoying the full return on capital poyed. Furthermore, the protracting tariff
approval proceedings result in tariffs becomingetf/e later than requested by PGNIG, leading to
lower revenue from the provision of distributiomsees.

Direct competition

Liberalisation of the gas market is contributingritensified competition in the segment. Companies
distributing natural gas are progressively expagdireir gas networks and attracting new customers.
Additionally, companies have emerged which offerG.Miistribution services. The market entry
barriers are significantly lower here, as LNG dlsition involves much lower capital expenditure and
does not require a connection to the gas systeat@quate reserve capacity to be maintained in the
transmission and distribution networks. Anotheruésswhich affects the segment’s competitive
position is the tariff policy of the Energy Regugt Office, which makes it difficult for the PGNIG
Group to operate a flexible pricing policy for someups of customers. With the lack of flexible
pricing, competitors’ offers may prove to be amaattive alternative to the PGNiIG Group’s customers.
However, the risk of Polska Spoétka Gazownictwa Bp.o. losing its dominant market position is
low.

Claims raised by property owners

More and more frequently, the PGNIG Group is fa@mgessive financial claims raised by owners of
land plots where the gas network was developeliémpaist. Transmission easement serves as a basis
for determining the extent of the use of third-pgrtoperty by a transmission company, for which
relevant consideration is due to the owner. Theawginclaims give rise to additional, frequently
considerable costs, and thus may adversely afiedinancial performance of the segment.
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Sources of gas supply for the distribution system

Polska Spotka Gazownictwa Sp. z 0.0.’s distributietwork is connected to the transmission system
operated by OGP GAZ-SYSTEM S.A., which is its maource of gas supplies. The transmission

system’s limited capacity in terms of the volumel gmessure of supplied gas hinders or sometimes
renders impossible further development of the gabvgithin the company’s key areas of operation.
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Section X: Generation

The segment’s principal business activity is theegation of heat and electricity. The segment’s
business also includes execution of major natwasifged projects in the power sector.

PGNIG TERMIKA S.A. is involved in the generationistlibution and sale of heat and electricity. The
company also serves as the Group’s competenceecémtrheat and electricity generation and
execution of heat and power projects. The companydn revenue sources are sales of heat,
electricity, system services, and certificates raérgy origin. The installed capacity of the company
generating assets is 4.8 GW of achieved thermakpawd 1 GW of achieved electrical power, which
satisfies approximately 70% of the heat demand lmn \Warsaw metropolitan market. PGNIG
TERMIKA S.A. is also a producer and supplier of thead the owner of heat sources and heat
networks in Pruszkéw, Komorow and Piastéw, as aglthe owner of a 7 MW gas-fired heating plant
and a distribution network supplying heat to theg®g residential estate in the Warsaw district of
Biatot¢ka.

1. Segment’s operations

As at December 31st 2014, PGNIG TERMIKA S.A. heid @ectricity trading licence valid until
December 31st 2030, as well as the following liesneach valid until December 31st 2025:

» for production of heat

» for transmission and distribution of heat

» for production of electricity.

Tariffs

The former tariff applicable to PGNiG TERMIKA S.A.'sales of heat generated at #lsgaa CHP,
Siekierki CHP, Pruszkow CHP, Wola Heating Plant dt@wgczyn Heating Plant, and to the
transmission and distribution of heat via the heptietwork supplied from the Pruszkéw CHP plant,
was effective until July 31st 2014. On July 8th 20the President of the Energy Regulatory Office
approved a new tariff, effective from August 1s120

Until December 31st 2014, the company was requieedapply the following tariffs for the
transmission of heat through the heating netwotkénfollowing areas:

* Marsa Park — tariff approved on May 17th 2013,

* Annopol — tariff approved on May 17th 2013,

* Marynarska — tariff approved on August 13th 2013,

» Chelnrynska — tariff approved on May 17th 2013,

» Jana Kazimierza — tariff approved on August 13th320

Until April 30th 2015, the company is also requitedapply the tariff for the production of heattla¢
Regaty heating plant and transmission of heat tiirahe heating network in the Regaty residential
estate — tariff approved on January 8th 2014.

On November 18th 2014, the President of the EndRggulatory Office approved new heat

transmission tariffs for the following areas: MaRark, Annopol, Marynarska, Chetyiiska and Jana
Kazimierza. The new tariffs will be in effect fradanuary 1st 2015 to July 31st 2016.
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Production

PGNIG TERMIKA S.A'’s key products are heat and #leity. In 2014, 100% of total electricity
output was electricity cogenerated with heat. Talglet below presents PGNIiG TERMIKA S.A.’s
production volumes.

Electricity and heat production volumes

Unit of
Product measure 2014 2013
Electricity GWh 4,173 4,436
Heat TJ 36,923 40,540

The company also provided Network Constrained Gaioer services under an agreement with PSE
Operator S.A., pursuant to which the company maiasta long-term plant margin and keeps a
specific number of generating units available, stoaovercome limitations in the operation of power
sources in the national power system and to endlaesaw’s energy security. PGNIiG TERMIKA
S.A. is required to generate electricity whenewemstructed by the Transmission System Operator.
In performance of the agreement, by December 3054 2he company had generated 199 GWh of
electricity.

Sales

In 2014, PGNIG TERMIKA S.A. sold 36,617 TJ of heAGNiIG TERMIKA S.A. sold heat mainly to
Dalkia Warszawa S.A., which purchased 94.6% ohtbet generated by the company. In 2014, Dalkia
Warszawa S.A. contracted 3.6 GW of PGNiG TERMIKA®at generation capacity. The balance of
the produced heat was sold to local customers,lyniaifPruszkédw and the surrounding areas.

In 2014, PGNIiG TERMIKA SA sold a total of 3,555 GWh electricity generated at its plants. The
key customer for electricity generated at PGNIiG WHRA S.A.’s plants was PGNIG S.A., with an
aggregate share in the company’s electricity sabbsme in 2014 reaching 99%. The company also
sold electricity to smaller customers.

Construction of a CCGT unit in Stalowa Wola

In 2014, key components were delivered and insiafiaof the steam and gas turbines began on site of
the ‘Construction of a CCGT Unit in Stalowa Wol@roject, pursued in partnership with Tauron
Polska Energia S.A. Some of the auxiliary equipmeas installed, including pumps, exchangers,
ejectors, and turbine lubrication systems. In thieqa under review, the acceptance of stage | wark
the San river weir took place, and work on stage the project commenced.

2. Planned activities

The objectives PGNiG TERMIKA SA wants to pursueitsrexisting markets in 2015 is to expand its
heat distribution network and increase heat sajasnes.

In 2015, management of the electricity portfoliadasommercial balancing for PGNIG TERMIKA
S.A. will be performed through PGNIiG Energia S.&hich enters into dated power purchase
contracts on the Commaodity Derivatives Market. dldition, PGNIG S.A. will be the key customer
for electricity generated at PGNiG TERMIKA S.A.’&pts.

In the following years, PGNIiG TERMIKA SA plans taae up its power and heat generation
operations in the Warsaw area and beyond. Projeittsbe implemented independently or with
business partners. The company intends to focuprojects based on gas-fired or biomass-fired
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generation sources, to gradually reduce its coaswmption and increase the share of low- and zero-
emission fuels in its energy mix.

April 30th 2014 saw entry into force of the amendstergy Law, which reintroduced the support
system for electricity cogeneration by reinstatthg obligation to hold and redeem red certificates
(23.2% of the portfolio of electricity supplied end users) and yellow certificates until the end of
2018. Certificates are issued for generation ofcta8ty using high-efficiency co-generation
technology. Proceeds from the sale of certificaiésorigin will add to the revenue of PGNIG
TERMIKA S.A., which will be able to use the extranfls to continue the upgrade of its existing
assets. This will increase the efficiency of cogatien, which in turn will improve the
competitiveness of PGNiG TERMIKA S.A.

On September 5th 2014, a new Act Amending the Bnurental Protection Law and Certain Other
Acts came into force. PGNIiG TERMIKA SA is at an adeed stage of work on adjusting its existing
assets to the tighter environmental standards.hat Siekierki CHP Plant a desulfurisation and
nitrogen rejection systems were installed, anti@Zerai CHP Plant a CCGT unit and a new gas- and
oil-fired boiler house are to be built. Also, theol& Heating Plant will be converted to light olil
combustion, generating lower quantities of noxigsubstances, while the Kaezyn Heating Plant
will begin to use high-quality grade of coal witls@afur content of less than 0.4%.

3. Generation risks

More stringent gas and dust emission standards

In order to meet the more stringent gas and dusston standards expected to be effective as of
2016, producers will have to thoroughly modernisgirtpower and CHP plants and may be forced to
shut down a number of generating units (to a totgacity 4,000-6,000 MWe by 2020) where
installation of expensive flue gas treatment systesmot economically viable.

Maintaining share in the municipal heat market

Following expansion of the Warsaw municipal wasigrieration plant, the quantity of heat supplied
to the city’s municipal network will increase. Asesult, PGNIiG TERMIKA S.A.’s share in total heat
supplies to the Warsaw municipal network will fadm the current 98%, to 95% in 2019.

Marketing efforts conducted jointly with Dalkia Wsaawa S.A., and connecting further western
districts of Warsaw to the municipal heating netwshould significantly reduce potential future
decline in the volume of energy produced at PGNERWIKA S.A.’s generating plants. To maintain
its share in the municipal heat market, the compaitiyalso offer “green” heat generated at biomass-
fired units, and will continue to sell energy atrgmetitive prices and take advantage of the TPAtwle
gain access to new end users.
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Section XlI: Other Activities

1. Segment’s operations

In 2014, the segment’s companies conducted worklimg: construction and assembly of gas

transmission pipelines, gas compressor stationd, distribution and metering nodes, as well as
construction and expansion of underground gas gtofacilities, and development of hydrocarbon

deposits. They were also involved in design ofayst including gas transport systems, and provision
of hotel, restaurant and spa centre services.

The services offered by the segment were providdabth third-party customers and PGNiG Group
companies. The key projects executed in 2014 iecutbnstruction and assembly of high-pressure
gas pipelines, gas distribution and metering nagelsgas compressor stations, development of natural
gas deposits, as well as production of drillingipouent and spare parts for drilling rigs and dhiliss.

The key projects executed for third-party custonneckided:

e Construction of the 175.2 km DN 700 high-pressurgs gipeline from Gustorzyn to
Rembelszczyzna, for OGP GAZ-SYSTEM S.A.,

e Construction of a 20.1 km section of the DN 700hkhigessure gas pipeline from Trojane to
Vodice, for Plinovodi d.o.o. (Slovenia),

» Construction of a 64 km section of the DN 700 hpglassure gas pipeline from Szczecin to
Gdaisk (stage I: Ptoty—Karlino section) for OGP GAZ-SY&M S.A.,

e Construction of the Jelenidéw Il Gas Compressori@tdbr OGP GAZ-SYSTEM S.A.,

» Upgrade of the Hermanowice distribution and meteriade for OGP GAZ-SYSTEM S.A.,

» Development of the Komorze natural gas field for EXergy Poland Sp. z o.0., the project has
been completed,

» Production of drilling rig and drillship equipmemtarts for MHWirth AS (formerly Aker
Solutions, Norway),

* Assembly of HDPE pipelines, valves and hydrantseuarttie Polish LNG Project for Saipem
S.P.A. S.A. Polish Branch.

In addition, work performed by the segment's conipanfor third-party customers included:
preparation of design documents and author’s sigierv of investment projects related to the
construction of the oil terminal in Gfisk, production of well equipment (production ange@tion
wellheads), as well as provision of hotel, restatigand spa centre services.

Work executed by the segment for PGNIG S.A. inatlutlee following construction and assembly

contracts:

» Construction of the water-injection system for BB (Barnoéwko — Mostno — Buszewo) field,

» Development of gas wells at the Lapanéw and Krgaseproduction facilities,

* Changes in the configuration of gas compressorshidWierzchowice underground gas storage
facility (reversible operation of gas compressors),

» Completion of construction of the Wierzchowice urgeund gas storage facility (a project
previously performed by PBG),

» Extension of the Brzmica underground gas storage facility,

» Development of the Pgtko field.

The segment’s work for PGNIG S.A. also includedtoared assembly of a new compressor at the
Husow underground gas storage facility, manufactdrevell equipment, such as casing heads and
production wellheads, as well as completion ofrtfeelernisation project on a gas compressor station
in Zuchléw.
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The most important contracts executed for other IB3Broup companies included:

» Installation of four nodes and ten block/bleed eyt for the DN 700 high-pressure gas pipeline
from Gustorzyn to Odolandw,

*  Construction work on the 23.9 km DN 300 high-pressias pipeline from Rybno to Mtynowo,

* Extension of the Mogilno underground gas storagewrafacility.

In addition, the segment’s work for other PGNIG @yocompanies included preparation of gas
infrastructure technical and design documents, elsag provision of technical and expert consulting
services.

2. Planned activities

In 2015, the segment will continue construction asdembly work related to the construction of gas
pipelines and gas infrastructure, as well as deveémt of oil and gas assets and extension of
underground gas storage facilities. The segmentigpanies intend to maintain their market positions
in the manufacturing of equipment, including wellrface equipment for conventional and
unconventional deposits, drilling platforms, equgmnfor oil and gas production facilities, and gas
system design.

3. Risks related to other activities

Legislation

Administrative regulations and procedures on theparation of investment projects and obtaining
building permits, including in particular regulai® governing compliance with environmental
requirements, may significantly delay project exmruand expose the segment to the risk of cost
overruns caused by potential delays in contradopeance, and to the risk of lower revenue. The
Public Procurement Law and other regulations wisigbulate contract price as the only criterion in
bid evaluation cause the segment's companies ® dog to competitors offering lower prices for
inferior quality services.

Competition

The operations of companies offering constructind assembly services, design services, as well as
manufacturers of drilling equipment, are signifitarexposed to growing competition from foreign
companies, both those operating in their local @rkabroad and those entering the Polish market,
and from Polish market players. Given the curreviel of investment in the segment’s area of
operations, the growing competition results in atowed downward pressure on prices for the
services offered by the segment companies. Asdatesigning of gas transmission installations is
concerned, acquisition of medium-sized design caongsaby large contractors and setting up of new
design units within gas industry operators are vmiaable phenomena which adversely affect the
segment companies’ ability to form consortia wittojpct execution companies and secure new
orders. Another major risk in this area is the gngacompetition from new business groups and
international engineering corporations.

Qualified personnel

Increasing competition from local and foreign compa on the Polish market has intensified the
process of highly qualified employees with exteagirofessional experience leaving and taking up
employment with the competitors.
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Section XllI: Investments

In 2014, capital expenditure incurred by the PGNB@&up on property, plant and equipment and
intangible assets was PLN 3,827m, having gone ugabyL5% year on year. The table below presents
the Group’s expenditure in the individual segments.

Capital expenditure (PLNm)

2014 2013
Exploration and Production 1,956 1,446
Trade and Storage 335 472
Distribution 1,120 1,139
Generation 410 257
Other Activities 6 12
Total 3,827 3,326

Below are described the key capex projects impléaaeby the PGNIG Group in 2014.

Exploration and Production

The capital expenditure incurred in 2014 in thelBsgtion and Production Segment amounted to PLN
1,956m.

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

In 2014, the PGNIG Group’s expenditure on gas & ediploration and production work on the
Norwegian Continental Shelf amounted to PLN 949nmdluded mainly the cost incurred to acquire
interests in four fields located on the Norwegiamtihental Shelf. The interests cover six licenices
three producing fields (Morvin, Vilje and Vale) ande field in the development phase (Gina Krog).
Other expenditure was related to the developmetheiGina Krog and Snadd fields, preparation of
the Skarv field for the second stage of drillingg@xploration projects.

The segment’s other investment projects involveel 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 hyaifmen production area. The key investment projects
included:

e Completion of development of the Lisewo and Komayas fields,

e Completion of development of a well in the Radiwld,

e Completion of development of the ktawice-3K well,

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

»  Drilling work and development of wells in the Pragifield,

» Development of the Kskpol 19 well.
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Trade and Storage

The capex of the Trade and Storage segment amotmtedN 335m. Major investment projects in

2014 included construction and extension of unaengd gas storage facilities, including:

» Wierzchowice underground gas storage facility —aoeah 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 tlllbd 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,

» Husow underground gas storage facility — extensiotie storage facility to bring its capacity up
to 500 mcm was completed in December 261the facility started to be filled with gas; total
expenditure on the project amounted to PLN 64m.

On April 2nd 2014, PGNIG S.A. terminated its cootravith the consortium contracted to carry out
construction work at the Wierzchowice undergrourd gtorage facility, comprising PBG S.A. w
upadigci uktadowej (in company voluntary arrangement)criimont S.p.A., Société Francaise
d’Etudes et de Réalisation Equipements Gazier S@AZE Plynostav Pardubice Holding A.S. and
Plynostav — Regulace Plynu A.S. in organisatioalkibuptcy. The grounds for the termination were
improper performance of the project in conflict wthe 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 defadlle Work related to the power section (the
turboexpander) of the Wierzchowice underground siagage facility will be completed by PGNIiG
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 12m.

Distribution

Capital expenditure incurred by the PGNIG Groupthe Distribution segment amounted to PLN

1,120m. The capex budget was spent on upgrading&edding the gas network and on connecting
new customers. For a discussion of key projectghan Distribution segment, see Section VIII

Distribution.

Generation

Starting from 2016, Poland will be subject to metengent standards of gas and dust emission, for
which reason the modernisation of power plants @HidP plants is necessary. In order to meet the
more stringent emission requirements, PGNiG TERMIBA. has gradually been modernising its
generating assets. Capital expenditure of the G&narsegment amounted to PLN 410m, of which
approximately PLN 50m was spent on environmentateation projects. Furthermore, in 2014 the
segment continued some of the investment projectsrenced in previous years. The most important
of these were:

«  Constructiorof a 450 MW CCGT unit at the Zeran CHP plant; in 2014 the construction design of
the CCGT unit and gas pipeline was completed, klibgi permit was obtained for construction
of a water discharge pipeline and modernisatiothef cooling water system, and the site was
prepared for construction,
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» Conversion of the K1 boiler at the Siekierki CHRmilinto a biomass-fuelled unit; in 2014, the
construction design was completed, a building pemas obtained, and the following works
were completed: construction work related to disiivegn of the boiler’s auxiliary equipment,
assembly of pressurised section, replacement afparkBeater, and laying the foundations for
selected buildings,

* Reconstruction of the Pruszkéw CHP plant; in 2014ommencement of works related to
construction of a water treatment station,

«  Construction of a gas- and oil-fired peak-load ezgkrve boiler house at tderaa CHP plant; in
2014, the tender procedure was cancelled (as @ éxceeded the planned budget), and the
tender documentation was updated.

In addition, the segment continued upgrading ptsjen:

«  Dust collectors of fluidised bed boilers at theraa CHP plant,

» K8 and K9 boilers at the Siekierki CHP plant,

K2, K3 and K4 boilers at the Wola Heating plant.

Other Activities

In 2014, the Other Activities segment incurred tapexpenditure on property, plant and equipment

and intangible assets of PLN 6m. Major investmeaaats included purchase of production plant and
equipment, software, buildings and structures \aaicles.
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Section XlII: Environmental protection

Well and extraction pit abandonment

Pursuant to the Polish Geological and Mining La@NfG S.A. is required to properly abandon
worked-out extraction pits, eliminate the dangedt egpair any damage caused by mineral extraction,
and restore the land to its original condition.dgjimg of wells and pits prevents leakage of cruidle 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 @fells and 34 extraction pits.

Carbon credit trading system

In 2014, PGNiG TERMIKA S.A. (the Siekierkf,erah and Pruszkéw CHP plants and the Kagryn
and Wola heating plants), the Zielona Go6ra Branad #e Odolanéw Branch, the Mogilno
Underground Gas Storage Cavern Facility, the LMA @id Gas Production Facility, the
Wierzchowice Underground Gas Storage Facility and Kosakowo Underground Gas Storage
Cavern Facility were covered by the carbon dioxeataission trading scheme (ETS). In 2014,
emissions from these installations were 5,789,032 G0,. In 2014, the PGNIG Group reviewed
annual reports on its carbon dioxide emissions Z063. Carbon emissions from the Group’s
installations covered by the EU ETS scheme totaBegtll1,102 Mg. After reconciling its GO
emissions with emission rights held, and after eetlag the allowances allocated for 2013, a deficit
of 2,054,830 Mg C® free emission units was identified. The deficitsweovered with reserves
accumulated in the accounts of the Group instaltatiiunused free allocations from previous years)
and with allowances purchased on the Intercontaléntchange Futures Europe.

In the current trading period (2013-2020), the fa#lecation of CQ emission allowances covers only
a part of the actual emissions. The free allocatisifi 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 environmentallity 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 instrucliom indigenous microorganisms, within two
years the soil was cleaned up to a standard typiCakrvice/industrial areas. The Company also
monitored the soil-water environment of the reckintandfill site and a property in Zabrze.

REACH and CLP

In 2014, PGNIG S.A. was supervising the complidmgés 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 chemicBIBACH) and on the classification, labelling and packggin
of substances and mixtureSLP). The Company also drew up contractual provisitmde included

in its hydraulic fracturing, mud and cementing #mvagreements, concerning the use of chemical
substances and mixtures, which would facilitatedbwetrol of related hazards and ensure compliance
with all requirements imposed by Polish and EU lasthe 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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Environmental protection in drilling operations

Drilling work performed as part of exploration fand production of hydrocarbons has an impact on
the environment in the immediate vicinity of theesivhere it is carried out (the affected area fug o
borehole is approximately one hectare). Drillinggigtions cause a temporary change in the character
of the land, increased emissions of gases and skhaues, higher noise intensity and generation of
waste.

In order to protect the land surface, the uppeeraf soil is stripped off to be used later fordan
reclamation. A drilling rig is installed on tightipsulated ground. Diesel oil tanks and receptafdes
waste and hazardous substances are stored in Ispeotainers. Drilling muds are prepared with
chemical substances and mixtures meeting the mgaits of the EU and Polish law. Besides water
(about 25%), organic components (polymers) areldhgest mud additives by weight. All waste
generated in connection with borehole drilling amntan presence on the drilling site is collected in
tightly-sealed vessels and transferred to authorigeste management operators.

Emissions of gases and exhaust fumes into the ptmos are limited by maintaining the drilling rig
engines in excellent operating condition and usjaglity fuel to run the engines. Repeated survéys o
the quality and quantity of pollutant emissionsoithe air and of their distribution patterns have
shown that all air pollutant concentration standaade met in the areas where drilling work is
conducted.

Noise intensity is reduced by using machinery asqudmment that produce less noise, and if the noise
emission standards are exceeded, means of acpustéction are used, such as screens installed to
shelter the pipe ramp and pipe rack on drillingrig

Special devices are used to minimise the volumériiing waste, for instance through drilling mud
recycling (screens on shale shakers, centrifugesijteks and desanders). On the other hand, the
volume of waste generated in connection with therajoon of drilling equipment is limited through
the use of modern long-life engine, gear and laiing oils. Application of the highest quality faeh
latest generation power generators protects filtgyainst excessive fouling, which prolongs their
useful lives. End-of-life filters are hazardous teasNVaste generated on a drilling site is stored in
manner ensuring protection of the environment dnlduman health. Stored waste is pre-segregated.
All waste storage sites are appropriately marketuarder constant surveillance.

In 2014, expenditure incurred by Exalo Drilling S.@n projects aimed at limiting the impact of its
drilling operations on the environment amountedpproximately PLN 17m. The funds were spent
mainly on projects designed to reduce the volumalrdfing waste and limit emissions into the
environment, for instance by providing drilling sigvith modern power generators, fuel tanks, shale
shakers, mud tanks and waste receptacles, andgtuitiplace a mobile evaporator system enabling
waste neutralisation. By equipping its drillinggigith modern equipment, the PGNIiG Group is able
to meet the applicable technical and environmesttaddards.

Reclamation of the fuel ash landfill site

PGNIG TERMIKA S.A. is carrying out reclamation dfet Mysliborska fuel ash landfill site for the
Zerai CHP plant. The project will involve reclamationtbe land as green areas (Cells No. 1 and 2)
and for residential and commercial development I(Glg. 3). In 2014, the company completed
technical reclamation of Cell No. 2 and transpdrsal to fill Cell No. 3. Work was carried out on
dismantling the technical infrastructure betweea #leraa CHP plant and the landfill site, and
macrolevelling and soil compaction commenced i Nel 3. The full scope of the reclamation work
is scheduled for completion in 2016.
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Fulfilment of the requirements of the Industrial iEsions Directive

In 2014, in an effort to meet the environmentahdtads provided for in Directive 2010/75/EU of the
European Parliament and of the Council on indds#iaissions (IED), PGNIiG TERMIKA S.A.
accounted for the project it completed in 2013 imvg construction of NOx selective catalytic
reduction (SCR) units for four unit boilers at tBeskierki CHP Plant. Capital expenditure on the
project amounted to PLN 180m, of which PLN 52m cdmoen the Infrastructure and Environment
Operational Programme of the National Environmemedtection and Water Management Fund.
Thanks to this project, annual N@&missions from the boilers’ SCR units will be reéld by 70%, i.e.

2 thousand tonnes of NQer year.

Moreover, the company embarked on new projects aiatereducing the emissions of gases and

particulate matter into the atmosphere, i.e.:

»  Conversion of coal-fired boiler No. 1 at the SiekiecCHP plant into a biomass-fired unit; the
converted boiler is to be placed in service late2015; the expected annual reduction of
pollutants into the atmosphere comprises: reduaio@O, emissions by 227,000 tonnes, ;SO
emissions — by 780 tonnes, N@missions — by 260 tonnes and particulate mattesseons —by
20 tonnes;

«  Provision of the fluidised bed boilers at therax CHP plant with high efficiency dust collectors
(bag filters) and thus enhancing the desulfurisatppocess; the project is scheduled for
completion late in 2015;

» Conversion of mazout-fired water boilers at thekigiki CHP plant and the Wola Heating Plant
into light oil units, including modernisation of ein burners; the project is scheduled for
completion by the end of 2015.

Noise reduction project at the Siekierki CHP plant

In 2014, noise barrier walls around coal unloadioints located at the hump tracks on the plant’s
premises were completed. As part of the same grajecse barrier walls were constructed along the
eastern boundary of the CHP plant in 2013. The guepof the project was to reduce the risk of
exceeding the permitted noise levels during thewtien of future projects at the Siekierki CHP plan
Expenditure on this project amounted to approxitgd&N 4m.

Biomass supplies

In order to fulfil the requirements of Directive @28/EC on the promotion of the use of energy from
renewable sources and use of biomass other thastflolomass, that is biomass from plantations and
energy plant crops at commercial power plants (Retigm of the Minister of Economy dated October
18th 2012), PGNIiG TERMIKA S.A. procures the fuelden long-term contracts for the supply of
biomass from energy willow plantations. Currentlye company procures biomass from plantations
with a total area of ca. 386 ha. Thanks to theafidsgomass as a fuel, G@missions were reduced by
59,862 Mg in 2014.
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Section XIV: 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.

Agreement on the establishment of the PGNIG taugro

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: PGNIiG S.A., PGNDbr6t Detaliczny Sp. z 0.0., Polska Spotka
Gazownictwa Sp. z 0.0., PGNIiG TERMIKA S.A., Opera8ystemu Magazynowania Sp. z 0.0.,
PGNIG SPV 5 Sp. z 0.0., PGNIiG SPV 6 Sp. z 0.0.R@GNIG SPV 7 Sp. z 0.0. The PGNIG tax group
agreement covers three consecutive tax years, i.e.:

e from April 1st 2014 to December 31st 2014,

* from January 1st 2015 to December 31st 2015,

e from January 1st 2016 to December 31st 2016.

Other PGNIG Group companies are separate corpo@iae taxpayers.

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 gegiéd 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 instigdtenti-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 reaidonditions 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. valiiyt 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 Obrét 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 Obrét
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 Decemidest 2013.

On October 17th 2014, the President of UOKIK comeoeeinadministrative 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 Obroét Detaliczny Sp. z o.o0.
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. presmgeunds for their actions and their position
whereunder such actions comply with Section I)#}jhe conclusion of the President of UOKIK’s

decision of December 31st 2013. By the date of ndyiort, 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 executadgetige collective dispute between the trade
unions active at PGNIiG S.A. and the Management Bo&iPGNiG S.A. The collective dispute was
initiated on July 9th 2014 after the Company’s Mgaraent 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 others 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 decideglhgamther things, to waive the remuneration
growth in 2014, limit the value of vouchers distriéd to employees in 2014 to PLN 1,500 and

Page 71 of 89



Directors’ Report on the Operations of the PGNI®@@rin 2014

recognise the termination of Agreements on Annuail® of March 27th 2013 and June 24th 2013 as
effective.

Proceedings with a value in excess of 10% of the@amy’s equity

In 2014, neither PGNIG S.A. nor its subsidiariesavengaged in any proceedings before a court,
arbitration tribunal or administrative authoritynmerning liabilities or claims whose value (whethmer
any single case or in two or more cases jointlyydoepresent at least 10% of the Company’s equity.
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Section XV: Financial performance

1. Financial performance in 2014

The separate financial statements of PGNIG S.A. taedconsolidated financial statements of the
PGNIG Group for 2014 are audited by PKF Consult 5p.o. The agreement with the auditor was
signed on February 5th 2013, for three years (Z%). Detailed information on the auditor’s fegs i
provided in the consolidated financial statemehth® PGNIG Group for 2014 (Note 36.6).

1.1. Key financial and business data

The consolidated financial statements of the PGEiGup have been prepared in accordance with the
International Financial Reporting Standards (IFRfS) endorsed by the European Union as at
December 31st 2014. The accounting policies appiegreparing the financial statements are

presented in the consolidated financial statemefittse PGNiIG Group for 2014 (Note 2).

In 2014, the PGNIG Group posted a net profit of F1,822m, up by PLN 902m year on year.

Summary information on the PGNIG Group’s finana&nding in 2014 relative to 2013 is presented
below in the financial statements prepared in atmaoee with the International Financial Reporting
Standards, which comprise:

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

e statement of cash flows,

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

Property, plant and equipment 33,528 33,033 33,784
Investment property 9 9 11
Intangible assets 1,113 1,164 1,146
Investments in equity-accounted associates 856 727 771
Other financial assets 243 242 172
Deferred tax assets 1,783 2,233 2,383
Other non-current assets 160 71 76

Inventories 3,189 3,378 3,064
Trade and other receivables 4,236 4,086 5,374
Current tax assets 5 48 150
Other assets 132 171 84
Derivative financial instrument assets 567 307 105
Cash and cash equivalents 2,958 2,827 1,948
Assets held for sale 147 88 108
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Consolidated statement of financial

osition (PL

ntd.

Equity attributable to non-controlling interests

Share capital 5,900 5,900 5,900
Share premium 1,740 1,740 1,740
Accumulated other comprehensive income (270) (49) (152)
Retained earnings 22,794 20,856 19,705

Borrowings and other debt instruments 5,069 5,385 5,509
Employee benefit obligations 604 502 381
Provisions 1,803 1,405 1,792
Deferred revenue 1,581 1,533 1,448
Deferred tax liabilities 3,250 3,210 3,183
Other non-current liabilities 77 58 53

Trade and other payables 3,589 4,033 3,667
Borrowings and other debt instruments 769 2,276 4,702
Derivative financial instrument liabilities 593 124 393
Current tax liabilities 191 184 24
Employee benefit obligations 284 375 356
Provisions 720 645 350
Deferred revenue 227 186 101
Liabilities associated with assets held for sale - 15 20

Page 75 of 89



Directors’ Report on the Operations of the PGNI@@rin 2014

Consolidated income statement (PLNm)

Raw materials and consumables used (21,229) (19,873)
Employee benefits (2,827) (3,214)
Depreciation and amortisation (2,502) (2,463)
Services (2,843) (2,808)
Work performed by the entity and capitalised D80 983
Other income and expenses 0(2,040) (1,520)

entities

Income tax

Finance income 86 69
Finance costs (432) (465)
Share in net profit/(loss) of equity-accounted 129 (44)

(804)

(789)

Earnings and diluted earnings per share attribet

abl

Attributable to:
Owners of the parent 2,823 1,918
Non-controlling interests (1) 2

to holders of ordinary shares of the parent (in PLN 0.48 033
Consolidated statement of cash flows (PLNm)

Net cash generated by operating activities 6,979 7,813
Net cash (used in)/generated by investing actsvitie (3,680 (3,060)
Net cash used in/(generated by) financing activitie (3,169 (3,874)

Cash and cash equivalents at beginning of the gberio

2,826

Cash and cash equivalents at end of the period

562,9
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Financial ratios

Profitability

EBIT (PLNm) 3,843 3,149
operating profit

EBITDA (PLNm)

operating profit + depreciation/amortisation 6.345 >012
ROE 0 0
net profit* to equity at end of the period** 2-4% 0.7%
NET MﬁRGIN 8.2% 6.0%
net profit* to revenue

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

* Net profit attributable to owners of the parent.
* Equity attributable to owners of the parent.
Liquidity

CURRENT RATIO
current assets to current liabilities (net of emypl benefit 2.2 1.6
obligations, provisions and deferred revenue)

QUICK RATIO
current assets less inventories to current lidgddliinet of employee 1.6 1.1
benefit obligations, provisions and deferred reednu

Debt

DEBT RATIO 0 0
total liabilities to total equity and liabilities 38.3% 41.2%
DEBT/EQUITY RATIO 62.2% 70.1%

total liabilities to equity*

* Equity attributable to owners of the parent.

1.2. Financial standing

The PGNIG Group’s revenue in 2014 was PLN 34,30dmby PLN 2,260m (7%) year on year.
Despite higher operating expenses, up by PLN 1,5@84), the PGNIiG Group was able to deliver a
consolidated operating profit of PLN 3,843m for 20Lp by PLN 694m on 2013. The Group’s
EBITDA was up by PLN 733m, to PLN 6,345m.

Exploration and Production

Operating profit of the Exploration and Productisegment was PLN 2,006m, down PLN 325m
(14%) on 2013. At PLN 3,143m, EBITDA was lower ththe year before — by PLN 238m (7%). The
segment’s revenue was down by PLN 114m (2%) yeatean, despite a nearly 6% growth in oil sales
volumes. The revenue decline reflected a slumpude oil prices (the average annual price of Brent
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in PLN was 10% lower in 2014 than in the previoesry. A PLN 211m (5%) increase in operating

expenses was a consequence of impairment lossegnised on exploration and production assets.

The impairment losses were recognised as a reflsaltbange in the calculation of future cash flows

(for impairment test purposes):

» previously the tariff price of gas was used in¢hkulations, while now they are based on the
market price; the calculation method was revised @sult of changes in the natural gas market,
including in particular deregulation of gas priegsl introduction of the statutory requirement to
sell gas on the exchange market,

* the expected new tax expenses in connection witlhdegrbon production were taken into
account.

The segment’s operating profit was constrainedniyairment losses on assets, which as at the end of
2014 amounted to PLN 707m. In addition, based enathalysis of the Group’s licences and the
effectiveness of its exploration programme, theuproharged PLN 330m of expenditure incurred on
dry wells and seismic data acquisition to the sagimexpenses at the end of 2014. An increase of
PLN 87m (8%) in amortisation and depreciation latexl chiefly to the Norwegian assets and follows
directly from increased crude oil production.

Trade and Storage

An improvement in efficiency was recorded in thede and Storage segment, where operating profit
was up PLN 591m year on year, to PLN 583m. The segimperformance in 2014 was driven by the
average cost of gas fuel procurement being in arferourable relation to selling prices than in the
previous year, chiefly as a result of lower voluroégas fuel sold.

Year on year, revenue was up by PLN 3,166m (12%yen principally by higher revenue from gas
traded on the Polish Power Exchange, where PGNAG $ld 3.7 bcm of gas in 2014 (2013: 0.1
bcm). The segment’s operating expenses were upliby B575m (10%) on the back of higher
expenses attributable to gas fuel purchased onPthiesh Power Exchange by PGNiIG Obr6t
Detaliczny Sp. z 0.0. Sales made on the Polish P&xehange by PGNIG S.A. and purchases made
on the Polish Power Exchange by PGNIG Obrot DetajicSp. z 0.0., which commenced operations
on August 1st 2014, are not subject to eliminatiom the consolidated financial statements.

A decline in gas volumes sold to customers waskihe factor affecting the Trade and Storage
segment’s performance. In 2014, the segment’'s ghess syolumes, excluding volumes traded on
commodity exchanges, was 13.5 bcm, having fallemfil5.1 bcm (11%) in the previous year. The
decrease was caused by the average temperatures igher by 0.8C than the year before. In
addition, as a result of OOO Gazprom Export’s ordEtuctions, imports from countries east of
Poland in 2014 were down to 8.1 bcm (by 7%). Themst's improved performance was also
associated with lower gas procurement costs, whiak a result of the four-quarter nine-month
average price of Brent, expressed in PLN, beingeldwy 2% and lower average annual prices of gas
fuel on the TTF (down by 18%) compared with therymefore. As at December 31st 2014, the Group
held ca. 2.1 bcm of gas in underground storageproamately 1.4% less than at the end of 2013.
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Distribution

The Distribution segment’s operating result (EBtd$e by 54% year on year, to PLN 1,138m, while
its EBITDA came in at PLN 2,002m, up by PLN 406mtbe year before. The segment’s improved
operating performance was attributable to a PLNnB@crease in operating expenses relative to
2013, which was caused by:

* employee benefit expenses being lower by PLN 22Br#4, chiefly as a result of reversing the
provision for annual bonuses and lower costs faligwa change in liabilities under length-of-
service awards; costs recognised under this ite2®1r3 were high due to changes in the pension
system and revision of other actuarial assumptions,

e cost of services being lower by PLN 108m (12%), clhivas chiefly attributable to lower
transmission costs due to lower volumes of trartedhigas.

Generation

The Generation segment’s revenue was PLN 1,943mn ad@. 6% on the previous year. Operating
expenses were down 7%, which, despite lower revaramslated into a PLN 18m (13%) increase in
the segment’s operating profit relative to 2013e Tévenue decline was attributable to higher awerag
air temperatures (up by 6@®), which resulted in volumes of heat sold beingl8%er than in the year
before. The decline in revenue from heat sales offs®t by a higher heat tariff (up by ca. 6%),
effective as of August 1st 2014. In consequence&mee from heat sales remained relatively flat year
on year. Lower volumes of heat sold translated lioteer volumes of cogenerated electricity (down by
6%, i.e. 217 GWHh, year on year), which drove doewrenue from electricity sales by 13%.
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Financial data of the PGNIG Group’s segments fdrd2@PLNm)

Sales to third-party

4,346 28,367 280 1,149 162 - 34,304
customers
Inter-segment sales 1,725 458 4,003 794 163 (7,143) 0
Segment’s total
revenue 6,071 28,825 4,283 1,943 325 (7,143) 34,304
Segment’s expense (4,065) (28,242) (3,145) (1,781) (393) 7,165 (30,461)

equity-accounted
entities

Income tax

Financial data of the PGNIG Group’s segments fdr32@PLNm)

Net finance costs - - - - - - (346)
Share in net
profit/(loss) of - 129 - - - - 129,0

(804)

Sales to third-party

4,580 25,341 165 1,658 300 - 32,044
customers
Inter-segment sales 1,605 318 4,085 405 124 (6537) -
Segment’s total
revenue 6,185 25,659 4,250 2,063 424 (6,537) 32,044
Segment’s expense (3,854) (25,667) (3,511) (1,919) (489) 6,545 (28,895)

accounted entities

Income tax

The PGNIG Group’s net result on financing actidtimproved by PLN 50m (or 13%), thanks mainly
to lower interest expense following a reductiotoarrowings. In addition, the net result was inceebs
by the PLN 129m gain on remeasurement of shar8&ih Europol Gaz S.A.

As at December 31st 2014, total assets recognistiteiconsolidated statement of financial position
were PLN 48,926m, up PLN 542m (1%) on the end 4320

Net finance costs - - - - - - (396)
Share in net
profit/loss of equity- - (44) - - - - (44)
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Assets

Property, plant and equipment represents the laogasponent of the Group’s assets. As at the end of
2014, this item amounted to PLN 33,528m, havingeased by PLN 495m (or 1%) relative to
December 31st 2013, primarily due to a rise in ilzBlegassets under construction unrelated to
exploration and evaluation of mineral resources.

Deferred tax assets went down by PLN 450m (or 20f6Jealisation of the tax loss in Norway by
subsidiary PGNIG Upstream International AS (theltesss has been accounted for since the launch of
gas production from the Skarv field). In additi@nportion of the tax loss carried by the Group was
reduced after accounting in 2014 for the acquisitid interests in fields located on the Norwegian
Continental Shelf from Total E&P Norge AS.

Noticeable changes were reported in the case ofatise financial instruments, which increased by
PLN 260m relative to December 31st 2013 to reacN P67, and in the case of current trade
receivables, which rose by PLN 150m (4%).

As at December 31st 2014, the Group’s cash andemsivalents stood at PLN 2,958m, up by PLN
131m (5%) relative to the end of 2013.

The value and structure of current assets heléhéysroup guaranteed its ability to settle all iaibs
in a timely manner. The current ratio was 2.2, carag with 1.6 as at the end of December 2013,
while the quick ratio rose from 1.1 to 1.6 yearyesar.

Equity and liabilities

Equity is the primary source of financing of theNlG Group’s assets. Relative to the end of 2013,
the Group’s equity rose by PLN 1,716m (or 6%), ity on the back of the net profit for the period
of PLN 2,822m, adjusted for the PLN 885m of dividgraid for the previous year.

As at December 31st 2014, non-current liabilitiesevPLN 12,384m, up PLN 291m on the end of
December 2013. The increase is an outcome of higb@visions for production well
decommissioning costs.

As at December 31st 2014, the PGNIG Group carrigdent liabilities of PLN 6,373m, down
PLN 1,465m (19%) year on year. This decrease fatbmainly from loan repayment and redemption
of debt securities, which reduced current liatafitby a total of PLN 1.507m.

Due to a decrease in borrowings used the PGNIG [gGrihe ratios of equity to liabilities changed.
Debt to equity was down from 70.1% as at the en20df3 to 62.2% as at December 31st 2014. Debt
ratio (total liabilities to total equity and lialties) fell from 41.2% to 38.3%.

Material off-balance-sheet items

As at December 31st 2014, the PGNIG Group’s mopbitant off-balance-sheet item was contingent

liabilities of PLN 9,520m. The key items of contery liabilities included:

* a guarantee securing performance of the obligatafhBGNiIG Finance AB (a subsidiary of
PGNIG S.A.) towards bondholders, in connection vilig Eurobond programme (PLN 4,067m);

* a bond securing performance of the licence commitsn@nd legal obligations of PGNIG
Upstream International AS (a subsidiary of PGNi@.ptowards the state of Norway (PLN
2,675m);

» a bond securing performance of the obligations @GE-Libya B.V. (a subsidiary of PGNIiG
S.A)) towards National Oil Corporation of Libya (RI219m).

» guarantees provided as security in respect of ggply agreements executed by PGNIG
Sales&Trading GmbH, issued within the limits of d@®200m (PLN 158m) guarantee line.
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Feasibility of investment plans

In 2015, the PGNIG Group intends to maintain a heylel of capital expenditure. The spending will

focus on:

* Natural gas and crude oil exploration and produgtiacluding exploration for unconventional
deposits

» Development of storage infrastructure

» Development of distribution infrastructure

» Execution of power and heat generation projects

The PGNIG Group intends to finance investments hwith its own funds and debt, e.g. raised
through the issuance of notes and bonds, inclugimgbonds.

Transactions concluded on non-arm’s length terms

In 2013, 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

The PGNIG Management Board’s financial forecast paislished in current report No. 24/2014 of
February 28th 2014. The results disclosed in tHey@ar report are not materially different frometh
forecasts published in the current report (themaedorecast differs from actual performance fat420
by +4.9% and the difference in EBITDA is +7.5%; R&NiIG Group’s debt ratio did not exceed 2 x
EBITDA).

Key equity investments and capital placementsaPBNIG Group

The PGNIG Group’s key equity investments in 20lelided:

* Increase of the share capital of PGNiG Obrét Detaly Sp. z 0.0. by PLN 1,090,000,000 to PLN
1,091,000,000; the additional share capital wasigea by PGNIG S.A. in the form of a non-
cash contribution

» Acquisition by PGNIG S.A. of short-term notes issugy PGNiIiG Obrot Detaliczny Sp. z o.0.
under the note issuance programme operated withiRPGNIG Group; as at December 31st 2014,
the value of notes acquired under the programmeRkék1bn

* Issue of short-term notes offered to PGNIiG Groupanies; as at December 31st 2014, PGNIG
S.A’’s outstanding debt under the notes was PLNM75

» Disbursement of a new tranche (NOK 850m) of thenladvanced by PGNIG S.A. to PGNIG
Upstream International AS; the loan was grantedirtance capital expenditure related to the
Norwegian Continental Shelf project

» Disbursement of a PLN 400m loan advanced by PGN#S ® PGNIG Obroét Detaliczny Sp. z
0.0.; the revolving loan agreement was executeatdwide financing for the company’s day-to-
day operations (mainly settlements related to psehof gas) until July 25th 2016; as at
December 31st 2014, the amount outstanding unddo#m was PLN 0.

2. Financial management

In 2014, the PGNIG Group added another externahftmg option by launching a new domestic note
programme. In 2014, the Group was able to issuesnatder the following programmes:

» the note programme of June 10th 2010 (as amendadr®xes of 2011 and 2014),
» the note programme of May 22nd 2012,
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e the note programme of October 2nd 2014,

e the note programme of July 4th 2012, with notesadsy PGNiG TERMIKA S.A.,

» the Eurobond programme of August 25th 2011, withdsassued by PGNIiG Finance AB,

» 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, PGNIG 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@As 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, PGNKS ®ay 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 atrbleme31st 2014, the debt outstanding under notes
issued in previous years amounted to PLN 2.5bn.

On October 2nd 2014, PGNIG S.A. signed an agreem#htBank Gospodarstwa Krajowego on a
note programme for up to PLN 1bn. Under the prognamexpiring on September 30th 2024, the
Company may issue discount notes with maturitiagirag from one year to four years. In accordance
with the agreement, the issue proceeds may onlysked to finance investing activities related to,
among other things, maintenance of production agpatversification of gas supply sources, oil and
gas exploration, development of the power sectdrargoing projects involving the construction of
underground gas storage infrastructure. In 2014NiBGS.A. did not issue any notes under the
programme.

In 2014, PGNIG TERMIKA S.A. placed new issues obrsiterm notes under its programme of July
4th 2012. On December 15th 2014, two annexes wened to amend the terms of the programme,
which extended its term until December 29th 2018hwan option of its further extension by two
years, i.e. until December 29th 2021. As part ef phogramme, PGNIiG TERMIKA S.A. may issue
(in private placements) discount and coupon-beaniotgs for up to PLN 1.5bn, with maturities
ranging from one month to one year and interestsrdtased on WIBOR+margin. In 2014, the
company placed 9 issues of notes with a nominalevaf PLN 380m. As at December 31st 2014, the
nominal value of the notes was PLN 190m. Procesan the issues allow the company to finance
investment projects, including the constructiorad®CGT unit at thé&erai CHP plant, as well as its
day-to-day operations.

Under its five-year Eurobond programme establighedugust 25th 2011, PGNIG Finance AB may
issue Eurobonds for up to EUR 1.2bn. In 2014, tpmany did not issue any Eurobonds. As at
December 31st 2014, PGNIG Finance AB’s nominal delistanding under the issue of 2012 was
EUR 500m.

The PGNIG Group used proceeds from the issuestesrand bonds to finance its capital expenditure
projects involving exploration for conventional amshconventional oil and gas deposits, field
development, construction and extension of undergtogas storage facilities and the distribution
network, including new connections. The issue pedsenere also used to finance power projects and
the Group’s operating activities.

Furthermore, pursuant to the agreement of Deceidte?010 (as amended by annexes of 2011 and
2014), in 2014 the Company continued to issue gkam discount notes to PGNiIG Group companies.
Under an annex of May 6th 2014, the agreement teasm extended until May 6th 2019 and the
maximum amount of notes was increased from PLNt@HPLN 3bn. For PGNIG S.A., the maximum
amount of notes in issue remained at PLN 1bn, thiéhbalance allocated to other Group companies.
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The note programme is designed to enable the flovash from the companies with excess liquidity,
thus optimising the liquidity management within @eoup. In 2014, PGNIiG S.A. and PGNIG Obrot
Detaliczny Sp. z 0.0. issued notes with total n@himalues of PLN 3.3bn and PLN 1.0bn,
respectively. As at December 31st 2014, PGNIG S.Arid PGNIG Obroét Detaliczny Sp. z 0.0.’s
outstanding debt under the notes in issue was PiSxh4and PLN 1.0bn, respectively.

Assessment of financial resources management

The funds available to the PGNIG Group ensureithstable to timely finance all current and pladne
expenditure related to its principal business ansting activities. Its liquidity is under no thte
The Group has adopted an efficient model under WHGNIG S.A. financially supports its
subsidiaries in the execution of investment prgjethe liquidity risk is mitigated by bond/notelss
programmes under agreements with banks execut2dlih and in previous years. PGNIiG S.A. also
has a liquidity reserve in the form of overdrattifidies (PLN 370m in total), which serve to smooth
out daily liquidity fluctuations.

Further, to improve the effectiveness of liquidihanagement at the PGNiIG Group, in 2014 a cash
pooling agreement was signed with Bank Pekao She dash pooling arrangement will facilitate
liquidity planning within the Group and reduce degency on borrowed funds. Such more efficient
use of free cash will also reduce the Group’s hwimg costs.

On September 30th 2014, Moody's Investors Servingngiraded the credit rating of PGNIG S.A.

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

business, as well as challenges stemming from Wodution 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 progragrmmh PGNIG Finance AB from Baa2 to Baa3.

2.1. Short-term investments

The financial investments made by the PGNIG Grou@d14 were short-term, with maturities of up
to three months. The PGNIG Group companies investadtra-Group notes, as well as the State
Treasury’s debt securities and deposits with imaest grade commercial banks. Such placements
were consistent with PGNIG S.A.’s financial investihpolicy adopted by the Company’s governing
bodies, and with the Prospectus.

2.2. Borrowings

Credit facility agreements executed in 2014

In 2014, the PGNIG Group entered into credit faciigreements for a total amount of PLN 743m,
EUR 35m and USD 8m mainly in order to provide siterin financing of its day-to-day operations.
The credit facility agreements executed in 2014 ewerostly annexes extending the terms of
agreements signed in previous years by one yesavaral months.

The table below presents detailed information oy &eedit facility agreements executed by the
PGNIG Group in 2014.
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Key credit facility agreements executed by the P&[Siroup

Facility
Bank amount Currency Interest rate Type Maturity date
(m)
Bank Pekao S.A. 200 PLN| 1M WIBOR + 0.00%orking capital facility ~ July 16th 2017
Deutsche Bank . . .
AG Munich 35 EUR | 1M EONIA + 0.85% working capital facility December 31st 2017
Bank Pekao S.A. 120 PLN| 1M WIBOR + 1.00%orking capital facility  April 24th 2015
HSBC Bank o . . .
Polska S.A. 60 PLN | 1M WIBOR + 0.50%working capital facility ~ June 15th 2015
\E/;vaé]rlé éa:hodm 50 PLN | 1M WIBOR + 2.00%working capital facility December 31st 2015
Societe Generale
S.A. Polish 40 PLN | 1M WIBOR + 0.30%working capital facility August 31st 2015
Branch
mBank S.A. 40 PLN | 1M WIBOR + 0.30%working capital facility September 4th 2015
pio BankSlaski |49 PLN | 1M WIBOR + 0.40%working capital facility December 4th 2015
Bank Handlowy
w Warszawie 40 PLN | 1M WIBOR + 0.30%working capital facility December 31st 2015
S.A.
HSBC Bank . . .
Polska S.A. 40 PLN | 3M WIBOR + 0.45%working capital facility ~ July 9th 2015

Credit facility agreements terminated in 2014

In 2014, the PGNIG Group terminated one overdeadility agreement executed by Geovita S.A. with
mBank S.A. under an annex of April 15th 2013 prowdfor a facility of PLN 1m maturing on April
18th 2014 and bearing interest at WIBOR O/N + 0.5%e reason for terminating the agreement was
a change of its terms by the bank (under an anh@pml 14th 2014), involving monthly reduction of
the facility limit until repaid in full by April 16h 2015. The facility at mBank S.A. was repaid uif f

on September 5th 2014.

In 2014, the PGNIG Group did not advance, contbatérminate any loans.

2.3. Guarantees and sureties

The amount of guarantees and sureties providethdyGNiIG Group in 2014 was PLN 288m. This

amount included mainly:

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

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

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

The amount of guarantees and sureties receivetheoyPGNiG Group in 2014 was PLN 46m. The

amount included 71 guarantees (including 57 guaeanof less than PLN 1m), including bid bonds,
insurance guarantees and performance bonds.
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2.4. Financial risk management

The main objective of the PGNIG Group’s financiakrmanagement policy is to limit the volatility of
cash flows related to the Company’s operationgvels which are acceptable in the short- and mid-
term perspective and to build the company valugaénlong term. In the regular course of business in
2014, the PGNIG Group was exposed to a numbemahfial risks, and in particular to market risk
(including commodity price, interest rate and cnoserisks) as well as liquidity and credit risks.

Market risk

The PGNIG Group manages market risk through ideatibn, measurement, monitoring and
mitigation of key sources of risk, i.e. the adveedict of changes in commodity prices, exchange
rates and interest rates on the Group’s finan&ebpmance.

The key risks to which the Group is exposed incltiderisk of commodity price and exchange rate
fluctuations, which affect the Group’s gas purcsa3dée Company also executed transactions related
to electricity prices, property rights and carbaomission allowances.

In 2014, the PGNIG Group used the following finah@nstruments to manage the gas price risk:
e Purchase of Asian commodity call options settleB@®pean options

« Commaodity option structures (consisting in a coratiom of two commaodity options)

« Commodity swaps.

In 2014, to mitigate the currency risk the Groupdithe following financial instruments:

e Forward contracts

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

« FX swaps

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 thedhiewf the loan advanced to PGNiG 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 leetdgrevaluation 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 tsatfits effect in the income statement in the same
reporting period. In consequence, the economicaaodunting effects of the hedge are reflectedeén th
same period.

Credit risk

The PGNIG Group’s credit risk is related to theelikood of failure by the counterparties or other
entities to meet their obligations to the Group2014, the Group managed credit risk by investigg i
free cash in instruments carrying the lowest pdssibedit risk (bank deposits and treasury bonds),
entering into framework agreements with its tradipartners (precisely defining the rights and
obligations of the parties), and diversifying thewp of its trading partners. The PGNiG Group also
worked with leading commercial banks. The key datéor the selection of counterparties to whom it
entrusted a portion of its assets included thaairftial standing as confirmed by rating agencied, a
their respective market shares.
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Risk of cash-flow disruptions

Measures taken by the PGNIG Group to mitigate ikle of disruptions in its day-to-day operating
cash flows included diversification of electronianking systems used, ongoing monitoring of
credit/debit transactions in bank accounts, caltgcinformation on cash flows within the Group,
consolidating bank accounts and entering into aeétrdacility agreements. PGNIG S.A. mitigated
cash flow volatility related to payments under gaschase contracts by entering into FX risk hedges
(European and Asian currency call options, FX swapsrage rate forwards) and gas price hedges
(Asian commodity call options, option strategiesnmodity swaps).

Liguidity risk

In order to mitigate liquidity risk, PGNIG S.A. hadiquidity reserve in the form of overdraft faids
(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 weiting agencies.

3. Projected future financial standing

The PGNIG Group’s financial forecast for 2015 asssiBBITDA at ca. PLN 5.8bn. The forecast is
based on the assumption that production of crudeith other fractions will be approximately 1.27
million tonnes, production of natural gas (measwagdigh-methane gas equivalent) — approximately
4.5 bcm, the volume of gas sold will reach 22.8 pand that the Group’s capital expenditure will
amount to ca. PLN 4.3bn. The PGNIG Group’s perforceawill depend on oil, natural gas and
petroleum product prices, the situation on curremeykets, the price of natural gas on the regulated
market and commodity exchanges, as well as dertgulaf the Polish gas market.

If oil prices remain low in subsequent periods)deing a price slump in 2014, this will have an
adverse effect on the PGNIG Group’s performancehim Exploration and Production segment.
However, if oil prices pick up, driven by reduce® @roduction and unchanged supply from OPEC
(Organization of the Petroleum Exporting Countriethle Exploration and Production segment’s
operating performance should improve. Conversalytthé case of the Trade and Storage segment —
given that oil prices affect the price of gas intpdrby the Company - the prevailing low oil prices
may have a positive effect on the cost of gas huasd the Group’s performance in this segment.

Moreover, the PGNIG Group’s performance will beosgly affected by conditions prevailing on the
currency markets. Potential appreciation of theyzémainst other currencies (mainly the US dollar)
should improve the Group’s performance by redutiegcost of gas imports. However, the short-term
situation on the Polish currency market will beosgly affected by a range of factors, including
development of the Ukrainian conflict, decisiongled European Central Bank and other central banks
of European countries, as well as the positiorhefRolish Monetary Policy Council. As the Group’s
performance is correlated with the exchange ragdwden the ztoty and other currencies, the Group
companies will apply a hedging policy to optimike tmpact of foreign exchange risk.

In the near future, the Group’s operations willsigmificantly affected by the position of the Pdesit

of the Energy Regulatory Office on gas fuel sald distribution tariffs and on heat sale tariffs.eTh
ongoing deregulation of gas trading in Poland wihdually limit the influence of the Energy
Regulatory Office on gas prices for customers. 045 gas volumes sold through the Polish Power
Exchange are expected to reach approximately 60%6talf gas sales. Also, an expected increase in
the number of entities offering natural gas anceptgl diversification of supply sources by PGNIG
S.A’’s major customers may intensify competitiontiba gas market and drive gas prices down in the
long term. The downward pressure on gas pricesadagrsely affect the Group’s performance.
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As a possible consequence of the gas market dateguylPGNIG S.A. may be forced to export its gas
surplus. The resulting risk is that a margin on ggsorts may be unsatisfactory given the cost ef ga
procurement under long-term contracts. This is Whyas so important for PGNIG S.A. to execute a
supplementary agreement to the contract for saliejaéfied natural gas (LNG) with Qatar Liquefied
Gas Company Limited (3) in December 2014. Understigplementary agreement, Qatar’s company
may sell its entire annual LNG volume on foreignrikess, which protects PGNiG S.A. against the
risk of having to pay for uncollected LNG under tfade-or-pay clause, allowing the Company to
minimise the potentially resulting losses in 2015.

The Group’s performance will also be considerablfeced by regulations governing support
programmes for electricity from high-efficiency generation and renewable sources. Legislative
changes in this area and fluctuations in markeegrof certificates of origin (red and green) Walve

a bearing on the Group'’s future financial positibtoreover, the PGNIiG Group’s performance will be
affected by legislative changes relating to thergyndefficiency Act. Such changes will affect the
Group’s costs related to the requirement to olaagrgy efficiency certificates (white certificates)d
surrender them for redemption, or pay a buy-owtepri

A factor particularly important for the PGNIG Grdsiglevelopment will be its possible acquisition of
production assets located outside Poland. The sitigui of fields on the Norwegian Continental Shelf
by PGNIG Upstream International AS in 2014 will tdoute to higher oil and gas production,
supporting the Group’s performance in the yeacotoe.

In 2015, the PGNIG Group intends to maintain a heyel of capital expenditure. The Group intends
to spend the largest amount (PLN 1.9bn) on drillimgll completion and development of fields,
including the Gina Krog field on the Norwegian Gaental Shelf acquired in 2014, and on extension
and upgrade of production facilities in Poland. Trup also plans to implement projects involving
extension and upgrade of the distribution netwart eonnection of new customers (PLN 1.3bn). In
the Trade and Storage segment, capital expenditilirbe incurred on extension of underground gas
storage facilities (mainly the cavern facilitiesNtogilno and Kosakowo). PGNIG expects that by the
end of 2015 the total capacity of all its storageilities will reach 3.16 bcm. Also, the PGNIG Gpou
intends to incur capital expenditure on growth-atéel and upgrade projects in the Generation
segment.
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