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Section I; General Information

1. Incorporation of the Company

Polskie Gérnictwo Naftowe i Gazownictwo Spoétka Akwy (PGNIG SA), registered office in
Warsaw, ul. Marcina Kasprzaka 25, was established aesult of transformation of state-owned
enterprise Polskie Gérnictwo Naftowe i Gazownicinio a state-owned stock company. The Deed of
Transformation and the Company’s Articles of Asation were executed in the form of a notarial
deed dated October 21st 1996 (Rep. A No. 18871/96).

The Minister of State Treasury executed the Deetrahsformation in performance of the provisions
of the Regulation of the President of the Polishuri@il of Ministers of September 30th 1996 on
transformation of the state-owned enterprise Pel§kbrnictwo Naftowe i Gazownictwo of Warsaw
into a state-owned stock company.

On October 30th 1996, the Company was entereddrctimmercial register as Polskie Gornictwo

Naftowe i Gazownictwo S.A. of Warsaw, under entiy. RHB 48382. The Company became a legal
person as of the date of its registration. On Ndxani4th 2001, the Company was entered into the
Register of Entrepreneurs of the National Courti®egunder entry No. 0000059492.

In performance of the obligations provided for fre t'PGNIiG SA Restructuring and Privatisation
Programme" adopted by the Polish Council of Mimsten October 5th 2004, on May 24th 2005
PGNIG shares were admitted to public trading pursd@ a decision of the Polish Securities and
Exchange Commission.

By virtue of a decision of the District Court fdret Capital City of Warsaw, dated October 6th 2005,
an increase in PGNIG SA's share capital was regbté-ollowing the increase the share capital now
amounts to PLN 5.9bn and is divided into 5,900,000 shares, including:

» 4,250,000,000 Series A bearers shares with apatatalue of PLN 4,250m
e 750,000,000 Series Al bearer shares with the paravalue of PLN750m
e 900,000,000 Series B bearer shares with the tatalgdue of PLN 900m.

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

2. Business profile

PGNIG SA is the largest Polish company in the hgdrbon exploration and production industry, and
on the natural gas market. PGNIiG SA is the leadedlli areas of the Polish gas sector, including
natural gas import, exploration, oil and gas praiduc gas fuel storage and sale of natural gas.

Pursuant to its Articles of Association, the Compgerforms activities aimed at ensuring energy
security of Poland. These relate in particulahefollowing:

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

* ensuring safe operation of gas networks,

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

* natural gas production.
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3. PGNIG SA'’s organisational structure

On June 5th 2012, the Storage System Operator Braas wound up due to the launch of operations
by Operator Systemu Magazynowania Sp. z 0.0.,ttdrage system operating company, as of June 1st
2012.

On September 1st 2012, a new Geology and HydrooaRyoduction Branch was established in

Warsaw. The Branch coordinates and oversees tethagpects of hydrocarbon exploration and
production in Poland and abroad, that is plannihgral gas exploration work, carrying out geologica

work connected with exploration for and developmerfit hydrocarbon deposits, hydrocarbon

production, and environmental protection. It inacgies Head Office departments involved in

supervision over the exploration and productioncpss and units responsible for geology,

environmental protection and drilling transferrednii the Sanok and Zielona Gora branches. The
main function of the Sanok and Zielona Géra brasahidl continue to be oil and gas production, and
operation of hydrocarbon production facilities.

PGNIG SA operates a multiple-unit structure. APatember 31st 2012, the structure comprised the
Head Office and 15 branches. Their activities aesgnted in the table below.

Core activities of PGNiIG SA'’s organisational units

Unit Activity
Corporate supervision over the Company branches
Head Office, Warsaw Supervision over the PGNIG Group as part of ownprsh
supervision

Geology and Hydrocarbon | Management and coordination of exploration for pratiuction of
Production Branch in Warsawnatural gas and crude oil
Production of natural gas and crude ol

Sanok Branch Direct sale of off-system natural gas and othedpets and
services
Production of natural gas and crude ol

Zielona Gora Branch Direct sale of off-system natural gas and othedpects and
services

Odolanoéw Branch Processing of nitrogen-rich natgaal into high-methane gas

Operator Branch in Pakistan Exp!oratlon for and production of hydrocarbonsiaeihce areas in
Pakistan

Egypt Branch Eggl&raﬂon for and production of hydrocarbonsié®hce areas in

Denmark Branch Exploration for and production of hydrocarbonsiaehce areas in
Denmark

Well Mining Rescue Station

in Krakow Provision of rescue services to the petroleum rgiimdustry
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Core activities of PGNiIG SA'’s organisational unitontinued
Unit Activity

Lower Silesian Gas Trading
Division in Wroctaw

Upper Silesian Gas Trading
Division in Zabrze
Carpathian Gas Trading
Division in Tarnéw
Mazovian Gas Trading
Division in Warsaw
Pomeranian Gas Trading
Division in Gdask

Greater Poland Gas Trading
Division in Pozna

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

Comprehensive customer service related to salatofral gas and
other products and services

As at December 31sr 2012, PGNiIG SA operated foreggmnesentative offices in Moscow (Russia),
Brussels (Belgium), Kiev (Ukraine) and Vysokoye Igges).

On January 15th 2013, the names of six PGNIG galénty divisions were changed to: Lower Silesian
Trading Division in Wroctaw (Dolndaski Oddziat Handlowy we Wroctawiu), Upper Silesian
Trading Division in Zabrze (Gorskaski Oddziat Handlowy w Zabrzu), Carpathian TradiDigision

in Tarnéw (Karpacki Oddziat Handlowy w Tarnowie),akbvian Trading Division in Warsaw
(Mazowiecki Oddziat Handlowy w Warszawie), PomeamniGas Trading Division in Gdsk
(Pomorski Oddziat Handlowy w Gdsku), and Greater Poland Trading Division in Pazna
(Wielkopolski Oddziat Handlowy w Poznaniu).

4. Changes in management policies

In 2012, the following changes were made to theagament policies and the segmental structure of
PGNIG SA and the PGNIG Group.

Changes in management policies of PGNiIiG SA an®GNiG Group

In 2012, PGNIG consolidated its exploration andrisgrg companies within the Group's Exploration
and Production segment. PGNiG Poszukiwania S.A. magged with PNiG Krakéw S.A., PNIiG
NAFTA S.A., PNIiG Jasto S.A., PN Diament Sp. z @od ZRG Krosno Sp. z o0.0. All the companies'
assets were transferred to PGNIG Poszukiwania @vhich was renamed Exalo Drilling S.A. with
effect as of February 2013).

In 2012, a process was launched to establish a&dlsmrvices centre, which will provide finance,

accounting, HR and payroll as well as IT servicdse centre will operate under the name PGNIG
Serwis Sp. z 0.0. and will provide support to sashéhe PGNIG Group companies. On January 1st
2013, it started rendering services to PGNiG TERMIKA.

2012 also saw the commencement of efforts to iateghe Group's power competences at PGNIiG

TERMIKA S.A. The company became the Group's compecentre for heat and electricity
generation and implementation of heat and powgegia
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Changes in the segmental structure of PGNIG SAa&®GNiG Group

In 2012, the segmental structure of the Company taedGroup changed. One new segment was
formed, and selected subsidiaries and the underdrgas storage facilities were reclassified based o
their business profiles.

The Brzeénica, Strachocina and Swarzow underground gasgetdegilities were transferred from the
Exploration and Production segment to the Trade Simdage segment after PGNIG SA provided
access to the facilities' working capacities todimarties (on a TPA basis).

As a result of the acquisition of PGNIiG TERMIKA S.former Vattenfall Heat Poland S.A.) in
2012, the PGNIG Group expanded the scope of itgatipas to include electricity and heat
generation. A new segment, Generation, was thabledied and includes PGNiG TERMIKA S.A.
and PGNIG SPV 1 Sp. z 0.0..

INVESTGAS S.A. was transferred from the Trade andr&ge segment to the Other Activities
segment. INVESTGAS S.A. specialises in the prowisiof comprehensive design services,
construction and assembly services, constructiopersision services for projects involving
construction of gas storage facilities and pipdjras well as gas storage facility operation sesvic

PGNIG Energia S.A. and PGNiG Finance AB, previousfyorted under the Other Activities segment,
were transferred to the Trade and Storage segf&@NiG Energia S.A.'s core business consists in
wholesale trade in electricity as well as tradeadrbon and other greenhouse gas allowances. PGNIG
Finance AB's business involves servicing PGNiG'Ekates issues.

5. Ownership interests

PGNIG SA holds shares in production and servicepaories. As at December 31st 2012, PGNIG SA
had 35 related entities, including:

e 25 subsidiaries;

» 10 other related entities.
The table below presents related entities of PGBWGas at December 31st 2012.

PGNIG SA'’s related entities

Value of shares Ownership

0,
Name Share capital held by PGNIG interest held vcft)eoma(l)(tjalla
(PLN) SA by PGNIG  Derio s Ay
(PLN) SA
Subsidiaries

1| PGNIG Poszukiwania S.A. 981,500,000/00 981,500,000.00 100.00% 100.00%
2 | GEOFIZYKA Krakow S.A. 64,400,000.00 64,400,000.00 100.00% 100.00%
3| GEOFIZYKA Torua S.A. 66,000,000.00 66,000,000.00 100.00% 100.00%
4 PGNIG Norway AS (NOKY 1,092,000,000.00 1,092,000,000.00 100.00% 100.00%
5 zj’gg;lg" and Gas Company — Libya B.V. 26,724.00 26,724.00 100.00% |  100.00%
6 PGNIG Sales & Trading GmbH (EUR) 10,000,000.00  10,000,000.00 100.00% 100.00%
7 | Operator Systemu Magazynowania Sp. z 0.0. 5,000M000 5,000,000.00 100.00% 100.00%
8| INVESTGAS S.A. 502,250.00 502,250.00 100.00% 100.00%
9| Dolncslaska Spétka Gazownictwa Sp. z 0.0. 658,384,000.0858,384,000.00 100.00% 100.00%

7 of 61




DIRECTORS’ REPORT ON THE OPERATIONS OF PGNIG SA2812

10| Gornalaska Spotka Gazownictwa Sp. z 0.0. 1,300,338,000.0(300,338,000.00 100.00% 100.00%
11| Karpacka Spotka Gazownictwa Sp. z 0.0. 1,484,9%8000 1 484 953 000,00 100.00% 100.00%
12| Mazowiecka Spotka Gazownictwa Sp. z 0.0. 1,255@mmO0| 1,255,800,000.00 100.00% 100.00%
13| Pomorska Spétka Gazownictwa Sp. z 0.0. 655,1990000. 655,199,000.00 100.00% 100.00%
14| Wielkopolska Spétka Gazownictwa Sp. z o.0. 1,038,080.00 1,033,186,000.00 100.00% 100.00%
15| Geovita S.A. 86,139,000.00 86,139,000.00 100.00% 100.00%
16| PGNIG Energia S.A. 41,000,000.00 41,000,000.00 100.00% 100.00%
17| PGNIG Technologie S.A. 166,914,000/00 166,914,000.00 100.00% 100.00%
18| BUD-GAZ PPUH Sp. z o.0. 51,760.00 51,760.00 100.00% 100.00%
19| Polskie Elektrownie Gazowe Sp. z 0.0. 1,212,000.00 1,212,000.00 100.00% 100.00%
20 PGNIiG TERMIKA S.A. 862,316,000.00 616,016,000.00 71.44% 99.99%
21 PGNIG Finance AB (SEK) 500,000.0(¢ 500,000.00 100.00% 100.00%
22| PGNIG Serwis Sp. z 0.0. 9,995,000/00 9,995,000.00 100.00% 100.00%
23| PGNIG SPV 4 Sp. z 0.0. 5,000.00 5,000.00 100.00% 100.00%
24| B.S. i P.G. Gazoprojekt S.A. 4,000,000/00 3,000,000.00 75.00% 75.00%
25 NYSAGAZ Sp. z o.0. 9,881,000.00 6,549,000.00 66.28% 66.28%
Other related entities
26 (ngéeg‘ Ac?azoqgo"" Tranzytowych EUROPOL 80,000,000.00  38,400,000.00 48.00% 48.00%
27| GAS-TRADING S.A. 2,975,000.00 1,291,350.00 43.41% 43.41%
28| InterTransGas GmbH (EUF?) 200,000.0¢ 100,000.00 50.00% 50.00%
29| Dewon Z.S.A. (UAHY 11,146,800.00 4,055,205.84 36.38% 36.38%
30 |$ahara_ Petroleum Technology llc w likwidacji (jn 150,000.00 73.500.00  49.00% 49.00%
iquidation) (OMRY’
31| PFK GASKON S.A. 13,061,325.00 6,000,000.00 45.94% 45.94%
32| GAZOMONTAZ S.A. 1,498,850.00 677,200.00 45.18% 45.18%
33| ZRUG Sp. z 0.0. (Pozha 3,781,800.00 1,515,000.00 40.06% 41.71%
34| ZWUG INTERGAZ Sp. z o.0. 4,700,000.00 1,800,000.00 38.30% 38.30%
35/ ZRUG TORWN S.A. w upadisci likwidacyjnej 5,150,000.00  1,300,000.00 25.24% 25.24%
(in bankruptcy by liquidation)

1) Amounts in foreign currencies

2) Financial reporting currency was changed from E&RI$D

On January 11th 2012, PGNIG SPV 1 Sp. z o0.0. erdcatfinal share purchase agreement with
Vattenfall AB, whereby PGNIG SPV 1 Sp. z 0.0. acedi24,591,544 shares in Vattenfall Heat
Poland S.A., which represented 99.8% of the compaare capital and conferred the right to 99.8%
of the total vote at the General Meeting of VattdinHeat Poland S.A. On January 23rd 2012, the
company was renamed PGNiG TERMIKA S.A.

In H1 2012, PGNIG SPV 1 Sp. z 0.0. acquired 13PANIiG TERMIKA shares from the company's
minority shareholders, thus its ownership intene$he company increased to 99.9%.

On December 17th 2012, the Extraordinary Generattiigs of PGNiG TERMIKA S.A. and of
PGNIG SPV 1 Sp. z o.0. resolved to merge PGNIG TB&MS.A. with PGNIG SPV 1 Sp. z 0.0.,
with PGNIiG TERMIKA S.A. as the surviving companyh& merger was effected through the transfer
of all assets and obligations of PGNiIG SPV 1 Sp.a to PGNIiG TERMIKA S.A. in exchange for
shares in the surviving company, which were dediden the shareholder of PGNIG SPV 1 Sp. z 0.0.
The merger was registered with the National Coedi&er on December 31st 2012.

Following the merger, the share capital of PGNIiGRMEKA S.A. amounts to PLN 862,316,000.00
and is divided into 86,231,600 shares with a parevaf PLN 10 per share, including 61,601,600 new
Series C shares acquired by PGNiG SA in exchangshares in PGNIiG SPV 1 Sp. z 0.0. PGNIiG
SA's ownership interest in PGNIG TERMIKA S.A. ism3@1.44%.
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24,629,273 PGNIG TERMIKA shares are treasury shiaresspect of which the voting rights are not
exercised. As at the end of 2012, legal proceediveye under way to establish court deposits as it
was not possible to pay off some of PGNiG TERMIKAAS minority shareholders whose shares
were purchased under Art. 418 of the Commercial @ories Code. Until the court issues final
decisions on the establishment of the court dep@gih respect to 727 shares in PGNIG TERMIKA
S.A., PGNIG SA's share in the total vote at the gany's General Meeting is 99.99%.

Other changes in ownership interests within theu@rio 2012:

e On June 6th 2012, PGNIG SA acquired 100 sharesLiw &6 Sp. z 0.0., with an aggregate par
value of PLN 5,000, representing the entire shapital of the company. The total purchase price
was PLN 7,500. On June 14th 2012, a change ofdhwany name to PGNIiG Serwis Sp. z o0.0.
was registered with the National Court Registele tbmpany was purchased to provide HR and
payroll, finance, accounting, as well as IT sersite PGNiG Group companies.

e On June 8th 2012, PGNIiG SA acquired 100 sharesLiw Rl Sp. z 0.0., with an aggregate par
value of PLN 5,000, representing the entire shapital of the company. The total purchase price
was PLN 7,500. The company's hame was changed 8Mi@GPV 4 Sp. z 0.0.; it was registered
with the National Court Register on August 29th 201

e« OnJuly 3rd 2012, PGNIG Poszukiwania S.A. w orgagjiz(in the process of incorporation) was
formed in order to consolidate PGNIG SA's explamtand service operations. The company's
share capital was PLN 10,000,000 and was divideal 16,000,000 shares with a par value of
PLN 1 per share. All the shares were subscribethyd?GNiG SA. The company was registered
with the National Court Register on July 27th 2002. December 19th 2012, the Extraordinary
General Meeting of PGNIG Poszukiwania S.A. resoltedmerge the company with PNiG
Krakéw S.A., PNiG NAFTA S.A., PNiG Jasto S.A., PNaihent Sp. z 0.0. and ZRG Krosno Sp.
Z 0.0. As at the end of 2012, the merger was rpstered with the National Court Register.

« On October 9th 2012, the District Court in Tordeclared bankruptcy of ZRUG TORUS.A.
and opened liquidation of the company's assets.

Also in 2012, registry courts registered transfdrama of the following entities into joint-stock
companies:

e January 2nd 2012 — PNIG Jasto Sp. z 0.0.

e June 1st 2012 — PNiG Krakéw Sp. z o.0.

e June 1st 2012 — PGNIG Technologie Sp. z o.0.

e June 14th 2012 — PNiG NAFTA Sp. z o.0.

e July 2nd 2012 — GEOFIZYKA Krakoéw Sp. z o.0.

e July 2nd 2012 — GEOFIZYKA ToruSp. z o.0.

e July 2nd 2012 — GEOVITA Sp. z 0.0.

The following changes in ownership interests oaaisubsequent to the end of the reporting period:

e OnJanuary 2nd 2013, the Extraordinary General Mgetf BUD-GAZ PPUH Sp. z 0.0. resolved
to wind up the company and commence its liquidapiatess.

* On January 25th 2013, the Extraordinary GeneraltiMg®f PGNiG Poszukiwania S.A. resolved
to amend the company's Articles of Association lignging the company name to Exalo Drilling
S.A. The amendment was registered with the NatiGoairt Register on February 6th 2013.

e On February 1st 2013, the merger of PGNIG Poszukavg.A. with PNiG Krakéw S.A., PNiG
NAFTA S.A., PNiG Jasto S.A., PN Diament Sp. z aod ZRG Krosno Sp. z 0.0. was registered
with the National Court Register.
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6. Changes in PGNIG SA's equity holdings

In 2012, the following changes in PGNIG SA's equitgrests occurred:

e Share capital increase at PGNIiG SPV 1 Sp. z o.®Lby 770,000,000, to PLN 770,020,000, by
way of an issue of 15,400,000 new shares with avalaie of PLN 50 per share. The new issue
shares were acquired by PGNIG SA. The share cdpitedase was registered on January 25th
2012.

e Share capital increase at Pomorska Spotka GazomaiSp. z 0.0. by PLN 1,553,000, to PLN
655,199,000. The new issue shares were acquirdd@WiG SA and paid for with an in-kind
contribution in the form of a perpetual usufrugiti to a plot of land situated in Tdrualong with
the ownership title to buildings and structurescex@ thereon. The share capital increase was
registered on March 7th 2012.

e Share capital increase at PGNiG Energia S.A. by P1)900,000, to PLN 41,000,000 by way of
an issue of 110,000 new shares with a par valut_bf 100 per share. All new issue shares were
acquired by PGNIG SA. The share capital increaseregistered on March 22nd 2012.

e Share capital increase at PGNIG Serwis Sp. z 0.BLN 9,995,000. The new issue shares were
acquired by PGNIG SA. The share capital increaseregistered on June 29th 2012.

e Share capital increase at PGNiG Poszukiwania SyARIIN 971,500,000, to PLN 981,500,000,
by way of an issue of 971,500,000 new shares wjthravalue of PLN 1 per share. All new issue
shares were paid for with an in-kind contributionthe form of shares in PNiG Krakéw S.A.,
PNIiG NAFTA S.A., PNIiG Jasto S.A., PN Diament Sm.a. and ZRG Krosno Sp. z 0.0. held by
PGNIG SA. The share capital increase was registanitid the National Court Register on
September 10th 2012.

On February 15th 2013, the Extraordinary Generattiig of PGNIG SPV 4 Sp. z 0.0. resolved to
increase the company's share capital by PLN 990100PLN 995,000, by way of an issue of 19,800
new shares with a par value of PLN 50 per sharéghwiiere subscribed for by PGNIG SA and fully
paid for with cash. As at the date of this repthtg, share capital increase was not registered thwith
National Court Register.

Investments outside the group of related entities

As at the end of 2012, the par value of PGNIG ®4sity interests held outside the group of related
entities was PLN 21.9m. In 2012, PGNIG SA made @temal equity investments outside the group
of related entities.

7. Workforce

The table below presents workforce at the PGNiGu@ras at December 31st 2012, by segments. As
the PGNIG Head Office provides services to all segisiin the Group, it is disclosed separately.

Workforce by segments (no. of staff)

2012 2011
PGNIG Head Office 617 838
Exploration and Production 4,408 4,405
Trade and Storage 3,678 3,710
Other Activities 37 38
Total 8,740 8,991
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At the end of 2011 and at the beginning of 2012ssneedundancies were effected as part of
restructuring of the PGNIG Head Office. Employmenntracts with 112 employees of the Head
Office were terminated.

In H2 2012 the Voluntary Termination Programme \easiched at PGNIG SA, as part of which 855
employees of the Company terminated their employnuemtracts. Most of the contracts were
terminated with effect as of December 31st 2012.

Since January 2009, the Group has operated therdPnowge for Workforce Streamlining and
Redundancy Payments to the Employees of the PGN#BpSfor 2009-2011 (Stage 3). The term of
the Programme has been extended for another calgeda Its operation is based on the “stand-by”
principle. It may be implemented in extraordinamcemstances and requires all the companies to
follow a procedure which is uniform across the Gxou

In 2012, the Programme was implemented at thregpanies of the Group: PGNIG Head Office,
PGNIG Technologie S.A. and ZRG Krosno Sp. z o.nd eovered 139 former employees of those

companies. The one-off redundancy payments tcetinginated employees were financed with PGNIG
SA's Central Restructuring Fund reserve.

8. Sale and acquisition of natural gas

PGNIG SA recorded revenue of PLN 25.5bn, 92% ofciviwas derived from sales of natural gas.

Revenue (PLNm)

Natural gas, including: 23,548 20,383
- high-methane gas 22,154 19,164
- nitrogen-rich gas 1,394 1,219
Crude ol 1,256 1,095
Condensate 7 5
Helium 161 58
Propane-butane 67 60
Gas storage services 16 31
Other sales 484 189

In 2012, PGNIG SA sold 14.7bcm of natural gas, Withl% of that amount represented sales from
the transmission and distribution systems and #fenice — direct sales from gas fields.

Natural gas sales volume (mcm)

Trade and Storage

Exploration and Production

11 of 61



DIRECTORS’ REPORT ON THE OPERATIONS OF PGNIG SA2812

In 2012, PGNIG SA acquired 15.4bcm of natural gaish 71.2% of that amount sourced from
imports, mostly from countries east of Poland. Katwas production from fields in Poland
represented 28.0% of the total volume acquired.t@hke below presents the structure of natural gas
supplies to the Group, measured as high-methanecgagalent.

Supply sources of natural gas (mcm)

Foreign suppliers 10,999.9 10,915.3
Domestic production 4,317.3 4,329.4
Domestic suppliers 127.2 112.3
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Section Il: Governing Bodies

1. Management Board

Pursuant to PGNIiG SA's Articles of Association,Management Board is composed of two to seven
members. The number of Management Board membedeteymined 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 shall be appoifdgkawing a qualification procedure carried
out pursuant to the Regulation of the Polish CduotiMinisters of March 18th 2003 concerning
gualification procedures for members of managenhbe@trds of certain commercial-law companies
(Dz.U. No. 55, item 476, as amended). The Regulataes 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 Bxmdints 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 renfoesdoffice or suspended from their duties
by the Supervisory Board or the General Meeting.

As at January 1st 2012, the composition of the R&Management Board was as follows:

* Radostaw Dudziski — Vice-President, Strategy

e  Slawomir Hinc — Vice-President, Finance

e Marek Karabuta — Vice-President, Petroleum Exioact
* Mirostaw Szkatuba — Vice-President.

At its meeting on March 7th 2012, the Supervisooail appointed Ms Gzgna Piotrowska-Oliwa to
the position of President of the PGNIG ManagemeardrB, with effect as of March 19th 2012, for the
joint term of office expiring on March 13th 2014.

On May 11th 2012, Mr Marek Karabuta resigned from position as member of the PGNIiG
Management Board. The reason for the resignatiehisgmappointment to the position of President of
the Management Board of POGC Libya B.V.

As at December 31st 2012, the composition of thiliBAGVlanagement Board was as follows:

* Grazyna Piotrowska-Oliwa — CEO and President of the&gement Board
e Radostaw Dud#iski — Vice-President, Trade

e  Slawomir Hinc — Vice-President, Finance

« Mirostaw Szkatuba — Vice-President, Procuremeuit [&

Division of responsibilities within the Managemdé&dard

The President of the Management Board supervisddcaardinated the management of the Group.
She was also responsible for such areas as hursanrces management, strategy, marketing and
communication, audit and internal control, inforfaatprotection and defence matters, and supervised
the operation of PGNIG SA's representative offic8iussels.
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The Vice-President of the Management Board in ahafglrade supervised such areas as acquisition
of gas, infrastructure and trading activities. Fsponsibilities also included oversight over fgrei
representative offices of PGNIG SA (except thecefin Brussels).

The scope of responsibilities of the Vice-Presideinthe Management Board in charge of finance
included economics, accounting, business contmlliimance management, taxes, investor relations
and investments.

The Vice-President of the Management Board in ahafg°rocurement and IT supervised such areas
as assets and administration, procurement strdtegthe Company and the Group, as well as IT
development. His responsibilities also includedesuision and coordination of .

Contracts with Management Board members

The employment contracts concluded with all the Mpgment Board members contain a clause in
Par. 8, which reads: “In the event of removal froffice or termination of this employment contract
for reasons other than breach of basic duties uth@eemployment contract, the employee is entitled
to a severance payment equal to three times théogegs monthly salary.”

As at December 31st 2012, the non-competition ageeés concluded with the President of the
Management Board - Ms Gayna Piotrowska - Oliwa, and Vice-Presidents - Md&daw Dudaiski,

Mr Stawomir Hinc and Mr Mirostaw Szkatuba, were force. The non-competition agreements
continue in force for 12 months from the date &f &mployment contract termination. In return for
observing the competition ban during the term af tton-competition agreement, a Management
Board member is entitled to a monthly compensatbri00% of such member's average gross
remuneration for the last three months receivetbimection with the legal relationships between the
member and the Company.

Changes subseqguent to the end of the reportingderi

On January 22nd 2013, Mr Stawomir Hinc tendered reisignation from the position of Vice-
President of the PGNiIG Management Board for Finamgth effect as of March 31st 2013. The
reason of the resignation was his appointment esid&nt (CEO) of PGNiG Norway AS.

On February 27th 2013, the PGNIG Supervisory Bagpointed, with effect as of April 1st 2013,
Mr Krzysztof Bocian to the position of Vice-Presidef the Management Board for Exploration and
Production, and Mr Jacek Murawski to the positibrvize-President of the Management Board and
Chief Financial Officer, for the joint term of off expiring on March 13th 2014.

2. Supervisory Board

Pursuant to the Articles of Association of PGNIG, ${#e Supervisory Board is composed of five to
nine members, appointed by the General Meeting tbree-year common term of office.

As long as the State Treasury holds an equityesten the Company, the State Treasury, represented
by the minister competent for matters pertaininght State Treasury, acting in consultation with th
minister competent for economic affairs, has thghtrito appoint 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 independepe®isory Board member is elected in separate
voting.
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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
the candidates elected by the Company's emploifeegs. Supervisory Board is composed of seven to
nine members, three members are appointed from gutien candidates elected by the Company’s
employees.

As at January 1st 2012, the composition of the RE&s8lipervisory Board was as follows:

e  Stanistaw Rychlicki — Chairman of the SupervisBoard

e Marcin Morya — Deputy Chairman of the Supervisory Board
* Mieczystaw Kawecki — Secretary of the Superviddoard

* Grzegorz Banaszek — Member of the SupervisoryBoar

* Agnieszka Chmielarz — Member of the Supervisoraifo

* Mieczystaw Putawski — Member of the Supervisonaib

» Jolanta Siergiej — Member of the Supervisory Boar

On January 5th 2012, Mr Stanistaw Rychlicki, Chanmmof the Supervisory Board, tendered his
resignation from the position with effect as of Jaury 10th 2012.

On January 12th 2012, the Extraordinary Generaltidgeof PGNIG SA removed Mr Grzegorz
Banaszek from the Supervisory Board and appointedWjciech Chmielewski to serve on the
PGNIG Supervisory Board. Also on January 12th 2ah2, Minister of State Treasury, acting in
consultation with the Minister of Economy, appothtdr Janusz Pilitowski to serve on the PGNIG
Supervisory Board.

On January 13th 2012, the PGNIiG Supervisory Bogmbiated Mr Wojciech Chmielewski as its
Chairman.

On March 19th 2012, the Extraordinary General Meptf PGNIG SA appointed Ms Ewa Sibrecht-
Oska to the Supervisory Board.

As at December 31st 2012, the composition of thiliBG&upervisory Board was as follows:

* Wojciech Chmielewski  — Chairman of the SupervisBoard

*  Marcin Moryn — Deputy Chairman of the Supervisory Board
* Mieczystaw Kawecki — Secretary of the Superviddoard

* Agnieszka Chmielarz — Member of the Supervisoraiflo

o Jbzef Glowacki — Member of the Supervisory Board

» Janusz Pilitowski — Member of the Supervisory Bloa

*  Mieczystaw Putawski — Member of the Supervisornaib

» Ewa Sibrecht-Gka — Member of the Supervisory Board

+ Jolanta Siergiej — Member of the Supervisory Boar
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Remuneration of management and supervisory perkonne

For information on the remuneration paid to manag@nand supervisory personnel, see the annual
separate financial statements for the year endedrmleer 31st 2012 (Note 37.4).
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Section llIl: Shareholder Structure

As at December 31st 2012, the share capital of BGBM\ amounted to PLN 5,900,000,000 and was
divided into 5,900,000,000 shares with a par vau®LN 1 per share. The State Treasury was the
only shareholder directly holding a large blockP@3NiG shares. The shares of all series, that ieSer
A, Al and B, were ordinary bearer shares and elaatexonferred the right to one vote at the General
Meeting. The shareholder structure as at Decenits#r2012 is presented in the table below.

Shareholder structure

% %
Number of shares of share capital Number of votes  of total vote at
Shareholder as at held conferred by GM
Dec 31 2012 as at shares held as at
Dec 31 2012 Dec 31 2012
State Treasury 4,271,810,954 72.40% 4,271,810,954 72.40%
Other 1,628,189,046 27.60% 1,628,189,046 27.60%
shareholders
Total 5,900,000,000 100.00% 5,900,000,000 100.00 %

As at December 31st 2012, 728,189,045 PGNIG slveees delivered to eligible employees or their

heirs. The shares represented 97.1% of the posharfes available to be acquired free of charge by
eligible persons.

PGNIG shares and shares in PGNiIiG SA's relatedigmntiteld by management and supervisory
personnel

The table below presents PGNIG shares held by theagement and supervisory personnel as at
December 31st 2012.

PGNIG shares held by the management and superpsospnnel
Par value of shares

Name Position Number of shares (PLN)
Mirostaw Szkatuba | V\ce-President of the 9,425 9,425
Management Board
Mieczystaw Kawecki = Sccretary of the 19,500 19,500
Supervisory Board
Jolanta Siergiej Member of the 9,425 9,425

Supervisory Board

Agreements which may qive rise to future changdhennterests held by the existing shareholders or
bondholders

As at the date of this report, PGNIiG SA was notrawd 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 on the Warsaw Steckafge since September 23rd 2005. As at
December 31st 2012, the Company shares was incladbd following indices:

*  WIG - all-cap index

*  WIG20 - blue-chip index of the 20 largest and nligsiid companies
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*  WIG-Paliwa — index of the fuel sector companies

 WIG-div — total return index of 30 companies withethighest dividend yields and regular
dividend payments

*  WIG-Poland — index of Polish companies listed an\WSE

* Respect Index — index of socially responsible camgsa

The rate of return on PGNIG SA stock in 2012 wag % In the period from PGNIG's first listing to
December 31st 2012, the rate of return was 36.A%&stors who acquired the PGNIG shares on the
WSE at their issue price earned a 74.8% returrifdig dividends).

The following figure presents the relative perfonoa of the PGNIG stock against the WIG 20 and
WIG Paliwa indices. The table presents the valdgdhedWSE indices and the PGNIG share price in
2012.

PGNIG share price vs. the WIG 20 and WIG Paliwadesl

PLN Pt
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4,50 -
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— PGNIG (left axis) ——WIG2( (rightaxis, ——WIG Paliwa (right axis)

WSE indices and the PGNIG share price

WIG 37,595 47,921 36,653 47,461 3.5%
WIG20 2,144 2,603 2,036 2,583 5.0%
WIG-Fuels 2,568 3,708 2,388 3,571 31.3%
Respect Index 2,005 2,636 1,987 2,591 11.2%
PGNIG SA PLN 4.08 PLN 5.21 PLN 3.62 PLN 5.21 -

Source: gpwinfostrefa.pl
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Section IV: Regulatory Environment

The PGNIG Group's activities are regulated by tlefing laws:

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

* Act on Stocks of Crude Oil, Petroleum Products &tatural Gas, and on the Rules to be
Followed in the Event of Threat to National Fuelc@&#y or Disruptions on the Petroleum
Market, dated February 16th 2007 (consolidated texDz. U. of 2012, item 1190) with
secondary legislation, to the extent the act gaveas fuel storage and foreign trade in natural
gas.

» Polish Geological and Mining Law of June 9th 20D#z.(U. of 2011, no. 163, item 981, as
amended), to the extent the act governs produatioirsale of gas.

1. Polish Energy Law

The activities of the PGNIG Group in the area of dael trading, distribution and storage are
regulated and require a licence granted by theidenatsof the Energy Regulatory Office and, in the
case of trading activities, a tariff approved by Bresident of the Energy Regulatory Office. Thifta
determines the prices of gas fuels.

In 2012, the Polish Energy Law was amended threesti Two of the amendments followed from the
provisions of the Energy Efficiency Act, and didtrepply to gas fuel trading. The third of the
amendments reflected amendments to the Polish Gb@évil Procedure. It states that proceedings
concerning an appeal against a decision by thederasof the Energy Regulatory Office should be
conducted pursuant to the provisions of the Codgliggble to proceedings concerning power
regulation matters, rather than those applicablermceedings concerning business matters. The
change results from the abandonment of a separtatequre for business matters.

On November 29th 2012, an amendment to the MiniefeEconomy's Regulation on detailed
conditions for the operation of the gas system ¢thealled Gas System Regulation) came into force.
The amendment introduces the notion of a "virtwe fyading point" and defines the key rules for gas
fuel trading at such points.

1.1. Licences

As at December 31st 2012, PGNIG SA held the follgpMicences granted by the President of the
Polish Energy Regulatory Office under the Energwia

* one licence for 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.

By virtue of a decision issued by the Presidenthaf Energy Regulatory Office at the request of
PGNIG SA on March 16th 2012, the Company'’s licetacstore gas fuel was changed to include “gas
fuel storage in storage facilities”. The Presidehthe Energy Regulatory Office also approved the
changes in the working storage capacities of tlmacBbcina underground gas storage facility, the
Wierzchowice underground gas storage facility amel Mogilno cavern underground gas storage
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facility following their expansion; and of the Hug@nderground gas storage facility for technololgica
reasons.

On May 16th 2012 the President of the Energy RegujaOffice granted a licence authorising

Operator Systemu Magazynowania Sp. z 0.0. to g@sduel in storage facilities, valid from June 1st
2012 to May 31st 2022. In light of the above, bywéa decision of May 29th 2012 the President of
the Energy Regulatory Office revoked as of May 3812 PGNIiG's licence to store gas fuels in
storage facilities.

On December 12th 2012, PGNIiG SA applied for ameminte the licence for production of
electricity through co-generation. The amendmentapes to extension of the scope of activities
covered by the licence to include another co-gdineranit, situated at the oil mine in Noséwkallie t
Rzeszow Province. As at the date of this repoet pitoceedings were pending.

1.2. Tariff policy

Dependence of the PGNIG Group’s revenue on th&fstapproved by the President of the Energy
Regulatory Office is one of the factors affectihg Group’s regulated business. Tariffs are cruoial
the Company’s ability to generate revenue that Wadver incurred justified costs plus return on
capital employed and a reasonable margin. Gasspaod charges are directly connected with the
applied tariff preparation methodology.

The tariff preparation methodology is based on die¢ermination of prices and charges against
forecast costs and gas sales targets. In accoradéticéne applicable regulatory policies, the cobt
acquisition of natural gas from all sources, tsabfi both imported and domestically produced gas, i
taken into account in the calculation of pricegga$ fuels. In practice this means that both imjplorte
and domestically produced gas is subject to pegelation. Given that the current prices of impadrte
gas are higher than those of domestically prodgesd inclusion of the cost of domestically produced
gas in the cost basket used for the purpose of gafculations resulted in a situation where thiéf ta
prices (applicable in settlements with customersjendetermined below the cost of acquisition of
imported gas.

Settlements with customers with which PGNIG SA bkaté agreements were based on rules, prices
and charges specified in the tariffs approved lyRtresident of the Energy Regulatory Office.

On December 20th 2012, PGNIG SA commenced tradingatural gas on the Power Exchange. In
accordance with a decision by the President oEttergy Regulatory Office, trading on the exchange
is exempt from the tariff obligation.

On February 19th 2013, the President of the EnRiggulatory Office announced exemption of power
utilities holding gas fuel trading licences frone tbbligation to submit wholesale gas trading tarfiir
approval. Power utilities must individually apply the President of the Energy Regulatory Office for
the exemption.

1.3. Changes in PGNIG SA'’s tariffs

Until March 30th 2012, the Gas Fuel Tariff (Part-Asas Fuel Supply Tariff No. 4/2011) approved by
the President of the Energy Regulatory Office oneJ30th 2011 was used in settlements with
customers.

By virtue of a decision of January 11th 2012, thesilent of the Energy Regulatory Office refused to
change the Gas Fuel Tariff (Part A — Gas Fuel Supjlriff No. 4/2011) with respect to gas fuel
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prices, which was to be applied in settlements witstomers from November 15th to December 31st
2011.

By virtue of a decision of March 16th 2012, issdekdbwing a request of PGNIiG SA dated October
25th 2011, the President of the Energy Regulatdfic®approved the Gas Fuel Tariff (Part A — Gas
Fuel Supply Tariff No. 5/2012) which, in line withe request by PGNIG SA, was to éeplied in
settlements with customers from January 1st to M&tst 2012. The tariff became effective as of
March 31st 2012 and, pursuant to the decisionefitesident of the Energy Regulatory Office, it wil
continue in force until December 31st 2012. On ager the prices and charge rates for the supply of
high-methane gas type E, and nitrogen-rich gasstipeand Ls were increased by 12.5%, 12.6% and
11.3%, respectively.

On June 15th 2012, PGNIG SA applied to the Presidethe Energy Regulatory Office requesting a
change to the Gas Fuel Tariff (Part A — Gas Fuep8uTariff No. 5/2012).

By virtue of a decision of September 13th 2012,Rhesident of the Energy Regulatory Office refused
to change the Gas Fuel Tariff (Part A — Gas Fuep8uTariff No. 5/2012), stating that there were no
grounds for its revision. On September 27th 201@NI SA appealed against the decision to the
Competition and Consumer Protection Court at thgid®dal Court in Warsaw. As at the date of this
report, the proceedings were pending.

On December 17th 2012, the President of the EnRegulatory Office approved a change to Gas
Fuel Supply Tariff No. 5/2012 and extended its @ffee term until September 30th 2013. The
approval related to removal from the tariff of r@visions permitting the use (in accordance wigh t
adopted sale policy) of prices lower than the tasifces, revision of prices and charge rates, and
introduction of regulations on trading at a virtgak trading point. The amended tariff came intodo

on January 1st 2013. On average, the prices andechates for the supply of high-methane gas type
E, and nitrogen-rich gas types Lw and Ls were reduny 6.7%, 8.0% and 10.9%, respectively.

On January 25th 2013, the President of the EnesguRtory Authority approved a change to Gas
Fuel Supply Tariff No. 5/2012. The approved changated to the rules of classifying customers to
the tariff groups for the supply of nitrogen-ricasgover the distribution network of Wielkopolska
Spoétka Gazownictwa Sp. z 0.0. It was required ieorto bring PGNIG SA's tariff in line with the
tariff of WSG Sp. z 0.0., and referred to the 338 4-8 tariff groups.

The following tables present the average tarifiSNfubic meter) used in settlements with customers
purchasing gas fuels, by fuel type and place avels/.

Area covered by Dolritaska Spoétka Gazownictwa Sp. z 0.0.

Tariff No. Tariff No. Amendment to Change (%)
Tariff group 4/2011 5/2012  Tariff No. 5/2012
1 2 3 2/1 3/2

W-1.1 2.5779 2.7648 2.4969 7.3% -9.7%
W-2.1 2.0167 2.2036 1.9816 9.3% -10.1%
W-3.1 1.8340 2.0209 1.8029 10.2% -10.8%
W-4 1.7036 1.8905 1.6693 11.0% -11.7%

W-5 - W-7C 1.5629 1.7507 1.7071 12.0% -2.5%
W-8A - W-10C 1.3185 1.5063 1.4651 14.2% -2.7%
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S-1 1.8537 2.0010 1.7900 7.9% -10.5%
S-2 1.4415 1.5888 1.4044 10.2% -11.6%
S-3 1.3152 1.4625 1.3013 11.2% -11.0%
S-4 1.1911 1.3384 1.1801 12.4% -11.8%
S-5-S-7B 1.1225 1.2677 1.2338 12.9% -2.7%
S-8-S-9 1.0113 1.1566 1.1225 14.4% -2.9%

Z-1 1.4575 1.5830 1.4156 8.6% -10.6%
Z-2 1.3255 1.4510 1.2888 9.5% -11.2%
Z-3 1.1749 1.3004 1.1623 10.7% -10.6%
Z-4 1.0954 1.2209 1.0841 11.5% -11.2%
Z-5-7Z-7B 1.0825 1.2088 1.1793 11.7% -2.4%

Area covered by Gorstyska Spotka Gazownictwa Sp. z 0.0.

W-1.1 2.5468 2.7337 2.4726 7.3% -9.6%
W-2.1 2.0803 2.2672 2.0440 9.0% -9.8%
W-3.1 1.8014 1.9883 1.7660 10.4% -11.2%
Ww-4 1.7314 1.9183 1.6909 10.8% -11.9%
W-5-W-7C 1.5854 1.7732 1.7314 11.8% -2.4%
W-8A - W-11C 1.3243 1.5121 1.4681 14.2% -2.9%

Area covered by Karpacka Spo6tka Gazownictwa Spoz o

W-1.1 2.4284 2.6153 2.3594 7.7% -9.8%
Ww-2.1 1.9928 2.1797 1.9590 9.4% -10.1%
W-3.1 1.7450 1.9319 1.7288 10.7% -10.5%
Ww-4 1.6960 1.8829 1.6843 11.0% -10.5%

W-5 - W-7BC 1.5918 1.7796 1.7355 11.8% -2.5%
W-8A - W-10C 1.2933 1.4811 1.4310 14.5% -3.4%
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Area covered by Mazowiecka Spétka Gazownictwa Spoz

W-1.1 2.8082 2.9951 2.7039 6.7% -9.7%
W-2.1 1.9019 2.0888 1.8693 9.8% -10.5%
W-3.1 1.7044 1.8913 1.6877 11.0% -10.8%
Ww-4 1.6918 1.8787 1.6755 11.0% -10.8%
W-5-W-7C 1.5658 1.7536 1.7086 12.0% -2.6%
W-8A - W-10C 1.2341 1.4219 1.3669 15.2% -3.9%

Area covered by Pomorska Spotka Gazownictwa Smp.z o

W-1.1 2.6499 2.8368 2.5658 7.1% -9.6%
Ww-2.1 2.0396 2.2265 2.0058 9.2% -9.9%
W-3.1 1.8144 2.0013 1.8006 10.3% -10.0%
w-4 1.7530 1.9399 1.7451 10.7% -10.0%
W-5-W-7C 1.6114 1.7992 1.7606 11.7% -2.1%
W-8A - W-10C 1.3075 1.4953 1.4601 14.4% -2.4%

Area covered by Wielkopolska Spétka GazownictwazZSp.o.

W-1.1 2.6742 2.8611 2.5856 7.0% -9.6%
W-2.1 1.9479 2.1348 1.9143 9.6% -10.3%
W-3.1 1.8085 1.9954 1.7881 10.3% -10.4%
Ww-4 1.7181 1.9050 1.7032 10.9% -10.6%
W-5-W-7C 1.5291 1.7169 1.6715 12.3% -2.6%
W-8A - W-10C 1.2698 1.4576 1.4140 14.8% -3.0%

S-1 1.8642 2.0115 1.8046 7.9% -10.3%
S-2 1.4032 1.5505 1.3774 10.5% -11.2%
S-3 1.2723 1.4196 1.2602 11.6% -11.2%
S-4 1.1974 1.3447 1.1889 12.3% -11.6%
S-5-S-7B 1.1246 1.2699 1.2365 12.9% -2.6%
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gy e Tae Amedtene  Change o
1 2 3 2/1 3/2
Z-1 1.6976 1.8231 1.6422 7.4% -9.9%
Z-2 1.2649 1.3904 1.2408 9.9% -10.8%
Z-3 1.1314 1.2569 1.1208 11.1% -10.8%
Z-4 1.0645 1.1900 1.0570 11.8% -11.2%
Z-5-27Z-7B 1.0184 1.1446 1.1157 12.4% -2.5%

Customers connected to the transmission grid of GBRP-SYSTEM S.A.

Tariff No. Tariff No. Ar_nendment to Change (%)
Tariff group 4/2011 5/2012  Tariff No. 5/2012
1 2 3 2/1 3/2
E-1A-E-2C 1.1818 1.3713 1.3302 16.0% -3.0%
Lw-1 - Lw-2 0.9130 1.0582 1.0196 15.9% -3.6%
Ls-1-Ls-2 0.7564 0.8827 0.8537 16.7% -3.3%

On January 13th 2012, PGNIG SA applied to the Besdi of the Energy Regulatory Office
requesting approval of a new Gas Fuel Storage Gexviariff (Part B — Gas Fuel Storage Services
Tariff No. 1/2012), which would be effective in gements with customers from April 1st 2012 to
Match 31st 2013. The tariff submitted for approredlects changes in storage charge rates relating t
the expected commissioning of new storage capadiliBOmcmin the Strachocina underground gas
storage facility and 34mcm in the Mogilno caverrs gaorage facility). On April 13th 2012 the
President of the Energy Regulatory Office approtred proposed Tariff, to be effective until March
31st 2013.

On June 15th 2012 the President of the Energy Remyl Office approved the Gas Fuel Storage
Services Tariff No. 1/2012 for Operator Systemu Bgowania Sp. z 0.0. The Tariff became
effective as of July 1st 2012 and will continudance until May 31st 2013. The OSM Tariff replaced
the PGNIG Gas Fuel Storage Services Tariff (Part@as Fuel Storage Services Tariff No. 1/2012) in
settlements with customers for gas fuel storagecss.

On December 17th 2012, the President of the EnReulatory Office approved a change to Gas
Fuel Storage Tariff No. 1/2012 of Operator SysteMagazynowania Sp. z 0.0. The change related to
the rates of charges for the storage servicesséhace quality, and settlement methods under short
term contracts. The amended tariff came into fawelanuary 1st 2013. The effective term of the
tariff was not changed.

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

The Act on Stocks of Crude Oil, Petroleum Produaetd Natural Gas, as well as on the Rules to be
Followed in the Event of Threat to National Fuec&#ty or Disruptions on the Petroleum Market
regulates matters related to ensuring the natifudlsecurity, and setting the rules for building u
maintaining, and financing stocks of natural gaghmse energy companies whose business involves
international trade in natural gas or which impgas for their own needs. With respect to the bssine
activity of PGNIG SA, the Act:

» sets the timetable for building up the mandatooglstof natural gas: the volume of mandatory
stock should cover 20 days’ average daily impoftgas as of October 1st 2010, and 30 days’
average daily imports of gas as of October 1st 2012
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» provides that the return on the capital employeithénstorage business should be at least 6%;
» stipulates that the cost related to maintaininggas®ing and restocking the reserves represents
justified operating expenses within the meaninguf 3.21 of the Polish Energy Law.

On December 4th 2011, the amended Act on Stocksrade Oil, Petroleum Products and Natural
Gas, as well as on the Rules to be Followed inBhent of Threat to National Fuel Security or
Disruptions on the Petroleum Market came into foldee amendment provides for:

» the possibility to store mandatory stocks in anotBETA member state, upon fulfilment of
certain conditions set in the Act,

» the possibility to exempt a power utility compankage business involves international trade in
natural gas or an entity which imports natural fgas the obligation to keep mandatory stock, if
the number of their customers does not exceedHdfsand and the natural gas volume imported
in a calendar year does not exceed 100mcm.

3. Polish Geological and Mining Law
The Polish Geological and Mining Law of June 9ti2@egulates:

* geological work;

. minerals extraction from deposits;

» storing waste matter in rock mass, including inkeokout caverns;

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

The provisions of the Geological and Mining Lawoalgovern business activities in the field of
tankless storage of substances in rock mass, inglurd worked-out caverns.

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

Geological and mining activities are subject toesusion by competent geological administration
bodies and mining supervision authorities. The Ggiohl and Mining Law provides for criminal
sanctions for failure to comply with its regulatorand specifies the upper and lower limits of hyya
fees.

In 2012, the Ministry of Environment awarded PGNEA one licence for exploration for and
appraisal of crude oil and natural gas depositstehms of 23 licences were extended and one kEcenc
expired. In 2012, the Ministry of Environment atg@nted to the Company one licence for extraction
of crude oil and natural gas from deposits, seiemtes were amended, and one licence expired.

As at December 31st 2012, PGNIG SA held the folhmlicences, granted pursuant to the Geological
and Mining Law:

* 95 licences for exploration for and appraisal eider oil and natural gas deposits

» 1 licence for appraisal of a salt deposit

e 225 licences to produce crude oil and natural gas fleposits

* 9licences to store gas in underground facilitieslérground gas storage facilities)
» 3licences for storage of waste

The New Polish Geological and Mining Law of Juné 2011 (Dz.U. of 2001, No. 63, item 638)
became effective as of January 1st 2012. The Aidfieg the requirements of Directive 94/22/EC of
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the European Parliament and of the Council of M@h31994. The Act introduces the tender
procedure for the licence for exploration for armgpraisal of hydrocarbons and for production of
hydrocarbons, superseding the previous tender guoeewith respect to the establishment of mining
rights.

4. Regulatory risks

Polish Energy Law

In 2012, work was under way on a set of threewhbish are to regulate the energy sector, i.e. the G
Law, the Energy Law and the Law on Renewable En8myrces. Work also continued on amending
the Regulation of the Minister of Economy on detaitules for determining and calculating tariffs fo
gas fuels and on settlement of transactions irfuggs trading (the Tariff Regulation). The drafttbé
amended Tariff Regulation introduces, among othergs, entry-exit transmission tariffs, rules for
computation of charges for short-term and inteenittservices and for virtual reverse flow services
provided by the transmission and distribution gystgperators, as well as rules for computation of
charges for storage services rendered on a packagethnd-alone basis by the storage system
operator. The draft also provides for the possibdi offering transmission services under an auncti
system in the case of interconnections betweersimasion systems within the EU and for passing
through costs of gas fuel transport to the taoffether energy utilities. Another purpose of tmaftis

to adapt the provisions of the Tariff Regulationthe Gas System Regulation.

Changes of laws and delays in amending legal aetgecrisks stemming chiefly from uncertainty as
to the final scope of the regulatory changes alndt ¢sime for adaptation to such changes, which migh
adversely affect the financial performance and ginqwospects of PGNIG SA.

Energy Efficiency Act

The Energy Efficiency Act came into force on Auguddith 2011. The Act implements Directive
2006/32/EC of the European Parliament and of thanCib of April 5th 2006 on energy end-use
efficiency and energy services. The Energy EfficieAct establishes a national target for economical
energy use, according to which savings of end-uneegg until 2016 should be no less than 9% of the
annual national consumption of energy. In line wvifie provisions of the new act, PGNiG SA, as a
trading company, is required to purchase energgiefiity certificates or, alternatively, to pay the
non-compliance penalty. This will drive up the coftregulated activities and, consequently, inflate
the price paid for gas by customers.

Tariff calculation

PGNIG SA'’s ability to cover the costs of its corpecations depends on prices and charge rates
approved by the President of the Energy Regulddfige. When approving tariffs for a given period,
the President of the Energy Regulatory Office takd#s consideration external factors which are
beyond PGNIG SA’s control. In an attempt to proteastomers, the President of the Energy
Regulatory Office may consider certain businessscas unjustified. Moreover, the President of the
Energy Regulatory Office does not always agree it assumptions made by PGNIG SA with
respect to the main cost drivers and profit targ#tsving for business risk. Consequently, the Byer
Regulatory Office frequently refuses to approvéfftarices and charge rates applied for by PGNIiG
SA. Lower tariff prices and charges might adversdfgct PGNIG SA's profitability.

In 2012, the President of the Energy Regulatoryc@fagain unilaterally extended tariff's effective
term (as was the case in previous tariff proceegiithe Company is of the opinion that such actions
by the President of the Energy Regulatory Offieate a risk of a tariff being calculated below spst
as it does not account for the cost of supply &f fy@l to customers in the period by which thefttari
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effective term is extended by the President ofEhergy Regulatory Office. As a result, it should be
expected that in the next round of tariff approyabceedings this factor may be taken into
consideration in the tariff calculation. Furthdre tPresident of the Energy Regulatory Office paisra
tariff proceedings; consequently, a new tariff tkdfect later than originally applied for by PGNIiG
SA. It was only on March 16th 2012 that Gas Fugd@y Tariff No. 5/2012 was approved, while the
Company had submitted the relevant application otok®r 25th 2011. By virtue of a decision of
September 13th 2012, the President of the EnergylR®ry Office refused to change the Gas Fuel
Tariff (Part A — Gas Fuel Supply Tariff No. 5/201PGNIG SA appealed against the decision to the
Competition and Consumer Protection Court at thgid®aal Court in Warsaw.

Demand for natural gas

The current methodology for calculation of pricexl acharge rates is based on demand forecasts;
accordingly, revenue is exposed to forecasting. fiskccurate estimates of demand, affecting the
accuracy of forecast purchase and supply volumesedisas costs on which the determinations of
prices and charge rates are based, may adver$ety thfe Group's financial performance.

Purchase price of imported gas

Prices of imported gas are denominated in USD oREd are based on indexation formulae
reflecting the prices of petroleum products. Changdoreign exchange rates and prices of petroleum
products materially affect the cost of imported .glkaterial changes in prices of fuels on the
international markets affect the prices of impomged. Any accurate forecast of changes of natasl g
prices is encumbered with a high risk of error. fEhean be no assurance that despite the legal
possibility of adjusting prices approved for affaierm an increase in the price of imported gay ma

not be fully passed on to customers or the chaimggas selling prices may lag behind the changes in
its import prices.
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Section V: Exploration and Production

The segment's business focuses on extracting hydrames from underground formations and
preparing products for sale. The segment comptisegntire process of oil and gas exploration and
production, starting from geological analyses, tigto geophysical surveys and drilling work, to field
development and hydrocarbon production. It usesagto capacities available at the Daszewo and
Bonikowo underground gas storage facilities.

1. Exploration

In 2012, PGNIG SA was engaged in exploration fahtmnventional and unconventional gas (shale
gas and tight gas). In Poland, PGNIG SA condudieth on its own and in cooperation with partners,
exploration and appraisal work, specifically in tGarpathian Mountains, Carpathian Foothills and
Polish Lowlands. Drilling work was performed on aiexploratory wells, including three research
boreholes (Lubycza Krolewska-1, Opalino-2 and Lith@@H), and one appraisal well.

In 2012, three wells were tested in the Carpathkiaathills, including two wells drilled in 2011. €h
tests confirmed presence of gas in two wells — erploratory well (Kramarzéwka-1) and one
appraisal well (Lubliniec-12). No hydrocarbon fl@av commercial rates was recorded from the third
well (Lapanow-6K), and the well was subsequentigratoned. The Company continued to work on a
well in the licence area in Denmark. The well (Edsl) proved negative and was decommissioned.

One of the positive wells was a 3,357m appraisdl Wemarzowka-1, drilled in the Carpathian
Foothills in 2011. The well produced a natural §aw. The drilling of a deep well Dukla-1 in the
Carpathians was completed. In the Lublin regioe, well Lubycza Krélewska-1 was drilled (shale
gas) and analytical work to determine the fracwpotential began.

As at December 31st 2012, the Group's recoverabbrves were:
* 89.4 bcm of natural gas measured as high-metharneadent,
* 20.7 million tonnes of crude oll.

Joint ventures in Poland

In 2011, PGNIG SA cooperated with other entitiesiras covered by licences awarded to PGNIiG
SA, FX Energy Poland Sp. z 0.0., and Aurelian OfG&s PLC.

Under licences awarded to PGNIG SA, work contininetthe following areas:

* "Plotki" — under the Agreement for Joint Operatiateted May 12th 2000; licence interests:
PGNIG SA (operator) — 51%, FX Energy Poland Sp.oz-e 49%,

» “Plotki” — “PTZ” (the Extended Zaniend} Area) — under the Operating Agreement of Mining
Users dated October 26th 2005; licence interesBNiB SA (operator) — 51%, FX Energy
Poland Sp. z 0.0. — 24.5%, Calenergy ResourceséP8p. z 0.0. — 24.5%,

* “Pozna” — under the Agreement for Joint Operations datade 1st 2004, licence interests:
PGNIG SA (operator) — 51%, FX Energy Poland Sp.oz-e 49%,

» “Bieszczady” — under the Agreement for Joint Ogderat dated June 1st 2007; licence interests:
PGNIG SA (operator) — 51%, Eurogas Polska Sp. z-02#%, and Energia Bieszczady Sp. z o.0.
- 25%

* “Sierakdw” — under the Agreement for Joint Openadialated June 22nd 2009; licence interests:
PGNIG SA (operator) — 51%, Orlen Upstream Sp. z-040%,
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In 2012, production continued from the Roszkowdial the “Plotki” area, and from the Zanieshy
field in the “Plotki” — “PTZ" area. Work on the agigition of the Donatowo-Rusocin 3D seismic
survey commenced in the “Ptotki” area, while in tRéotki” — “PTZ” area reprocessing of the Kaleje-
Zaniemyl 3D seismic survey was started to select the loesttion for the Zanien$-4 production
well.

In the “Pozné&” licence area, in 2012, gas production continueainf the Sroda Wielkopolska,
Kromolice and Kromolice S fields, and also work tioned on the development of the Winna Géra
and Lisewo gas fields. Drilling of the Komorze-3krbhole, where a new natural gas field was
discovered, was completed. Preparations for hymrdrdcturing were under way in the Plawce-2
(tight gas) exploration borehole. In thBerkdéw-Pleszew area, processing and interpretatfotineo
second stage 3D seismic survey data was complteontractor was selected to perform the drilling
work on the Mieczewo-1k exploration well. The idstBon of a drilling rig for the well began.
Mitostaw 3D and Taczanéw 3D seismic surveys wengop@ed, and the processing of the acquired
data began.

In the “Bieszczady” area seismic 2D field work veasnpleted and processing of seismic profiles was
commenced in the daska-Baligrod zone. Gravimetric field work and énpretation of the acquired
data were completed in the Hoczew-Lutowiska arée. Fartners in the project decided to secure the
Niebieszczany-1 borehole. The subsequent testinghef borehole was scheduled for 2013.
Reprocessing of the Kostarowce-ZalfuD archive seismic profiles began. 2D seismic &siiipn
work was completed in the Rakowa-Paszowa area.

In 2012, after a geological and geophysical analysithe “Sierakéw” area, the location of the
Sierakéw-3 borehole was determined and preparatork commenced at the site. The borehole will
be drilled instead of the previously planned Siéva2 borehole.

Under licences awarded to FX Energy Poland Spo.z work was conducted in the following areas:

*  “Warszawa-Potudnie” (blocks 234, 235, 254, 255, @idN) — under the Agreement for Joint
Operations dated May 26th 2011, licence interésXsEnergy Poland Sp. z 0.0. (operator) — 51%,
PGNIG SA — 49%;

» “Ostrowiec” (blocks 163 and 164) — under the Agreatnfor Joint Operations dated February
27th 2009; licence interests: FX Energy PolandzSpo. (operator) — 51%, PGNIG SA — 49%;

e “Kutno” (blocks 211, 212, 231 and 232) — under thgreement for Joint Operations dated
September 30th 2010; licence interests: FX Enegrfd Sp. z 0.0. (operator) — 50%, PGNIiG
SA — 50%.

In the “Warszawa-Poludnie” area, 234.2 km of 2mé were acquired and the seismic data was
processed. Reprocessing of four archive seismidilggowith a total length of 44.5 km was
completed. Geological interpretation of the Potcrlewice-Grojec area, including 563.7 km of new
seismic profiles and 677.7 km archive seismic pesfiwas performed.

Analytical work continued for the “Ostrowiec” arda.the “Kutno” area, drilling of the Kutno-2 deep
exploration borehole was completed.
Under licences awarded to Aurelian Oil & Gas PL@rkwvas performed in the following areas:

e “Karpaty Zachodnie” - under the agreement for joipterations dated December 17th 2009,
concluded with Energia Karpaty Zachodnie Sp. z 8. k. (subsidiary of Aurelian Oil & Gas
PLC); licence interests: Energia Karpaty Zacho@pez o.0. Sp. k. (operator) — 60%, PGNiIG SA
—40%

» “Karpaty Wschodnie” - under the Agreement for JdDperations dated December 17th 2009,
concluded with Energia Karpaty Wschodnie Sp. z 8. k. (subsidiary of Aurelian Oil & Gas
PLC); licence interests: Energia Karpaty Wscho®ye z 0.0. Sp. k. (operator) — 80%, PGNIiG
SA- 20%.
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In the “Karpaty Zachodnie” area, 110 km of 2D sedslines were acquired and interpretation of 108
km of the Bielsko—Cieszyn—-Bestwina 2D seismic pesfiand 27 km of the Budzoéw 2D seismic
profiles commenced.

In the “Karpaty Wschodnie” area, the 2D seismioseyrfrom the Jordandw zone was processed and
geological interpretation of the Mszana Dolna-Jode 2D seismic survey was completed.

On July 4th 2012, PGNIG SA entered into a framewagkeement concerning shale oil and gas
exploration and production in the Wejherowo licelacea with four other Polish companies: Tauron
Polska Energia S.A., KGHM Polska Mie8.A., PGE Polska Grupa Energetyczna S.A. and Brka
Under the agreement, joint work will be conductedaopart of the Wejherowo licence area held by
PGNIG, and specifically in the Kochanowo,¢Stkowo and €pcz zones, where preliminary surveys
and analyses have confirmed the presence of unobameal gas. The joint effort will cover about 160
sq km in the Wejherowo licence area. Expenditurettmn Kochanowo-Gstkowo-Tepcz (KCT)
project is estimated at up to PLN 1.7bn. PGNIG Sl te the licence operator throughout the
exploration and appraisal phase.

Exploration abroad

PGNIG SA conducts exploration work in Pakistan be basis of an agreement for hydrocarbon
exploration and production in the Kirthar licenceea executed between PGNIG SA and the
government of Pakistan on May 18th 2005. Work ia Hirthar block is conducted jointly with
Pakistan Petroleum Ltd., with production and expershared proportionately to the parties' interests
in the licence: PGNIG SA (operator) — 70%, PPL %30n 2012, the Hallel-I well was worked over
and a horizontal well, Hallel-xI, was drilled offhe Hallel-xI well produced a gas flow. Subsequgntl
the construction of facilities, which will enableet performance of a double-well production test on
the Rehman-1 and Hallel-X1 wells, commenced. Adddi interpretation of 3D seismic data
confirmed the presence of potential deposits imtbnthern part of the licence area. On July 6th2201
the Directorate General of Petroleum Concessidres Rakistani concession authority) classified the
Rehman field as unconventional (tight gas). Assaltethe interest holders can raise gas prices by
50% relative to the price of gas produced form emtional reserves. Following valuation of the
Kirthar licence performed by a Canadian firm De@o&McNaughton, in 2012 the operator decided
to move to the second exploration stage as pavhih a new exploration well is to be drilled byhydu
2014.

Since the execution of the agreement for assignménnbterests in 2007, PGNIG SA has been
engaged in exploration activity in the 1/05 liceramea in Denmark. Currently, the licence interests
are: PGNIiG SA (operator) — 80%, Nordsgfonden — 2Dfilling of the Felsted-1 exploration well was
completed in early 2012. As no hydrocarbon floke@nhmercial rates had been obtained, the well was
abandoned. However, the abandonment procedure ¢riovedfective. To repeat the abandonment
procedure, PGNIG SA obtained a consent from theidbaBnergy AgencyEA) to extending the
licence term. In the end, the well was abandoneidlaa 1/05 licence expired.

In Egypt, PGNIG SA conducts exploration work in tBahariya licence area (Block 3) under an
Exploration and Production Sharing Agreement (EP8¥gcuted with the government of Egypt of
May 17th 2009. The Company holds a 100% intereghénlicence. In 2012, field acquisition of 2D
seismic data (in total, 2,300 km) was completedhwie 2D seismic image processed and interpreted.
Due to the protracting administrative procedurés, drilling of an exploration well is expected to
commence at the beginning of 2013.
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2. Production

Natural gas and crude oil production in Polandasducted by two branches of PGNIG SA: the
Zielona Gora Branch and the Sanok Branch. The d#lG6ra Branch produces crude oil and
nitrogen-rich natural gas at 23 sites, includinggh4 production facilities, 6 oil and gas produttio
facilities and 3 oil production facilities. The S&nBranch produces high-methane and nitrogen-rich
natural gas and crude oil at 46 sites, includingg@6 production facilities, 10 oil and gas produrcti
facilities and 10 oil production facilities.

In 2012, PGNIG SA produced a total of 4,317.3 bdmmatural gas (measured as high-methane gas
equivalent). Crude oil production was 478.4 thodsemmnes. The table below presents PGNIG SA’s
production volumes in 2012:

Production volumes

Unit 2012 2011
1 | Natural gas, including: mcm* 4,317.3 4,329.4
a | high-methane gas, including: mcm 1,607.6 1,616.4
- Zielona Géra Branch mcm 0.0 0.0
- Sanok Branch mcm 1,607.€ 1,616.4
b | nitrogen-rich gas, including: mcm* 2,709.7 2,713.0
- Zielona Gdra Branch mcm* 2,625.6 2,637.2
- Sanok Branch mcm* 84.1 75.8
2 | Crude oll thousand tonnes 478.4 455.3
- Zielona Géra Branch thousand tonnes 429.9 407.3
- Sanok Branch thousand tonnes 48.5 48.0

* Measured as high-methane gas equivalent.

In 2012, in the area covered by the Sanok Brancp&rations, four fields (Rylowa, Rajsko, Goéra
Ropczycka and Lubliniec) came on stream and sewsn wells were hooked up in the already
producing Zagorzyce, Cierpisz, Mirocin, Pruchnikrfedowice and Rudka fields. The total addition
to gas production capacity from the newly hookedwells is approximately 13.1 thousand cubic
metres of gas per hour (measured as high-methanecgavalent). In the area covered by the Zielona
Géra Branch’s operations, three oil wells with @gregate daily production capacity of 332 tonnes
were hooked up on the BMB (Barnéwko — Mostno — Busz) field and two gas wells with an
aggregate hourly production capacity of 4.3 thodsanbic metres (measured as high-methane
equivalent) were hooked up on the Radlin and Bogddciechow field. Additionally, in December
the Lubiatow oil field with a daily production capiy of 960 tonnes and the Mizychod gas field
with an hourly production capacity of 11.2 thousacubic metres (measured as high-methane
equivalent) were brought online.

In 2012, PGNIG SA was engaged in various activiaesed at maintaining the gas and oil output
from the currently producing fields. In order taciease hydrocarbon production, 4,088 metres of
production drilling was performed. Major remediaatments were performed on a total of 24 wells,
whose technical condition made their further openaimpossible. Of that number, 19 wells flowed
hydrocarbons at commercial rates. Three of theswe#ire worked over to support underground gas
storage, whereas two wells were to be used agangedn 2012, recovery techniques were applied on
a total of 63 wells, designed to maintain or imgrguroduction capacities of producing wells or to
recover operating condition of sub-surface extomctequipment. Recovery techniques were also
applied on wells supporting the underground gasgand on injectors.
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Products such as crude condensate, sulphur andrgdqutane are obtained through the refining of
crude oil. A portion of produced nitrogen-rich gasfurther treated into high-methane gas at the
Odolanéw and Grodzisk Wielkopolski nitrogen rejentiunits. Apart from high-methane gas, the

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

The table below presents volumes of natural gadu@ng LNG) sold directly from the fields, and
volumes of crude oil and other products sold todtpiarty customers. The largest amounts of natural
gas were sold to industrial customers, which actmlifor 84% of the total sales volume.

Sales of key products

Unit 2012 2011

1 Natural gas, including: mcm 723.4 681.8

- high-methane gas mcm 72.0 64.0

- nitrogen-rich gas* mcm 6514 617.8
2 Crude oil thousand 482.1 464.6
3| Condensate tf:grl:rs]ggd 2.5 2.2
4| Helium mcm 3.3 34
5| Propane-butane tr:grl:rs]ggd 22.6 20.7
6 Nitrogen ;nggf;m”g 505.2 535.8
7| Sulphur ”:gr‘:r‘:'ggd 253 23.8

* Measured as high-methane gas equivalent.

In 2012, PGNIG SA continued to sell crude oil tdfiReria Trzebinia S.A., Rafineria Nafty Jedlicze
S.A. and TOTSA TOTAL OIL TRADING S.A.

Rafineria Trzebinia S.A. is a long-standing tradpagtner of PGNiG SA. On December 19th 2012,
PGNIG SA and Rafineria Trzebinia S.A. signed aneanto their existing agreement. The annex
provides for sale and delivery by rail of crudetoilthe Trzebinia refinery. The price for the crule
which was raised compared with the previous arnareges, will be determined in the same manner as
before, i.e. based dBrent Dated prices. Under the annex, crude oil may be delivéoetthe refinery
from the Lubiatow field, which means that the annt@dume of supplies will increase. The annex,
concluded for an indefinite period, took effeciohdanuary 1st 2013.

In 2012, PGNIG SA continued to supply crude oiR@fineria Nafty Jedlicze S.A., with which it has a
ten-year contract in place, valid until the en@017, and to TOTSA TOTAL OIL TRADING S.A.

The Company’s foreign customers accounted for 4308%he total volume of crude sales, and for
69.3% of helium sales. Crude oil was sold to a Garmefinery through the Druzhba pipeline, while
most of the helium volumes were sold in liquid fatorforeign wholesale customers, which resell the
product in EU countries.

Underground gas storage facilities

In 2012, the Exploration and Production segment uke working capacities of the Daszewo and
Bonikowo nitrogen-rich gas storage facilities. @ capacities used to meet the needs of the
Production segment are not storage facilities withe meaning of the Polish Energy Law.
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The table below presents the working capacitieshef underground storage facilities used by the
Exploration and Production segment as at Decenisr2011 and December 31st 2012.

Working capacities of the underground storage ifeesl used by the Exploration and Production
segment (mcm)

Nitrogen-rich gas 2012 2011
Daszewo (Ls) 30.0 30.0
Bonikowo (Lw) 200.00 200.00

3. Planned activities

Exploration in Poland

In 2013, PGNIG SA plans to carry out exploratorggeysical work and drillings in Poland on a few
dozen prospects in the Carpathian Mountains, CaigratFoothills and the Polish Lowlands. The
work will be conducted by PGNiIG SA on its own anctboperation with foreign partners.

In 2013, PGNIG SA also intends to pursue projestsi$ed on exploring new potential opportunities
in the area of unconventional resources (shalgasland tight gas), where little appraisal hasaso f
been made. In Pomerania, the Company plans totHgllLubocino-3h well as part of the drilling

campaign covering the Lubocino structure, and fracthe Piaski-3 well. In the Lublin area, further
analyses will be performed in the Lubycza Krélewskaell. The Company has plans to drill more
wells in both Pomerania and the Lublin region.na Carpathian Mountains, final formation testing is
to be performed in the Dukla-1 well.

Exploration abroad

In 2013, PGNIG SA will continue to explore for hgdarbons in Egypt and Pakistan. In Egypt, it will
drill its first exploration well.

Natural gas production

PGNIG SA is implementing a capital expenditure pangme aimed at increasing, in a long term, its
natural gas production capacity. As part of thegmmme, the PGNIG Group plans to develop new
deposits and wells, modernise and expand the mgistias production facilities, build new
underground gas storage facilities and expandxiséirey ones.

Plans for 2013 provide for the annual natural gasiyction volume of approximately 4.5 bcm of
high-methane gas equivalent with a calorific vatde39.5MJ/cubic meter, of which approximately
4.4 bcm will be produced in Poland and 0.1 bcmakigtan. In the Sanok Branch’s operating area,
new wells will be brought on stream on the alregidgducing Pruchnik, Mi&kowice and Wola
Rézaniecka fields and the new Motodycz field. In thel@na Géra Branch’s operating area, there are
plans to bring on stream new wells on the alreadgyrcing Radlin, Jarocin and Winna Goéra fields.

Crude oil production

In 2013, PGNIG SA plans to produce 750 thousanddsrof crude oil. The increase will be related to
the launch of production from the Lubiatow andetitiychdd fields in late 2012 and from the Grotéw
field in January 2013.
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4. Risks related to exploration and production

Resource discoveries and estimates

The main risk inherent in exploration activitiestige risk of failure to discover resources, i.e th

exploration risk. This means that not all the idesd potential deposit sites have deposits of
hydrocarbons which can qualify as an accumulat@hether or not a sufficient accumulation exists
depends on a number of geological factors. Furtbemthe actual quantity and quality of the
accumulated hydrocarbons may differ from estimat¥ben the results of successful exploration
activity, in the form of new reserves, do not offdee production from the existing reserves, PGNiG
SA's recoverable reserves will decrease pro ratagaurrent production volumes.

The reserves estimates and production projectianshe erroneous due to imperfections inherent in
the equipment and technology, which affect the iualf the acquired information concerning the
geological factors and the characteristics of thpogit site. Irrespective of the methods appliedad
on the volume and quality of commercial reservesratle 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 productiondadsbm 10 to 40 years. Formation characteristics
determined at the stage of preparing the relevaotientation are reviewed after production starts.
Each downgrade of the size of the reserves or ptasuquantities may lead to a lower revenue and
adversely affect PGNIG SA’s financial performance.

Exploration for unconventional gas

The risk associated with exploration for unconvamai gas in Poland relates to the lack of confirmed
presence o$hale gas andtight gas. Furthermore, even if existence of in-place petnoi is confirmed,

its production may prove uneconomic due to insidfit gas recovery and high investment
expenditure necessary on drillings and constructibproduction infrastructure. Another material

factor is connected with difficult access to uncemional gas plays given the environmental
regulations and the necessity to obtain the lan@osirmonsent for access to the area

Competition

Both on the Polish market and abroad there iskaoficompetition from other companies in the area
of acquisition of licences for exploration for arappraisal of hydrocarbon deposits. Certain
competitors of PGNIG SA, especially those activebglly, enjoy strong market positions and have
financial resources larger than those availablB@INIG SA. Thus, it is probable that such companies
would submit their bids in tender procedures andlile to acquire promising licences, offering bette

terms than PGNIG SA could offer given its financehd human resources. This competitive
advantage is particularly important on the inteorat! market.

Delayed work

Under the applicable Polish legal regulations, ioliig a licence for exploration for and appraistl 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 ttie winning bid is awarded in a tender for
licence until the relevant contract is ratifiedidPto the commencement of field work, the Compiny
also required to make a number of arrangementiydimg obtaining formal and legal permits and
approvals for entering the area, meeting environatgrotection-related requirements and, in some
cases, requirements related to protection of aotbgieal sites, and abiding by the regulations
governing tenders held to select a contractor, kvhdelays execution of an agreement with a
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contractor by another few months. Frequently théimgatime 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 SA’s controlude:

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

» obstacles in incorporating investment projects thlocal 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. Concurrently, PGNiIG SA'’s obligatto comply with the Public Procurement Law
frequently protracts the tender procedure. Notafesppeal and complaints submitted by bidders lead
to lengthy court proceedings and, consequentlyddalays in implementing an entire investment
project. A protracted investment process exacesbdibe risk related 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 stetgs, 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. Moreoyenfitability of foreign exploration projects to a
significant extent depends on the prices of oiliv@give products and on exchange rates. In 2011,
PGNIG SA introduced the Daily Rate system intodhiling contractors selection procedure, which is
expected to reduce the costs of drilling services.

Safety, Environmental Protection and Health Reauriat

Ensuring compliance with environmental laws in Rdlaand abroad may significantly increase
PGNIG SA's operating expenses. Currently, PGNIG iBéurs 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 agr@mmental protection. The Act of May 18th 2005
amending the Natural Environment Protection Law @edain Other Acts (Dz. U. No. 113, item 954
of June 27th 2005) rendered the regulations gongrthie execution of projects which might affect the
Natura 2000 sites more stringent and enhancedwismamental protection-related requirements with
regard to entering the areas of the occurrenceraibqted plant species and habitats of protected
animals. Trends to implement increasingly moreng#t environmental protection regulations are
seen also in other countries where PGNIG SA comsdexgploration operations.

Qualified personnel

The presence of foreign companies on the Polistkehdras intensified competition for highly
gualified employees with extensive professionalegignce. This risk of losing experienced personnel
is especially high with respect to oil and gas esqtion professionals. In countries where PGNIG SA
operates, highly qualified staff is difficult toariit.

Unpredictable events

Hydrocarbon deposits developed by PGNiG SA are llysiarated at great depth, which involves
extremely high pressures and, in many cases, presdrhydrogen sulphide. Consequently, the risk of
hydrocarbon blowout or leakage is very high, whirchurn may pose a threat to people (workers and
local population), natural environment and producequipment.
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Section VI: Trade and Storage

The segment sells both imported and domesticabbgypced natural gas. Imported natural gas is
purchased chiefly from markets east of Poland. ®&l@atural gas through the distribution and

transmission network is regulated by the Polishrggnéaw, and gas prices are determined based on
tariffs approved by the President of the Energy uRdgry Office. The segment operates six

underground gas storage facilities (located in Brizm, Huséw, Mogilno, Strachocina, Swarzéw and

Wierzchowice).

1. Purchases

In 2012, PGNIG SA purchased gas from abroad and, limited extent, from domestic suppliers.
PGNIG SA bought natural gas mainly under the agesgsand contracts specified below, i.e. the
long-term contract with OOO Gazprom Export and shand medium-term gas supply agreements
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;

» individual transactions for natural gas suppliesr(g reverse flow on the Yamal Pipeline) with
PGNIG Sales & Trading GmbH;

» Individual Agreement with Vitol S.A. for sales oftural gas, dated May 13th 2011, effective
until October 1st 2014;

* Agreement with VNG-Verbundnetz Gas AG for salethefLasow natural gas, dated August 17th
2006, effective until October 1st 2016.

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

Structure of natural gas purchases by supply sefraem)

2012 % 2011 %
Foreign suppliers: 10,999.9 98.9% 10,915.3 99.0%
- Gazprom Export 9,017,3 82.0% 9,335.5 85.5%
- Other foreign suppliers 1,982.6 18.0% 1,579.8 14.5%
Domestic suppliers 127.2 1.1% 112.3 1.0%
Total 11,1271 100.0% 11,027.6 100.0%

New agreements

In order to reduce gas acquisition costs, PGNIG eBkered into an agreement with OGP GAZ-
SYSTEM S.A. for the provision of virtual reversengees on the Yamal gas pipeline in the period
from January 1st 2012 to December 31st 2015. IR20GNIG SA and PGNIG Sales & Trading
GmbH executed short-term agreements for supphatfral gas using the reverse flow service on the
Yamal Pipeline, for a total of ca. 890.0 mcm.

On March 19th 2012, in exercise of its contractugithts under the Laséw gas sales agreement of
August 17th 2006, whose term runs to October 1862@GNiG SA requested VNG-Verbundnetz
Gas AG to lower the price of gas. On March 29th20ANG-Verbundnetz Gas AG requested PGNIG
SA to review the pricing terms of the agreement amlease the price of gas. On October 17th,
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PGNIG SA and VNG-Verbundnetz Gas AG executed amemti™do. 1 to the agreement. The parties
agreed on a new pricing formula based on the poégetroleum products and current market prices
of natural gas, and set a new capacity charge Take.amendment came into force on October 1st
2012.

On November 5th 2012, PGNIG SA and OO0 Gazprom Expecuted an annex to the contract for
sale of natural gas to the Republic of Poland, d&eptember 25th 1996, effective until December
31st 2022, whereby the pricing terms for the gampkes to Poland were changed. The new pricing
formula reflects the developments that have ocduorethe European gas market in recent years, and
takes into account the prices of petroleum prodactsthe market prices of natural gas.

On December 19th 2012, PGNIG SA signed an agreemightOGP GAZ-SYSTEM S.A. for the
provision of transmission services. The transmisservices are provided based on the Transmission
Grid Code. The agreement was executed for an mtefierm, starting from January 1st 2013, and
supersedes all previous agreements.

2. Sales

In 2012, PGNIG SA signed comprehensive agreememtsstipply of gas fuel, both from the
transmission system and from the distribution syste 89.3 thousand new customers.

The key products sold by the Trade and Storage eegare high-methane gas and nitrogen-rich gas.
In 2012, sales of natural gas rose ca. 2.2% (@6.23mcm) year on year. The strongest growth was
seen in sales to industrial customers, primarilyhi@ oil refining and petrochemical sector, and to
households. PGNIG SA sold gas on the Polish markie¢ structure of the Trade and Storage
segment’s sales in 2012 is presented in the tadevb

Structure of sales of key products

Unit 2012 2011
1 | Natural gas, including: mcm 14,005.4 13,699.2
- high-methane gas mcm 13,497.3 13,204.6
- nitrogen-rich gas* mcm 508/1 494.6
2 | Propane-butane tf:ggﬁggd 15 1.9

* Measured as high-methane gas equivalent.

Gas was purchased primarily by industrial custom@nainly from the chemical, oil refining,
petrochemical and metallurgical sectors), as wellhauseholds. Households made up the largest
group of customers purchasing natural gas, acaayntdor 97% of the entire customer base
(approximately 6.5m). Their share in the total woduof gas sales increased by 3.3% year on year.
Industrial customers had the largest share in dless/olume, with sales to this group having grown
by 1.9% on 2011. The table below presents the tstre©f sales of natural gas (measured as high-
methane gas equivalent) by customer groups.
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Sales of natral gas through the national grid (m

Industrial customers 8,407.2 60.0% 8,252.4 60.3%
Trade and services 1,524.2 10.9% 1,468.5 10.7%
Households 3,851.6 27.5% 3,730.1 27.2%
Wholesale customers 222.4 1.6% 2215 1.6%
Exports 0.0% 26.7 0.2%

Structure of natural gas sain 2012
to industrial customers

Other industrial Nitrogen
customers processing plants
19.3% 26.6%

Producers of
building materials
and ceramics 5.3%

Power anc
CHP plants .1%

Glass works
7.8%

Iron and steel

works 5.7% )
Heatgenerating

Food |rldustr Refining and plants 3.%6
9.1% petrochemical
industries
14.8%

On December 20th 201RGNIG S/ commenced trading in natural gas on the Power Egghan
accordance with a decision by the President oEtergy Regulatory Office, trading on the excha
is exempt from the tariff obligatic

In 2012, PGNIG SAcontinued a gas distribution projetwonsisting in LNG distribution of gas fuel
Etk and Olecko. This project is a part of an initia to switch Pisz, Etk, Suwalki and Olecko to -
methane gas (the PESO project). The project ingothe construction of an LNG regasificat
station and twastep pressure reduction and odorising stationstiknaBd Olecko, and switchir
customers in those towns to h-methane gas. The construction work is set for cetigsi by the en
of 2013. On June 29th 2012, an agreement was sigmext-financing ofthe project with EU fund
under the Infrastructure and Environment OperatiBnagramme

Sales of electricity

On September 1st 201RGNIG S/ launched sales of electricity to business custorfiardéf groups
A, B and C). The Company also began preparatioteutach sales of electricity to households (t
group G).

38 of 61



DIRECTORS’ REPORT ON THE OPERATIONS OF PGNIG SA28112

3. Storage

The Trade and Storage segment uses for its owrsrteedworking capacities of the Wierzchowice,
Huséw, Strachocina, Swarzow and Bmzea underground gas storage facilities, as wellthes
Mogilno Underground Gas Storage Cavern Facilitypakt of the working capacity of the Mogilno
facility, which is not a storage facility within ¢hmeaning of the Polish Energy Law, was made
available to OGP GAZ-SYSTEM S.A.

Short-term peak fluctuations in demand for natgad are balanced out with the supplies from the
Mogilno gas storage facility, where gas is storadwiorked-out caverns. The capacities of the
Wierzchowice, Husow, Strachocina, Swarzéw and Brioan underground gas storage facilities are
used to minimise the effect of changes in demanddtural gas in the summer and winter seasons, to
meet the obligations under tkake-or-pay import contracts, to ensure the continuity andusgc of
natural gas supplies and to meet the obligationeuagreements providing for the delivery of ndtura
gas to customers’ premises.

The capacities of the Wierzchowice, Hus6w, Mogiémal Strachocina facilities are also used by the
Group to meet its obligation to maintain mandatstycks, imposed by the Act on Stocks of Crude
Oil, Petroleum Products and Natural Gas, as welbragshe Rules to be Followed in the Event of
Threat to National Fuel Security or Disruptionstbea Petroleum Market, dated February 16th 2007.

In 2012, PGNIG SA completed the extension of tha@iocina underground gas storage facility. The
facility’s working capacity was increased from 15fimto 330mcm. PGNIG SA also placed in service
one of the caverns of the Mogilno facility, whichcieased the facility’'s working capacity to
411.9bcm. Following these extensions, as of May204R2 PGNiIG SA made available for third party
access additional 214mcm of working storage caypathe table below presents working capacities
of the storage facilities as at December 31st 2012.

Working capacities of the storage facilities usgdhe Trade and Storage segment (mcm)

Dec 31 2012
Brzeznica underground gas storage facility 65.0
Husow underground gas storage facility 350.0
Mogilno cavern underground gas storage facility 411.9
Strachocina underground gas storage facility 330.0
Swarzow underground gas storage facility 90.0
Wierzchowice underground gas storage facility 575.0
Total 1,821.9

In 2012, PGNIG SA and Operator Systemu Magazynoavé8p. z 0.0. concluded a number of
agreements for provision of storage services. Tteest-value agreement was concluded on May 31st
2012 and governs long-term provision of gas stosmgeices at the Mogilno, Husoéw, Wierzchowice,
Strachocina, Swarzéw and Bfpéca underground gas storage facilities in thegaefiom June 1st
2012 to March 31st 2016. The aggregate value addgikements concluded between PGNIG SA and
OSM Sp. z 0.0. in 2012 exceeded 10% of the PGNi@u@s revenue, and satisfied the definition of
"significant agreement”.
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4. Planned activities

Purchases of natural gas

In 2013, PGNIG SA will continue to purchase impdrtgas under the long-term contract with OOO
Gazprom Export and short- and medium-term gas gugggreements with European suppliers. With a
view to optimising the costs of gas fuel acquisitithe Company will purchase natural gas on the
German market, under short-term agreements. Theifjldse delivered using the virtual reverse flow
service on the Yamal gas pipeline.

Storage

In 2013, PGNIG SA will continue to work on extenglithe Mogilno underground gas storage cavern
to include additional five chambers. The Companly also continue the construction (commenced in
2007) of the Kosakowo underground gas storage nawdesigned to store high-methane gas.
Completion of the leaching process in the firstage chamber is scheduled for 2013. Placement in
service of the Wierzchowice underground gas stofagéty, originally scheduled for Q4 2012, was
postponed to 2013. The delay was caused by temypsuapension of work by the general contractor.

In the coming years, reorganisation of storageviiess is planned. Storage assets will be transterr

to Operator Systemu Magazynowania Sp. z o0.0., whitlhalso provide technical support, perform

management functions and be responsible for invagtrand operational activities relating to the
storage business.

Consolidation of trading operations

In 2013, PGNIG SA intends to consolidate within @@mpany all its operations involving wholesale
trade in natural gas, electricity, heat, certifsabf electricity origin and carbon credits.

5. Risks related to trade and storage

Obligation to diversify supplies of imported gas

The maximum share of gas imported from one couimryotal gas imports in a given year is
determined in the Council of Ministers’ Regulatioh October 24th 2000 on the minimum level of
diversification of foreign sources of gas supplizs 2012, the President of the Energy Regulatory
Office instigated administrative proceedings to asg a fine on PGNIG SA for its failure to comply
with the requirement to diversify supplies of imgal gas in 2010 and 2011 - on May 11th and
December 5th, respectively. Similar administrapveceedings were instituted by the President of the
Energy Regulatory Office concerning PGNIG SA’sudedl to comply with the requirement to diversify
supplies of imported gas in 2007, 2008 and 200@. 2009 and 2010 proceedings were suspended ex
officio until the conclusion of the 2007 and 200&qeedings, held before the Competition and
Consumer Protection Court.

In order to avoid similar situations in the futuie,2011 PGNIG SA submitted an inquiry to the
Constitutional Court concerning the compliance e Council of Ministers’ Regulation of October

24th 2000 on the minimum level of diversificatiohforeign sources of gas supplies with the Polish
Constitution.

If the Regulation is not amended, the Presidenthef Energy Regulatory Office may continue

imposing fines on the Company for failing to complith the diversification requirement until gas
starts to be supplied from other sources (e.gutfitahe LNG terminal).
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Dereqgulation of gas prices for customers

PGNIG SA is the largest supplier of natural ga®atand. Its share in the gas market is estimated at
approximately 96%, while the remaining share of ¥%eld by suppliers from outside the PGNIG
Group, which usually purchase gas from PGNiIG SAweler, the planned deregulation of the Polish
natural gas market will lead in the coming yearsi@or changes on that market itself and in italeg
environment. In 2012, a natural gas market wasclaeth on the Polish Power Exchange. Under a
decision issued by the President of the Energy Remy Office, natural gas trading handled by
PGNIG SA on the exchange is exempt from the taoiffigation. Also, in 2012, PGNIiG SA
commenced development of the Gas Release Progravhiol provides for release of gas prices paid
by institutional customers, followed by releasegafs prices for households (in 2-3 years time).
Despite the protracted work on the project, a §¢tiree energy acts, including the Gas Law, isdo b
enacted in 2013. As a result of the expected clgrtpe Company’s share in the natural gas sales
volume may fall to the benefit of the existing asllvas new gas trading entities.

Electricity generation

Absence of regulations defining support mechanifmnshigh-efficiency co-generation of heat and
electricity and lack of a stable policy of suppagtinvestments in renewable energy sources and co-
generation are material risk factors affecting teleity generation activities. These factors asoarce

of uncertainty in the process of calculating eleityr prices for 2013-2015. The risk affects both
electricity producers and sellers and is hedgecdh veippropriately formulated agreements for
sale/purchase of property rights.

Storage

Pursuant to the Act on Mandatory Reserves, as twli@c 1st 2012, the volume of mandatory reserves
must be increased from 20 to 30 days of averagearimports and must be kept in gas storage
facilities whose technical parameters ensure dglieé the total reserves to the gas system witidin 4
days. Delivery of the total reserves to the gasesysvithin the statutory time limit is possible pin
condition that the buffering capacity of the stadgcilities is increased at the cost of their vigk
capacity. This will result in a reduction of theadlable trading capacity.

Additionally, due to the required volume of mandwgtoeserves and the technical parameters
necessary to deliver the gas to the system, afisigni portion of the reserves was placed at the
Mogilno underground gas storage cavern, being BEltdaonly peak-demand storage facility. As a
result, the mandatory reserves significantly lithie use of the Mogilno facility for balance purp®se
in periods of peak gas demand.
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Section VII: Other Activities

PGNIG SA’s organisational unit classified in the thér Activities” segment is the Central
Measurement and Testing Laboratory Branch. The @rgwovides services ensuring accurate and
reliable measurements of natural gas quality arldnwe. It also performs calibrations and testing of
measurement devices and systems used in the ngasalindustry, including testing of new
measurement and analysis equipment. The Branchadlecs advisory services, issues opinions,
prepares expert reports, and validates and supsrfredd quality-testing laboratories.

In 2012, the Branch’s main areas of activity inedd

* metrological inspections of measurement systemsthen Yamal-Europe transit gas pipeline
(Polish section),

» estimations of C@emission indicators on the Yamal-Europe transstgjpeline (Polish section),

» metrological inspections and supervision of a mesmant station at Polish border (Cieszyn),

» metrological inspections of measurement systemadaistrial customers’ metering stations (47
facilities),

» checking natural gas measurement systems for thpoges of assessment of £€missions by
large industrial emitters, in accordance with thguirements effective by the end of 2012,

» assessment of the possibility and necessity toagggnatural gas measurement systems for the
purposes of assessment of £é€missions by large industrial emitters, in accoogawith the
requirements that will be effective as of 2013,

* measurement oversight over the process analysensydor the evaluation of gas quality in the
transmission and distribution networks, at producsites and in storage facilities,

» validations and measurement supervision of thd faboratories controlling the quality of natural
gases.

The Branch released a number of technical papeckjding on the measurement and settlement of

LNG collected from vessels and stored at the gwainal, transported by road and rail tankers, at we
as reports on the implementation of natural gatessnts in energy units.

The Branch provided its services mainly to compamiethe PGNIiG Group, EUROPOL GAZ S.A.
and OGP GAZ-SYSTEM S.A.

Planned activities

The Branch intends to maintain its position asl¢lagling research laboratory and an attestatiomesent
carrying out metrologic inspections of measurensygtems and devices used in the natural gas
industry. The Branch also intends to remain the ledpratory in the area of quality assessment of
natural gases of all types and forms and biogaaluation of measurement and process analyser
systems used to estimate e.g.,@missions; and in the area of measurement sumamas the field
laboratories. The Branch also intends to developices related to measurement and settlement of
LNG shipped by sea.

Further, the Branch plans to expand research aeivdoncerning gas volume converters and establish
itself as a leading research centre in the argaality assessment of natural gases and biogas.

42 of 61



DIRECTORS’ REPORT ON THE OPERATIONS OF PGNIG SA28112

Section VIII: Investments

In 2012, capital expenditure on property, plant agdipment and intangible assets amounted to PLN
1,652m. The table below presents the expenditutigeimdividual segments.

Capital expenditure (PLNm)

2012
Exploration and Production 1,078
Trade and Storage 574
Other Activities 0
Total 1,652

In 2012, there was a change in the presentaticamfal expenditure relative to the previous y&ae
item now includes expenditure on geophysical sus\ayd capitalised finance costs, but it no longer
includes expenditure on dry wells.

Below are described the key projects implementeB®NIG SA in 2012

Exploration

Capital expenditure on exploration work of PLN 408ms incurred chiefly on geophysical surveys,
two wells drilled with positive results and wells which work is still under way.

Lubiatow-Miedzychod-Grotow project

The objective of the project is to develop the lai@iv-Migdzych6d-Grotow (“LMG”) oil and gas
field and to facilitate the transport, storage aade of crude oil, natural gas, liquid sulphur and
propane-butane from the LMG Oil and Gas Produdgacility. The LMG project involves:

» construction of the LMG Central Facility to serve a hub for collection, distribution and
treatment of reservoir fluids

e construction of the Dispatch Terminal in Wierzbsal{-project completed in previous years)

» construction of a gas pipeline to the Grodziskagjém rejection unit to provide for transmission of
surplus gas from the LMG Oil and Gas Productiorilfato the Grodzisk nitrogen rejection unit.

In 2012, the construction and site acceptancedfeie LMG Central Facility was completed. The
facility is to be placed in service in April 201Bue to difficulties with obtaining the required
approvals and permits to build the previously ptthgas pipeline to the Grodzisk nitrogen rejection
unit, an alternative route was set out for the fpgessure pipeline between the Wierzbno termindl an
the Papré gas production facility. In 2012, the engineenmgrk was completed and the construction
of the pipeline started. The total value of thejgrb is estimated at approx. PLN 1.6bn. The
expenditure incurred in 2012 amounted to PLN 308m.
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High-pressure gas pipeline from Ktodawa mixing pkan MG oil and gas production facility

The project involves the construction of a highgstge gas pipeline from the Klodawa mixing plant
to the LMG oil and gas production facility, whichillconnect two production areas and enable
transmission of natural gas from thelbo region, through the Klodawa mixing plant and GMil
and gas production facility to the Grodzisk mixiagd nitrogen rejection unit. The gas pipeline will
also be used as a storage facility to cover temmpmhortages of nitrogen-rich gas. 2012 saw the
completion and final acceptance of the pipelindalfexpenditure on the project was PLN 105m.

Gas pipeline to KGHM

The project involves the construction of a highgstge gas pipeline and optic-fibre cable with
infrastructure, from the Kaian gas production facility to KGHM Polkowidaikowice; the pipeline
will be used to sell natural directly to KGHM Polkize/Zukowice. Total expenditure on the project
was PLN 208m.

Other investment projects in the Production segment

Other investment projects involved the developmangas reserves (including already producing
fields), projects executed in order to sustain estore hydrocarbon production rates, and projects
related to the operation of the hydrocarbon pradoarea. The key investment projects included:

* upgrade and extension of the existing gas produd#ailities;

» development of the Rylowa-Rajsko gas field;

» completion of development of the Rudka and Gorad®ggka gas fields;
» development of the Radlin and WolaAdiecka wells.

Trade and Storage

In 2012, capital expenditure of the Traede andagm®rsegment amounted to PLN 574m, of which
PLN 481m was spent on the underground gas storagétiés. Major projects in the area of
underground gas storage facilities included:

» completion of work in the underground section, curgéd construction of the surface part and site
acceptance tests for most of the units comprisiteg Wierzchowice underground gas storage
facility;

e continued construction of the surface part of tlesdkowo underground gas storage facility and
continued leaching work in the caverns;

* continued leaching work in four caverns, and cotnpheof leaching work and placement in
service of another cavern at the Mogilno undergdoges storage cavern.

In addition, 2012 saw completion of the extensibtha Strachocina underground gas storage facility.
Total expenditure on the project was PLN 436m. Pphgject received EU co-financing under the
Infrastructure and Environment Operational Programiantil the date of this report, the co-financing
had amounted to approx. PLN 70m.
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Section IX: Environmental Protection

Well and mining pit abandonment

Pursuant to the Polish Geological and Mining LagNfG SA is required to properly abandon
worked-out mining pits, eliminate the danger anghieany damage caused by mining activities, and
restore the land to its original condition. Pluggiof wells and pits prevents leakage of crude wod a
natural gas to the surface and to water coursethdfmore, if gas wells remain unplugged, thera is
risk that escaping gas could accumulate insidengas fire hazard. In 2012, a total of 15 wells and
five mining pits were abandoned.

Carbon credit trading system

In 2012, the Zielona Géra Branch and the Odolanéanéh, as well as the Mogilno Underground Gas
Storage Cavern Facility, were covered by the carbmxide emission trading scheme (ETS).
Emissions from those installations were 85,655 M3;.C

Methane emissions

2012 saw the completion of a detailed review ofhaee emissions from the gas distribution system.
Its purpose was to estimate the volume of methamsséons from particular elements of the system,
review the emission indicators applied to date, aegelop uniform indicators and calculation
methods for methane emissions. Standardised ambleelmethane emission indicators will help
reduce the cost of environmental fees and charges.

Land reclamation and non-productive asset surveying

Pursuant to the Environmental Protection Law, PGN#Sconducts diagnosis tests, surveys and land
reclamation work in the areas polluted in the cewkpast activities with a view to restoring theam
the condition required under the environmental igatandards. In 2012, tests and surveys were
undertaken in the area surrounding the abandon#damak old discovered waste pit on in the former
operating area of the Zielona Goéra Branch ingddyzdroje. The Company also monitored the
environmental impact of the reclaimed landfill siteZabrze-Biskupice and a property in Zabrze, and
conducted supplementary tests and surveys on anpydpcated in Szczecin.

REACH and CLP

In 2012, PGNIG SA took measures to ensure compiariche labelling of substances produced by
the Company with the regulations of the EuropeatidP@ent and the Council of the European Union
on safe use of chemicaREACH) and on the classification, labelling and packggifhsubstances and
mixtures CLP). In 2012, PGNIiG SA adjusted the Material SafeptdDSheets for natural gas, crude
oil, hydrocarbon condensate, LPG, LNG, helium aitdogen, to meet th€LP Regulation. The
Company notifiedeCHA (European Chemicals Agency) of the classifications of the above substances.

Environmental Management System

In 2012, a recertification audit of the Environmarlanagement System was carried at the PGNIG
Head Office, with a positive result. The certifieatonfirming compliance of the system with PN-EN
ISO 14001:2005 was extended until 2015. A recediion audit was also conducted at Mazowiecka
Spoétka Gazownictwa Sp. z 0.0. to review the comfzmrmgnvironmental Management System,
implemented in 2011.
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Section X: Other Information

Distribution of the 2011 profit

On June 6th 2012, the Annual General Meeting of IBGSIA adopted a resolution to allocate the
2011 net profit of PLN 1,615.7m and retained eaymiof PLN 72.5m to the Company’s statutory
reserve funds.

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

On June 6th 2012, the Annual General Meeting of FBG8IA approved the financial statements and
the Director's Report on operations of PGNIiG SAwad as the consolidated financial statements and
the Director's Report on operations of the PGNi®u@r, and granted discharge to members of the
Management and Supervisory Boards of PGNIG SA speet of their performance of duties in the

financial year 2011.

Legal actions against Pl GAZOTECH Sp. z o0.0.

Proceedings concerning PGNIG SA’s action againSBRZOTECH Sp. z 0.0. to rescind or declare
invalidity of resolutions by the General MeetingRIfGAZOTECH Sp. z 0.0., dated April 23rd 2004,
including the resolution obliging PGNIG SA to pagdéional contributions in the amount of PLN
52m, were held in turn before the Regional CoutMafrsaw, the Warsaw Court of Appeals and the
Supreme Court. On June 25th 2010, the Regionalt@oanted PGNIG SA’s claims and declared the
resolution concerning share redemption and thelugso concerning the additional contributions
invalid. On November 12th 2010, PI GAZOTECH Sp..a. diled an appeal with the Regional Court,
along with a petition to be exempt from court fe®g.virtue of its decision of December 14th 2011,
the Court of Appeals dismissed Pl GAZOTECH Sp.@'e.appeal. The decision was final. On April
24th 2012, PI GAZOTECH Sp. z o.0. lodged a cassatammpliant which had not been accepted for
consideration by the Supreme Court by the dathexfd financial statements.

Proceedings based on PGNIG SA’s action against AAQIECH Sp. z 0.0. to rescind or declare
invalidity of the resolution of the General MeetiaPl GAZOTECH Sp. z 0.0., dated January 19th
2005, whereunder PGNIG SA was obliged to pay aulthi contributions in the amount of PLN
25,999,998, were held before the Regional Couvafsaw and the Warsaw Court of Appeals. By
virtue of its ruling of October 18th 2010, the Rawl Court of Warsaw rescinded the resolution. On
November 12th 2010, Pl GAZOTECH Sp. z o.0. filecappeal with the Regional Court, along with a
petition to be exempt from court fees. By virtueitsf decision of June 22nd 2012, the Court of
Appeals in Warsaw dismissed PI GAZOTECH Sp. z s.agpeal. The decision was final. On October
30th 2012, PI GAZOTECH Sp. z o.0. lodged a cassat@nplaint, which had not been accepted for
consideration by the Supreme Court by the dathisfréport.

Proceedings based upon PGNiIG SA'’s action again&AZI0OTECH Sp. z o.0. to rescind or declare
invalidity of the resolution of the General Meetinf Pl GAZOTECH Sp. z 0.0., dated October 6th
2005, whereunder PGNIG SA was obliged to pay adithli contributions in the amount of PLN
6,552,000, were brought before the Regional ColiitVarsaw. On May 30th 2008, the Regional
Court dismissed the Company’s claim and reversed décision concerning implementation of
measures to safeguard the claim (the temporanndtipn order). The proceedings to rescind or
declare invalidity of the resolution on addition@ntributions and to maintain the safeguarding
measures have been held before the Court of Appedishe Regional Court of Warsaw since 2008.
By virtue of its decision of May 25th 2010, the @oof Appeals changed the Regional Court’s
decision concerning maintenance of the safeguandiegsures dated May 30th 2008 and dismissed
the request for reversing the final decision onlengentation of the safeguarding measures. By virtue
of its decision of May 21st 2012, the Regional Gafitvarsaw declared the resolution of the General
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Meeting of PI GAZOTECH Sp. z 0.0. on additional wdoutions invalid. The decision became final
as of June 12th 2012.

Proceedings before the President of the Polislke©tit Competition and Consumer Protection

(UOKIK)

On December 28th 2010, the President of the PQliflce of Competition and Consumer Protection
("UOKIK") instigated, ex officio, anti-trust procdags concerning abuse of dominant position by
PGNIG SA on the domestic natural gas wholesale etarhich consisted in inhibiting sale of gas
against the interest of other business player®osumers and frustrating the development of market
conditions necessary for the emergence or developofecompetition by refusing to sell gas fuel
under a comprehensive supply contract to an emnejpir that intended to further resell the gas, i.e.
NowyGaz Sp. z 0.0. of Warsaw. In its decision dy Bih 2012, the President of UOKIiK found these
actions to be anti-competitive practices, conclutthed PGNiIG SA discontinued those practices as of
November 30th 2010, and imposed on the Companyeadfi PLN 60,016,474.40. On July 24th 2012,
PGNIG SA filed an appeal against the decision efRinesident of UOKIK with the Competition and
Consumer Protection Court at the Regional Couwafsaw.

On July 4th 2011, the President of UOKIK instigatsati-trust proceedings concerning abuse of
dominant position by PGNIG SA on the domestic tetatural gas market. In the President's opinion,
the abuse consisted in frustrating the emergencdewelopment of competition on the domestic
natural gas wholesale and retail markets by lirgitime customers' ability to terminate comprehensive
gas fuel supply contracts. In the course of thegedings, PGNIG SA voluntarily agreed to change
certain contractual provisions. By virtue of theid®n of April 13th 2012, the President of UOKIK
resolved not to impose a fine on the Company aqdired the Company to change certain contractual
provisions. PGNiG S.A has satisfied this requiremen

On February 9th 2012, the President of UOKIK irestiigl anti-trust proceedings concerning practices
employed by PGNiIG SA which infringe collective canser interests. The President of UOKIK
accused PGNIG SA of using in comprehensive gas dupply contracts a provision classified as
illegal contractual clause. In the course of thecpedings, PGNIG SA voluntarily agreed to change
certain contractual provisions. By virtue of theideon of August 10th 2012, the President of UOKIK
resolved not to impose a fine on the Company aqdired the Company to introduce a new form of
comprehensive agreement containing revised geperaisions. PGNIG SA satisfies this requirement.

Proceedings before the Court of Arbitration

Following unsuccessful renegotiation of prices affunal gas supplied under the contract of September
25th 1996 for sale of natural gas to the Repuldiiaand (the Yamal Contract), on February 20th
2012 PGNIG SA filed a petition for arbitration withe Arbitration Tribunal of Stockholm against
OAO Gazprom and OOO Gazprom Export. On May 24th22@AO Gazprom and OO0 Gazprom
Export submitted their response to the petitionviiich they rejected the arguments put forward by
PGNIG SA. Notwithstanding the action pending befiie Arbitration Tribunal, the parties reached an
agreement. On November 5th 2012, PGNIG SA and O@Zpfdm Export executed an annex to the
Yamal Contract whereby they changed the pricingnseior gas supplies to Poland. In connection with
the agreement, PGNIG SA withdrew its petition faobitation from the Stockholm Arbitration
Tribunal and the arbitration proceedings were dose
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Section Xl: Financial Performance

1. Financial performance in 2012

The financial statements of PGNIG SA and the cadatdd financial statements of the PGNIG Group
for 2012 were audited by Deloitte Audyt Sp. z d.be agreement with the audit firm was executed on
June 28th 2010 for a period of three years (2010220 he agreement provides for:

» audit of the financial statements for 2010, 201d 2012 (PGNIG SA and subsidiaries);

» review of the financial statements for Q1 2011,2012 and Q1 2013 (PGNIG SA);

» review of the financial statements for H1 2010,2811 and H1 2012 (PGNIG SA);

» review of the financial statements for Q3 2010,2031 and Q3 2012 (PGNIG SA);

e carrying out certain procedures required by the&kbamoviding financing to PGNiG SA for 2010,
2011 and 2012;

» translation of the audited annual and semi-annoahtial statements into English.

On June 19th 2012, an annex to the agreement graesdsiwhereby the scope of services provided by
the auditor was changed. Translation of the auditahcial statements into English was excluded
from the agreement, and the scope of the agreemanéxtended to include:

» review of financial data related to PGNIG TERMIKAAS at the time of acquisition of control
over the company by PGNIG SA and review of the ¥alue measurement of the acquired assets
and liabilities of PGNIiG TERMIKA S.A;;

» carrying out certain procedures required by thek®gmoviding financing to PGNiG SA for H1
2010, 2011 and 2012.

In connection with the change of the scope of treement, the auditor’s fee for auditing the annual
financial statements was reduced, while the fegéherother certification services was increasea Th
change of the fees applies to each reporting per@d2010, 2011 and 2012.

The table below presents the fees paid or payabRGNIG SA to the auditor for 2011-2012.

Auditor’s fees (PLN)

2012 2011
Audit of the annual financial statements 220,000* 220,000*
g;gﬁgi;?rstigct::%oer:];ervices, including review of 533,159 468,042*
Tax advisory services - -
Other services 8,367 30,669
Total 761,526 719,611

* Fee as per the annex to the agreement, datedlth€012
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1.1. Key financial and business data

In 2012, PGNIG SA changed the rules for presentaticthe annual financial statements prepared for
the reporting period ended December 31st 2012. &atetailed description of the changes in
accounting policies, see the annual separate fialesstatements (Note 2.5).

In 2012, PGNIG SA posted a net profit of PLN 1,918mp by PLN 185m year on year.

Summary information on PGNIG SA'’s financial starglin 2012 relative to 2011 is presented below
in the financial statements prepared in accordawib the International Financial Reporting
Standards, which comprise:

statement of financial position,

e income statement,
« statement of cash flows,
» selected financial ratios.

Separate statement of financial position (PLNm)

Property, plant and equipment 14,098 13,036 11,544
Investment property 2 3 3
Intangible assets 204 159 133
Financial assets available for sale 7,263 6,460 6,409
Other financial assets 5,780 2,901 2,261
Deferred tax assets 395 345 289
Other non-current assets 47 26 21

Inventories 2,427 1,897 879
Trade and other receivables 5,172 3,170 3,295
Current tax assets 24 5 -
Other assets 17 28 14
;)Sesrie\;ztive financial instrument 105 285 78
Cash and cash equivalents 1,034 935 566
Non-current assets held for sale 73 1 2
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Separate statement of financial position (PLNmyrtd.

Borrowings and other debt

Share capital 5,900 5,900 5,900
Share premium 1,740 1,740 1,740
Accumulateq other (59) 1592 76
comprehensive income

Retained earnings/(deficit) 14,400 12,481 11,454

instruments 4,390 i i
Employee benefit obligations 81 97 99
Provisions 1,576 1,154 1,077
Deferred income 559 257 76
Deferred tax liabilities 632 634 601
Other non-current liabilities 40 16 15

Trade and other payables 2,763 2,660 2,824
Borrowings and other debt

instruments 3,879 3,591 1,219
Derivative financial instrument

liabilities 393 417 104
Current tax liabilities - 136
Employee benefit obligations 190 62 50
Provisions 152 88 119
Deferred income 5 2 4
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Separate income statement (PLNm)

Raw material and consumables used (15,483) (13,523
Employee benefit expense (990) (905)
Depreciation and amortisation expenses (603) (568)
Contracted services (5,811) (5,618)
Work performed by the entity and capitalised 13 33
Other income and expenses (853) (44)
Operaingprofidoss  1g12 1%
Finance income 728 1,027
Finance costs (280) (261)

(342) (229)

Income tax expense

Separate statement of cash flows (PLNm)

Net cash flows from operating activities 474 847
Net cash flows from investing activities (4,579) (2,057)
Net cash flows from financing activities 4,204 1,579

Cash and cash equivalents at beginning of the gberic 935 566
Cash and cash equivalents at end of the period 0341, 935
Including restricted cash 233 199
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Financial ratios

Profitability
2012 2011

EBIT (PLNm)operating profit 1,812 1,196
EBITDA (PLNm) operating profit + depreciation/amortisation 2,415 1,764
ROE net profit to equity at end of the period 8.7% 8.5%
NET MARGIN net profit to revenue 7.5% 7.9%
ROA net profit to assets at end of the period 52% 5.9%
Liquidity

Dec 31 2012 Dec 31 2011
CURRENT RATIOcurrent assets (net of other assets) to current 12 0.9
liabilities ' '
QUICK RATIO current assets (net of other assets) less
. ) o 0.9 0.6
inventories to current liabilities

Debt

Dec 31 2012 Dec 31 2011
DEBT RATIO o o
total liabilities to total equity and liabilities 40.0% 30.7%
DEBT/EQUITY RATIO 66.7% 44.3%
total liabilities to equity

1.2. Financial overview

Year on year, the Company’s operating profit (EBt®3e by PLN 61.6m. The strengthening of the
Company'’s financial position was attributable clyie¢d higher profitability of high-methane gas sale

Exploration and Production

The upstream business continued to secure thditstathithe Company's financial position. Operating
profit of the Exploration and Production segmentsvRLN 1,520m, up PLN 92m on 2011. This
increase followed chiefly from improved profitabjli of crude oil sales. As a result of the
strengthening of the US dollar, crude oil sellinic@s rose by approximately 8%. After three new oil
wells came on stream in the BMB (Barnoéwko — Mosth@uszewo) field, production of crude
increased by about 5%.

Compared with 2011, the balance of other incomeexpenses deteriorated on high new impairment
losses on tangible assets recognised followingrgairment test.

Trade and Storage

The Trade and Storage segment posted operating pfd?LN 295m, up PLN 525m year on year.

This improvement came as a result of a stronginiggofitability of high-methane gas sales, caused
mainly by a reduction in the unit purchase pricéngforted gas. The annex signed in November to the
contract with OO0 Gazprom Export of September 2%86 for sales of natural gas to the Republic
of Poland changed the pricing terms for suppliesatural gas, including with respect to the gas
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volumes purchased since the beginning of 2012. djusament to the segment's result made in the
fourth quarter to account for the changed gas itmjgoms offset the losses incurred in the firse¢hr
quarters of the year. The segment's P&L was alsitipely affected by sales of nitrogen-rich gas
produced in Poland.

PGNIG SA's financial performance depends to aifgant extent on conditions prevailing on the
currency markets. The US dollar, the main curreasgd in settlements related to gas imports, on
average appreciated relative to 2011. The effedtr@hgthening of the US dollar on the financial
performance of PGNiIG SA was contained thanks taQbmpany's currency risk management policy
and the fact that potential depreciation of theyzttad been taken into account in the high-methane
gas tariff.

Compared with 2011, the balance of other income expEnses was down PLB®8m. The decline
was caused mainly by higher impairment losses aeivables from gas sales, lower exchange
differences, higher net provisions and worse peréorce on derivatives.

Financial data of PGNiIG SA’s segments for 2012 (RN

Sales to third-party customers 2,165 23,371 3 - 25,539
Intercompany sales 1,198 94 - (1,292) -
Segment's revenue 3,363 23,465 3 (1,292) 25,539
Segment’s expenses (1,843) (23,170) (6) 1,292 (23,727)

Finance income/expenses 448

Share in net profit/loss of
equity-accounted entities

Income tax (342)
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Financial data of PGNiIG SA’s segments for 2011 (RN

Exploration anc  Trade and Other Eliminatio
A Production Storage Activities ns i

Sales to third-party customers 1,854 19,964 3 - 21,821
Intercompany sales 1,175 - - (1,175) -
Segment's revenue 3,029 19,964 3 (1,175) 21,821
Segment’s expenses (1,601) (20,194) (5) 1,175 (20,625)
Operating profit/loss 1,428 (230) 2) - 1,196
Finance income/expenses 766
Share in net profit/loss of )
equity-accounted entities

Profit/loss before tax 1,962
Income tax (229)
Net profit/loss 1,733

The result on financing operations deterioratedPbil 318m relative to 2011, chiefly on a decline in
dividends received.

The Company's financial position is illustrated $yme financial ratios. Return on equity (ROE)
improved from 8.5% to 8.7%. Return on assets (R@Ay 5.2%, against 5.9% in 2011, and net
margin fell from 7.9% to 7.5%.

As at December 31st 2012, total assets were PLB426), up PLN 7,390m relative to the end of
2011.

Assets

Property, plant and equipment, of PLN 14,098 mtat@end of 2012 (up PLN 1,062 m, or 8%, on
December 31st 2011), was the largest item of thmg@amy's assets. The increase in the value of
property, plant and equipment was primarily attidtle to the projects implemented by PGNIG SA,
and to revaluation of assets. In 2012, there was alchange in the classification of some experaitu
on exploration. Instead of expensing expenditureasmic surveys during the reporting period as had
been done before, the Company began to capitdieseexpenditure in the initial value of tangible
assets.

Financial assets available for sale are anotheomii@m of assets. As at December 31st 2012, they
totalled PLN 7,263m, up PLN 803m on the end of 200He change was attributable to increases in
share capital at certain subsidiaries, includininipd GNiIG SPV1 Sp. z 0.0., Exalo Drilling S.A. and
PGNIG Energia S.A.

The value of other financial assets was PLN 5,78@mwjng grown PLN 2,879m on December 31st
2011. This growth is attributable to the increasehe value of loans advanced to related entities
(including mainly to PGNIG Norway AS) and disbursarhof another loan tranche to PGNIG SPV1
Sp. zo.0.

As at December 31st 2012, current assets were P&52&, up PLN 2,531m (or 40%) year on year.
Relative to December 31st 2011, there was a sigmifiincrease in inventories (by PLN 530m or
28%). The inventories disclosed in the balancetstemprise mainly gas stored in the underground
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storage facilities. The rise in the value of inaigs was primarily caused by the increase of thie u
purchase price of imported gas, and by the highkme of gas stocks.

Trade and other receivables rose PLN 2,002 m (G8%j)ive to the end of 2011. This rise is chiefly

attributable to the overpayment which resultedofelhg the introduction in November 2012 of a new

pricing formula under the Yamal contract; the folanwas applied retroactively to all purchases made
from the beginning of 2012.

Cash and cash equivalents were PLN 1,034m, up byy3L.m on 2011, and followed primarily from
an increase in debt under debt securities in issue.

The value and structure of current assets helthdyCompany guaranteed its ability to settle litibgi
in a timely manner. Current ratio was 1.2 compawétl 0.9 as at the end of December 2011, while
quick ratio rose from 0.6 to 0.9.

Equity and liabilities

Equity is the primary source of financing of PGN8A's assets. Relative to the end of 2011, PGNIG
SA’s equity rose by PLN 1,708m, or 8%.The levekqtiity was determined mainly by net profit for
the year (PLN 1,918 m) and the decision not togiaiglend from previous year’s profit.

As at December 31st 2012, non-current liabilitiesevPLN 7,278 m, up PLN 5,120 m (237%) on the
end of December 2011. Higher non-current liabsitreere largely attributable to the notes issueand
loan contracted with PGNIG Finance AB for the pwgaf financing capital expenditure and day-to-
day operations.

Current liabilities rose PLN 562m (8%) relativethe end of December 2011, chiefly as a result of an
increase in borrowings and other debt securiti€gniynin connection with the issuance of short-term
notes within the PGNIG Group.

Trade and other payables rose PLN 103 m (4%) velad December 31st 2011. The increase was
chiefly caused by growing payables under suppliésmported gas.

Due to the significant increase in external finagcused by the Company, the debt-equity ratios
changed. Debt to equity increased from 44,3% t@%6as at the end of 2012. Debt ratio (total
liabilities to total equity and liabilities) wenpudrom 30.7% to 40.0%.

Feasibility of investment plans

In 2013, PGNIG SA intends to maintain a high leveéxpenditure on investments, in particular on oil
and gas exploration projects (including in uncoticeral deposits) and development of the storage
infrastructure. PGNIG SA intends to finance investits both from its own funds and using external
financing, e.g. raised through the issuance ofsote
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Transactions concluded on non-arm's length terms

In 2012, PGNIG SA and its subsidiaries did not em® any material related-party transactions on
non-arm's’ length terms.

Explanation of differences between the actual tesuid the forecasts for 2012

In 2012, the Company did not publish any finanfidaécasts.

2. Financial management

In 2012, PGNIG SA increased its external financmglaunching a new domestic notes issuance
programme.

On May 22nd 2012, PGNIiG SA executed transactioruchentation for a five-year PLN 4.5bn note
programme with two banks: ING Barsaski S.A and Bank Pekao S.A. Under the programne, th
Company may issue (by way of a private placeméx¢gfor floating rate notes with maturities of up
to 10 years. The first placement of notes was @drout on June 19th 2012. PGNIG SA issued five-
year notes with a nominal value of PLN 2.5bn. Urither programme the Company also issued short-
term notes with a nominal value of PLN 1.2bn. IMl20the Company issued notes with a total
nominal value of PLN 3.7bn. As at December 31st22@e debt outstanding under the programme
was PLN 3.7bn.

In 2012, PGNIG SA placed new issues of short-teates under the issuance programme agreement
of June 10th 2010 (as amended under two annexe@1df). Under the programme, PGNIiG SA may
issue discount notes or coupon notes with matariaaging from one month to one year, for up to
PLN 7bn. The total nominal value of notes issueddf@2 was PLN 33bn. As at December 31st 2011,
the debt outstanding under the programme was PBbh2.

PGNIG SA used the issue proceeds to finance itsat@xpenditure projects involving exploration for

conventional and unconventional oil and gas depofidld development, construction and extension
of underground gas storage facilities and the ibigion network, including new connections. The
issue proceeds were also used to finance powezqgiscgnd the Company's operating activities.

Furthermore, pursuant to the agreement of Deceddi€2010 (as amended under annex of 2011), the
Company continued to issue short-term discountsntmidéhe PGNIG Group companies. In 2012, the
Company issued notes for a total nominal valueldfl B.1bn. The note programme is designed to
enable the flow of cash from the companies withesgdiquidity and optimises liquidity management
within the Group. As at December 31st 2012, PGNASs Slebt under the notes in issue was PLN
212m.

Assessment of financial resources management

The funds available to PGNiIG SA ensure timely firing of all current and planned expenditure
related to the core business and investing a@svitExternal financing is raised mainly throughtdeb
securities issue programmes. PGNIG SA also haguality reserve in the form of overdraft facilities
(PLN 280m in total). In 2012, the Company usedftadities to a limited extent only. The negative
margin on sales of imported natural gas resulteddowngrade of the credit rating and a considerabl
rise in borrowing costs. On September 5th 2012November 28th 2012, the rating agency Standard
and Poor’'s downgraded PGNIG’s credit rating, respely, from BBB+ to BBB, and from BBB to
BBB- with stable outlook, while on November 20th120the rating agency Moody’s downgraded
PGNIG's credit rating from Baal to Baa2 with negatbutlook.
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2.1. Short-term investments

The financial investments made by PGNIG SA in 20&2e short-term, with maturities of up to three
months. The Company invested in instruments cagryire lowest possible credit risk, mainly bank
deposits, which represented 99% of the placem@utsditional purchases/sales of treasury securities
accounted for less than 1% of the transactionsh Plecements were consistent with PGNiG SA’s
financial investment policy adopted by the Compsingbverning bodies, and with the Issue
Prospectus.

2.2. Loans and borrowings

In 2012, PGNIG SA entered into overdraft faciligreements for a total amount of PLN 280m. The
table below presents the details of credit facdityeements executed by the Company in 2012.

PGNIG SA's credit facility agreements

Facility amount :
Bank (PLNM) Interest rate Type Maturity date

Bank Har}dlowy w 40 1M WIBOR + 0.30% working capital facility December 31st 2013
Warszawie S.A.
Bank Pekao S.A. 40 1M WIBOR + 0.45%vorking capital facility ~ July 31st 2013
PKO BP S.A. 40 1M WIBOR + 0.55%working capital facility ~ July 13th 2013
BRE BANK S.A. 40 ON WIBOR + 0.30%working capital facility September 5th 2013
Societe Generale S.A. 0 , , .
Polish Branch 40 1M WIBOR + 0.35% working capital facility August 30th 2013
ING BankSlaski S.A. 40 1M WIBOR + 0.60%working capital facility December 6th 2013
Bank Millenium S.A. 40 1M WIBOR + 0.40%working capital facility December 18th 2013

In 2012, PGNIG SA did not terminate any credit ligcagreement.

In 2012, PGNIG SA executed loan agreements onli vatated entities, for aggregate amounts of
NOK 730m, EUR 10m and PLN 307m. Loans denominate®lOK and PLN were advanced to
finance investment projects. PGNIG SA's loans wesed to finance expenditure on the project in the
Norwegian Continental Shelf (NOK-denominated loargnstruction of a CCGT unit in Stalowa
Wola, construction and extension of gas network esnstruction of new connections. PGNIiG SA
also granted a revolving loan of EUR 10m to finadeg-to-day operations related to wholesale and
retail trading in electricity and related products.

The table below presents detailed information @nldlans advanced by PGNIG SA.
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Loans advanced by PGNIG SA

Loan
Company amount Currency Interest rate Type Maturity date
(PLNm)
PGNIG Norway AS 730 | NOK  3MNIBOR +2.25% ;> "™ December 20th 2021
working
PGNIG Sales&Trading GmbH 10 EUR 3M+E2U($OISOOR capital | December 31st 2015
' loan
Pomorska Spotka 70 PLN 1M WIBOR + investment December 31st 2024
Gazownictwa Sp. z 0.0. 3.00% loan
Elektrocieptownia Stalowa 3M WIBOR + investment
Wola S.A. 152 PLN 2 50% loan December 31st 2032
Elektrocieptownia Stalowa 1M WIBOR + investment
Wola SA. 20 PLN 2 50% loan December 31st 2032
Mazowiecka Spoétka 1M WIBOR + investment
Gazownictwa Sp. z 0.0. 63 PLN 2.50% loan July 31st 2024
PNIG Jasto S.A. o« | pLN | SMWIBOR+ investment o ary 28th 2018

2.00% loan
*PLN 2m represents capitalised interest (in 2012ad°LN 60m loan advanced in 2011.

On February 14th 2012, PGNIG SA and PGNIG FinanBeasubsidiary, executed a loan agreement,
whereby PGNIG Finance AB advanced a EUR 500m loahd Company, bearing interest at a fixed
rate of 4.064% (4% + 0.064% margin), maturing obrkary 13th 2017. PGNIG Finance AB financed
the loan using proceeds from issue of eurobondNiBGSA used the loan to finance its key
investment projects and day-to-day operations.

In 2012, PGNIG SA did not terminate any loan agresis

2.3. Guarantees and sureties

Guarantees and sureties provided by PGNIG SA ir2 20dounted to PLN 108m as at December 31st
2012, and comprised guarantees for a total amouRLN 100m securing gas supplies by PGNIG
Sales&Trading GmBH, and sureties for a total amafnPLN 8m for payment of PGNIG Energia
S.A''s liabilities.

Guarantees and sureties received by PGNIG SA i2 20dounted to PLN 33m as at December 31st

2012, of which 42% (PLN 14m) were guarantees ametigs for less than PLN 500 thousand each.

The remaining guarantees and sureties comprisefdrpemce bonds, including under gas sales

contracts, and bid bonds. The most significanhefit were:

» surety under civil law of PLN 3m provided by Sathbbain Construction Products Sp. z 0.0. as
security for payments for gas;

» performance bond of PLN 3m provided by PGNIG Tedbgie S.A. in respect of assembly of a
new compressor at the Husow underground gas stéaailjey;

» qguarantee of PLN 2m provided by FRITO LAY Sp. z.@se security for a gas sales contract.

2.4. Financial risk management

The main objective of PGNIG SA'’s financial risk nagement policy is to limit the volatility of cash
flows related to the Company’s operations to lewvetéch are acceptable in the short- and mid-term
perspective and to build the company value in ¢img iterm. In the regular course of business in 2012
PGNIG SA was exposed to a number of financial risksl in particular to market risk (including
commodity price, interest rate and currency risissjvell as liquidity and credit risks.
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Market Risk

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

The key risks to which the Company is exposed utelihe risk of commaodity price and exchange rate
fluctuations, which affect the Company's gas puseba

In 2012, PGNIG SA used the following financial imshents to manage the gas price risk:
e purchases of Asian commaodity call options settle@&aropean options;
e commodity option structures (consisting in a corakion of two commodity options);

In 2012, to mitigate the currency risk the Compasgd the following financial instruments:
» forward contracts

e FXswaps

* purchases of currency call options.

PGNIG SA also used CCIRS transactions (to mitighte FX and interest rate risks) to hedge the
Euronotes in issue and the loan advanced to PGiG/&y AS.

PGNIG SA used cash flow hedge accounting with resfetransactions hedging payments for gas
and with respect to transactions hedging gas pritles application of cash flow hedge accounting
allows the Company to charge the effective portbthe hedge to revaluation capital reserve, which
results in the matching of the effect on profilass of valuation of hedging instruments and tlseilte
on the hedged item. This approach allows to elitaimpaofit or loss volatility attributable to valie

of derivative instruments and makes it possibleftset its effect in the income statement in thesa
reporting period. In consequence, the economicaandunting effects of the hedge are reflecteden th
same period.

Credit risk

PGNIG SA'’s credit risk is related to the likelihoo€ifailure by the counterparties or other entities
meet their obligations to the Company. In 2012,Geenpany managed credit risk by investing its free
cash in instruments carrying the lowest possibkditrrisk (bank deposits and treasury bonds),
entering into framework agreements with its coymaeies (precisely defining the rights and
obligations of the parties), and diversifying theup of its trading partners. PGNIiG SA also worked
with leading commercial banks. The key criteria the selection of counterparties to whom the
Company entrusted a portion of its assets inclutiedt financial standing as confirmed by rating
agencies, and their respective market shares.

Risk of cash-flow disruptions

The measures taken by PGNIG SA to mitigate theafslisruptions in its day-to-day operating cash
flows included diversification of electronic bangisystems used, ongoing monitoring of credit/debit
transactions in bank accounts, collecting infororaton cash flows within the Company and the
Group, consolidating bank accounts and entering avierdraft facility agreements. The Company
mitigated any cash flow volatility on payments unttee gas contracts by entering into FX risk hedges
(currency options, FX swaps, forwards) and gasgredges (Asian options and option strategies).

Liquidity risk

In order to mitigate liquidity risk, the Companysha liquidity reserve in the form of overdraft
facilities (for a total amount of PLN 280m). PGNEA also prepared cash flow projections for the
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Company and the Group, estimated the conditionvahge of assets available for sale, maintained
highly liquid financial assets and maintained comioation with rating agencies.

3. Projected future financial standing

In November 2012, PGNIG SA and OOO Gazprom ekspaetuted an annex to the Yamal contract
changing the pricing terms for the supplies of retgas to Poland. The new pricing formula reflects
developments that have occurred on the Europeanngaket in recent years and changes the
sensitivity of PGNIG’s financial performance to ewtal macroeconomic factors. In 2013, the

purchase price of natural gas will depend on thgeprof petroleum products and the current market
prices of gas. Other factors with a significantrbepon PGNIG’s business performance will include

conditions prevailing on the currency markets, #relposition taken by the President of the Energy
Regulatory Office with regard to gas fuel tariffs.

The prices of crude oil, petroleum products and grasan essential factor determining PGNIG SA’s
financial position. An increase in shale gas préidacin the US and the construction of new LNG
terminals worldwide may drive down the purchasecesi of gas, and affect the outcome of
renegotiations of purchase contracts. A fall in tharket prices of gas would lower the cost of its
acquisition.

PGNIG SA’s financial performance depends to a figgmt extent on conditions prevailing on the
currency markets. In Q4 2012 the US dollar weakenduch had a favourable effect on the cost of
high-methane gas imports. However, analysts dexpect the US dollar to depreciate any further in
the coming months.

Another factor with a bearing on the financial penfiance of the Company relates to the level okrate
and charges provided for in gas fuel tariffs. Adahuary 1st 2013, a new, lower tariff was intratlic
for high-methane gas, which is insufficient to yutlover the cost of its acquisition. 2013 will usire
major changes as regards the prices of gas sdRf=3NiG. In December 2012, the Company started to
trade in natural gas on the Polish Power Exchani@&E], which - by virtue of a decision by the
President of the Energy Regulatory Office - is egefrom the tariff obligation. In February 2013eth
President of the Energy Regulatory Office annoureeatmption of power utilities from the obligation
to submit wholesale gas trading tariffs for apptova

As the Lubiatow and Midzychdd fields came on-stream in 2012, PGNIG Sabig to increase crude
oil and gas production volumes, which will supptstfinancial performance. In 2013, the Company
will intensify efforts in the area of exploratiororf and appraisal of both conventional and
unconventional hydrocarbons.

PGNIG SA has adopted a short-term value creati@tesgty for the PGNIG Group until 2014. Its aim
is to prepare the Group to operate on the deraglilghs market. The PGNIG Group is intent on
maintaining its lead in the upstream segment, wielmaining the leading supplier of natural gas,
whose offering also includes heat and electricity.

Given the high level of current and planned captglenditure, PGNIG SA uses external financing
raised by issuing debt securities on the domesiicfareign markets. In February 2012, PGNiG SA
contracted a loan from its subsidiary PGNIG FinaABe which issued five-year eurobonds for EUR
500m. Then, in May 2012 PGNIG SA executed transaadiocumentation for a five-year PLN 4.5bn
notes issuance programme addressed to investBdand. The first issue of five-year notes under th
programme, with a nominal value of PLN 2.5bn, tptdce in June 2012.

In the coming quarters, PGNiIG SA intends to mamtai high level of capital expenditure. The
spending will focus on projects involving extensmfrunderground gas storage facilities, maintenance
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of hydrocarbon production capacities, and diveratfon of gas supply sources, as well as on pject
related to the exploration for and appraisal ofderoil and natural gas deposits and development of
the Company’s power generation segment.
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