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Section I: Key Developments in 2012

PGNIG SA, through its subsidiary PGNIG SPV 1 Sp.a@, acquired 99.8% of shares|in

Vattenfall Heat Poland SA.

PGNIG Norway AS acquired a 50% interest in liceRt#48S (and became the licence
operator), a 20% interest in licence PL646, and% $terest in licence PL350B. All of
the licences are located on the Norwegian Contah&Sttelf.

PGNIG Finance AB issued the first, EUR500m tranzhiéve-year eurobonds.

The PGNIG Supervisory Board appointed Ms Zgrea Piotrowska-Oliwa as President of
the PGNIG Management Board.

PGNIG SA acceded to a power purchase agreementirasopthe CCGT project if
Stalowa Wola.

-

The President of the Energy Regulatory Office appdoa new gas fuel tariff (Part A —
Gas Fuel Supply Tariff No. 5/2012). On average,dhiees and charge rates for the supply
of high-methane gas type E, and nitrogen-rich gaes Lw and Ls were increased by
12.5%, 12.6% and 11.3%, respectively.

PGNIG SA completed construction of a high-presspipgeline between the Klodawa
mixing plant and the LMG oil and gas productionilfac The pipeline will enable the
transmission of natural gas from theldbo region, through the Ktodawa mixing plant and
LMG oil and gas production facility, to the Grodzisiixing and nitrogen rejection uni
and will be used as a storage facility to covergerary shortages of nitrogen-rich gas.

v

—

PGNIG SA executed transaction documentation for ive-yfear PLN 4.5bn not
programme with two banks: ING Barfaski S.A and Bank Pekao S.A. Under the
programme, the Company may issue (by way of a @riglacement) fixed or floating rate
notes with maturities of up to 10 years.

[{)

PGNIG TERMIKA SA completed the construction of atlae gas desulphurisation unit
at the Siekierki CHP plant. The unit supports eighit of the total of 14 boilers installed at
the CHP and controls sulphur emissions from 70%h@fCHP's generating capacity.

Mr Marek Karabuta resigned from his position as hemof the PGNIG Management
Board.

PGNIG SA issued the first tranche of long-term tonthder the bond programme
launched in May 2012. The nominal value of notegasl was PLN 2.5bn.
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PGNIG Norway AS discovered a new field, Snadd Quidthin the PL212E licence area.
The field lies near the Snadd North gas field amdlérs the Skarv field.

PGNIG TERMIKA SA executed transaction documentation a five-year PLN 1.5bn
note programme with four banks: PKO BP SA NordeakBRolska SA, ING BanKlaski
SA and Bank Zachodni WBK SA. Under the programmeNREGSTERMIKA SA may
issue (by way of a private placement) discountaupon notes with maturities of up to
one year, with the interest rate based on WIBORgmar

PGNIiG TERMIKA SA issued the first tranche of noteish a total nominal value of PLN
450m.

As exploration work in the PL 350 and PL 350B licenareas on the Norwegian
Continental Shelf failed to confirm the assumedgggn PGNiIG Norway AS discontinued
work on the licences.

PGNIG SA and VNG-Verbundnetz Gas AG executed amendNo. 1 to the Lasow Gas
Sales Agreement. The parties agreed on a new grfoirmula based on the prices |of
petroleum products and current market prices afrahgas, and set a new capacity charge
rate.

PGNIG SA put the Lubiatéw oil field and the ddizychdd gas field on stream. The fields
were developed as part of the Lubiatowettiychéd-Grotéw project, whose purpose is to
facilitate the transport, storage and sale of crodge natural gas, liquid sulphur and
propane-butane from the LMG oil and gas producfamility. The launch of production
from the Lubiatéw and Midzychod fields will contribute to increasing theeoadl crude
output.

PGNIG SA completed its exploration programme in mDark. As no commercial
hydrocarbon flow was identified, the Felsted-1 waths abandoned and licence 1/05
expired.

PGNIG SA and Gazprom Export signed an annex teadnéract for sales of natural gas|to
the Republic of Poland. In connection with the agment, the arbitration proceedings
before the Stockholm Arbitration Tribunal were @ds

—

PGNIG SA completed the construction of a high-puesggas pipeline and optic-fibre
cable with related infrastructure from the d&@mn gas production facility to KGHM
PolkowiceZukowice. The pipeline will be used to sell natugals produced at Koian
directly to KGHM PolkowiceZukowice.

5 of 102



DIRECTORS’ REPORT ON THE OPERATIONS OF THE PGNIGGBP IN 2012

The President of the Energy Regulatory Authoritpraped a change to Gas Fuel Supply
Tariff No. 5/2012 and extended its effective terntiluSeptember 30th 2013. On average,
the prices and charge rates for the supply of higthane gas type E, and nitrogen-rich
gas types Lw and Ls were reduced by 6.7%, 8.0%darbo, respectively.

The President of the Energy Regulatory Office appdonew Tariffs for Gas Fue
Distribution Services for gas distribution companie

PGNIG Norway AS launched production of oil and frasn the Skarv field.
The launch of production on the Norwegian Contiaer8helf is part of the PGNIG
Group's strategy to increase its oil and gas output

1]
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Section II: Information on the PGNIG Group

The PGNIG Group operates in the power sector imftbhnd abroad. Polskie Gérnictwo Naftowe i
Gazownictwo S.A. is the parent of the PGNIG Group.

Polskie Goérnictwo Naftowe i Gazownictwo Spoétka Akwy (PGNIG SA), registered office in
Warsaw, ul. Marcina Kasprzaka 25, was establisliedugh transformation of the state-owned
enterprise Polskie Gornictwo Naftowe i Gazownictwim a state-owned stock company. On October
30th 1996, the Company was entered in the comnienaigster as Polskie Gornictwo Naftowe i
Gazownictwo SA of Warsaw, under entry No. RHB 48388 November 14th 2001, PGNIG SA was
entered into the Register of Entrepreneurs of thigoNal Court Register under No. KRS 0000059492.

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

The PGNIG Group holds the leading position in neegiments of the Polish gas sector, that in oil and
gas exploration and production, gas fuel storagtyral gas trading and natural gas distributiore Th
Group’s oil and gas upstream operations provigétit a competitive advantage on the liberalised gas
market. In 2012, the PGNIG Group expanded its djpersito include electricity and heat generation.

1. Development directions

The key strategic objective pursued by the PGNi@Gu@ris to secure shareholder value growth. The
growth in the PGNIG Group’s value is to be achietla@ugh the development of the domestic gas,
electricity and heat markets and expansion intectedl foreign markets. As part of the value-bugdin
process the Group launched a restructuring progegmonsisting in consolidation of companies from
different business areas and scale-back on aesvittemed non-core. The restructuring is designed t
prepare the PGNIiG Group for the expected changdheogas market and to generate cash that may
be applied to finance capital expenditure.

One of the strategic objectives defined in the @@ypolicy is to develop its trading operations and
ensure security and continuity of natural gas dsappto Poland by entering into gas purchase
contracts. An appropriate diversification structwi allow the Company to supply gas to Poland
from various countries and suppliers, which wiljrsficantly enhance the bargaining position of
PGNIG SA and will guarantee balanced gas suppidiset Group’s customers.

High commodity prices on the global markets andwing competition for access to natural gas

reserves prompt the PGNIG Group to step up itgtsfimmed at enhancing the growth potential of its
exploration and production business in Poland dmdaal by expanding its own natural gas and crude
oil reserves and acquiring new licences in foremgrkets.

Another important growth area for the Group is éx¢ension and construction of underground gas
storage facilities. The PGNIG Group wishes to seaufficient storage capacity in order to enhance
its ability to flexibly respond to customer neettssecure the continuity and stability of gas sigsp!
and to minimise the risk of disrupted gas supgliesh foreign sources.

The distribution business plays an important inlihédding of the PGNIG Group’s value. One of the
Group’s strategic objectives is to improve margmshe distribution business by maximising revenue
from regulated operations, rationalising costs dadeloping the distribution network. To facilitate
these efforts, the PGNIG Group distribution companiill be consolidated.
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The PGNIG Group also strengthens its presence ewrldctricity and heat markets and increases its
engagement in the power and heat projects, i.estaantion of CCGT units and extension of
municipal and industrial heat systems. The Grosp aitensifies its trading activity on the eledtyic
market.

Implementation of these objectives ensures grathaamisformation of the PGNIG Group from a
vertically integrated gas and oil organisation iatstrong power conglomerate, grouping businesses
from the power and heat industries. The expansitinthe electricity and heat markets will strengthe
the Group’s position on the power market in Poland in Central Europe.

2. Structure of the PGNIG Group

As at December 31st 2012, the Group comprised PGBAG(the Parent), and 39 production and
service companies, including:

» 25 direct subsidiaries of PGNiG SA

» 14 indirect subsidiaries of PGNIG SA.

The list of the PGNIG Group companies as at Decerdbst 2012 is presented in the table below.

Companies of the PGNIG Group

Value of shares Ownership

N Share capital held by PGNIG interest held o Eif 1ol
ame . vote held by
(PLN) SA by PGNIG PGNIG SA

(PLN) SA
Direct subsidiaries of PGNiG SA — first tier

1| PGNIG Poszukiwania S.A. 981,500,000}00 981,500,000.00 100.00% 100.00%
in | 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 (F’L‘J’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. 5,00M000 5,000,000.00 100.00% 100.00%
8| INVESTGAS S.A. 502,250.00 502,250.00 100.00% 100.00%
9 | Dolncélaska Spoétka Gazownictwa Sp. z 0.0. 658,384,000.0858,384,000.00 100.00% 100.00%
10| Gornaslaska Spétka Gazownictwa Sp. z o.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 Spétka Gazownictwa Sp. z 0.0. 1,255@mmP0| 1,255,800,000.00 100.00% 100.00%
13| Pomorska Spoétka 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 o0.0. 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| PGNIG TERMIKA S.A. 862,316,000.00 616,016,000.00 71.44% 99.99%
21| PGNIG Finance AB (SEK) 500,000.00 500,000.00 100.00% 100.00%
22| PGNIG Serwis Sp. z o.0. 9,995,000/00 9,995,000.00 100.00% 100.00%
23| PGNIG SPV 4 Sp. z o.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 0.0. 9,881,000.00 6,549,000.00 66.28% 66.28%

8 of 102




26
27
28
29
30
31
32
33

34
35
36

N

DIRECTORS’ REPORT ON THE OPERATIONS OF THE PGNIGGR&P IN 2012

Companies of the PGNIG Group (cont.)
Ownership

Value of shares interest held % of total
. —— : . Share capital held by PGNIiG . vote held by
Direct subsidiaries of PGNiIG SA — second tier (PLN) s s e by SPEL\MG PGNIG SA's
(PLN) subsidiaries subsidiaries
Poszukiwania Nafty i Gazu Jasto S.A. 100,000,000.0.00,000,000.00 100.00% 100.00%
Poszukiwania Nafty i Gazu Krakow S.A. 105,231,000.0 105,231,000.00 100.00% 100.00%
Poszukiwania Nafty i Gazu NAFTA S.A. 60,000,000.00 60,000,000.00 100.00% 100.00%
Poszukiwania Naftowe Diament Sp. z 0.0. 62,000,000.0( 62,000,000.00 100.00% 100.00%
Zaktad Robo6t Gorniczych Krosno Sp. z o.0. 26,903,000.0¢ 26,903,000.00 100.00% 100.00%
Powisle Park Sp. z o.0. 81,131,000.0( 81,131,000.00 100.00% 100.00%
Biogazownia Ostrowiec Sp. z 0.0. 165,000.00 165,000.00 100.00% 100.00%
XOOL GmbH (EUR 500,000.00 500,000.00 100.00% 100.00%
Osrodek Badawczo — Rozwojowy Gornictwa o o
Surowcéw Chemicznych CHEMKOP Sp. 7 0.0. 3,000,000.00 2,550,000.00 85.00% 85.00%
GAZ Sp. z 0.0. 300,000.00 240,000.00 80.00% 80.00%
PT Geofizyka Tord Indonezja LLC wlikwidacji | g 773 500,000.0p 4,825,150,000.00  55.00% 55.00%
(in liguidation) (IDR)
Value of shares OUSE % of total

Share capital held by PGNiG 'gt;r:étNTgId vote held by

Direct subsidiaries of PGNiG SA — third tier (PLN) SA's subsidiaries . PGNIG SA'S
SA's .
(PLN) N subsidiaries
subsidiaries
Oil Tech International F.Z.E. (USE)) 20,000.00 20,000.00 100.00% 100.00%
Zaktad Gospodarki Mieszkaniowej Sp. z 0.0. 1,806,680 1,806,500.00 100.00% 100.00%
Poltava Services LLC (EUR) 20,000.00 19,800.00 99.00% 99.00%

D Amounts in foreign currencies
2 Financial reporting currency was changed from EORSD
% Paid-up capital: USD 40,687.13

Changes in the PGNIG Group'’s structure

On January 11th 2012, PGNIG SPV 1 Sp. z 0.0. 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 VatdinHeat 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 13PGNIiG TERMIKA shares from the company's
minority shareholders, thus its ownership intere$he company increased to 99.9%.

On December 17th 2012, the Extraordinary Generattigs of PGNIiG 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 PGNIG TERMIKA S.A. as the surviving companyhd merger was effected through the transfer
of all assets and obligations of PGNIG SPV 1 Sp.a to PGNIiG TERMIKA S.A. in exchange for
shares in the surviving company, which were deéddo the shareholder of PGNIiG SPV 1 Sp. z 0.0.
The merger was registered with then National CRedister on December 31st 2012.

Following the merger, the share capital of PGNIGRMEKA 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 exchangsHhares in PGNIiG SPV 1 Sp. z 0.0. PGNIG
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 @ones Code. Until the court issues final

decisions on the establishment of the court dep@gih respect to 727 shares in PGNIiG TERMIKA

S.A., PGNIG SA's share in the total vote at the gany's General Meeting is 99.99%.

Further, the following changes in the Group’s dince took place in 2012:

On February 24th 2012, Mazowiecka Spotka Gazowmc®p. z 0.0. executed two share
purchase agreements, whereby it acquired an adgret&8 shares in GAZ Sp. z 0.0. of Btonie.
Thus MSG's equity exposure to GAZ rose to PLN 2d0,0vith the ownership interest increasing
to 80%;

On June 6th 2012, PGNIG Sales & Trading GmbH aegqu&00,000 shares in XOOL GmbH,
with a par value of EUR 1 per share, representiegentire share capital of the company. XOOL
GmbH was acquired to expand the Group's tradingites on the German market;

On June 6th 2012, PGNIG SA acquired 100 sharesLiw b6 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 ofdhgany name to PGNIG Serws Sp.z o.0.
was registered wit hthe National Court Registele tbmpany was purchased to provide HR and
payroll, finance, accounting, as well as IT sersit PGNiIG Group companies.

On June 8th 2012, PGNIiG SA acquired 100 sharesLiw RI7 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 name was changed 8@ 6PV 4 Sp. z 0.0.; it was registered
with the National Court Register on August 29th 201

On July 3rd 2012, PGNIG Poszukiwania S.A. w orgadiiz(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 dividea 18,000,000 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 mys$tered with the National Court Register.

On August 11th 2012, the General Meeting of PT @gké& Torun Indonesia LLC resolved to
open liquidation proceedings as of August 15th 2012

On December 5th 2012, Mazowiecka Spoétka Gazowni@waz 0.0. sold all 102 shares held in
GAZ MEDIA Sp. z 0.0. to the Company by way of retirent for consideration;

On December 18th 2012, Mazowiecka Spotka Gazowai@yw. z 0.0. acquired 5,000 shares in
Powsile Park Sp. z o0.0. from B.S. i P.G. Gazoprojekt.Stihereby increasing its interest in GAZ
MEDIA Sp. z 0.0. to 100%.

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

January 2nd 2012 — PNiG Jasto Sp. z o0.0.

June 1st 2012 — PNiG Krakéw Sp. z 0.0.

June 1st 2012 — PGNIG Technologie Sp. z o.0.
June 14th 2012 — PNiG NAFTA Sp. z o0.0.

July 2nd 2012 — GEOFIZYKA Krakéw Sp. z o.0.
July 2nd 2012 — GEOFIZYKA TofuSp. z 0.0.
July 2nd 2012 — GEOVITA Sp. z o.0.
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The following changes in the Group’s structure omedi subsequent 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 liquidapiamtess.

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

* On February 1st 2013, the merger of PGNIiG Poszukavgd.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.

Changes in share capital

Changes in the Group companies’ share capital 112:20

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

* Share capital increase at Pomorska Spoétka Gazomani®p. z 0.0. by PLN 1,553,000, to PLN
655,199,000. The new issue shares were acquirddAiiG SA and paid for with an in-kind
contribution in the form of a perpetual usufrughti to a plot of land situated in Tdrualong with
the ownership title to buildings and structurescer@ thereon. The share capital increase was
registered on March 7th 2012.

« Share capital increase at PGNiG Energia S.A. by P1)800,000, to PLN 41,000,000 by way of
an issue of 110,000 new shares with a par valid_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 SyARIN 971,500,000, to PLN 981,500,000,
by way of an issue of 971,500,000 new shares whravalue of PLN 1 per share. All new issue
shares were paid for with an in-kind contributionthe form of shares in PNiG Krakow S.A.,
PNiG 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.

e The share capital of Biogazownia Ostrowiec Sp.@ wias increased by PLN 60,000, to PLN
165,000, through an issue of 1,200 new shares avitar value of PLN 50 per share; the new
shares were acquired by PGNIG Energia S.A., thepaoyis sole shareholder, and paid for with
cash; as at the end of 2012, the share capitataserwas not registerd in the National Court
Register.

On February 15th 2013, the Extraordinary Generattiig of PGNIG SPV 4 Sp. z o.0. resolved to
increase the company's share capital by PLN 990100BLN 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 tivith
National Court Register.

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 undangrgas storage facilities were reclassified based o
their business profiles.
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The Brzénica, Strachocina and Swarzow underground gasgetdeilities 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 thabledtied and includes PGNiG TERMIKA S.A.
and PGNIG SPV 1 Sp. z o0.0..

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

PGNIG Energia S.A. and PGNIG Finance AB, previouslyorted under the Other Activities segment,
were transferred to the Trade and Storage segR&WNIG Energia S.A.'s core business consists in
wholesale trade in electricity as well as tradearbon and other greenhouse gas allowances. PGNIG
Finance AB'’s business involves servicing eurob@sdés.

The chart below presents the consolidated companittee PGNIG Group as at December 31st 2012
(by segments).
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Changes in management policies

In 2012, PGNIG consolidated its exploration and/isarg companies within the Group's Exploration
and Production segment. PGNiG Poszukiwania S.A. maesged with PNiG Krakow S.A., PNIG
NAFTA S.A., PNiG Jasto S.A., PN Diament Sp. z @nd ZRG Krosno Sp. z o.0. All the companies'
assets were transferred to PGNIG Poszukiwania @hich 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 servicEse centre will operate under the name PGNIiG
Serwis Sp. z 0.0. and will provide support to savhéhe PGNIG Group companies. On January 1st
2013, it started rendering services to PGNiG TERMIKA.

2012 also saw the commencement of efforts to iategthe Group's power competences at PGNIiG
TERMIKA S.A. The company became the Group's compmtecentre for heat and electricity
generation and implementation of heat and powgepi®

3. Equity links

The list of other related entities of the PGNIG @Graas at December 31st 2012 is presented in the

table below.

Related entities of the PGNiG Group

NAFT-STAL Sp. z 0.0. w upadiai likwidacyjnej

System Gazoggow Tranzytowych
1 E{JROPOL ngz oA ytowy 80,000,000.00  38,400,000.0 48.00% 48.00%
2| GAS-TRADING S.A. 2,975,000.00  1,291,350.00 43.41% 43.41%
3| InterTransGas GmbH (EUR) 200,000.0C 100,000.00 50.00% 50.00%
4 Dewon Z.S.A. (UAHY 11,146,800.00  4,055,205.84 36.38% 36.38%
5 (Sir?'i'i:ﬁdz;gg')e(uoml\ﬂg;?h”o'ogy LLC wlikwidacj 150,000.0C 73,500.00  49.00%  49.00%
6 PFK GASKON S.A. 13,061,325.00  6,000,000.0C 45.94% 45.94%
7 GAZOMONTAZ S.A. 1,498,850.00 677,200.00 45.18% 45.18%
8| ZRUG Sp. z 0.0. (Pozhj 3,781,800.00  1,515,000.0C 40.06% 41.71%
9| ZWUG INTERGAZ Sp. z 0.0. 4,700,000.00  1,800,000.00 38.30% 38.30%
10 ZRUG TORW S.A. w upadiéci likwidacyjnej 5.150,000.00  1,300,000.0 25 24% 25.24%
(in bankruptcy by liquidation)

0, 0,
1 (in bankruptcy by liquidation) 667,500.00 450,000.00 67.40% 67.40%
2 | Elektrocieptownia Stalowa Wola S.A. 28,200,000.00 14,100,000.00 50.00% 50.00%
Al Mashariq — Geofizyka Torun Limited o o
3 Company (SARY w likwidacji (in liquidation) 500,000.00 250,000.00 50.00% 50.00%
4| Gazobudowa Krakéw Sp. z o0.0. 79,500.00 37,500.00 47.20% 47.20%
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Related entities of the PGNIG Group — cont.

Przedsibiorstwo Badawczo-Ustugowe Petromi 0 0
Sp. 7 0.0. w likwidacji (in liquidation) 200,000.0€ 80,000.00  40.00% 40.00%

Geotermia Sp. z 0.0. 4,000.00 1,000.00 25.00% 25.00%

DIn foreign currencies
Changes in the Group’s ownership interests in atsated entities in 2012:

e On February 24th 2012, by virtue of a court dedisiNAFTEK Sp. z o0.0. w likwidacji (in
liquidation) was deleted from the National CourgReer.

* On May 8th 2012, the Extraordinary General Meetihgl Mashariq — Geofizyka Torun Limited
Company adopted a resolution to open liquidatiateedings;

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

« On December 19th 2012, the Extraordinary Generaktidg of Przedsbiorstwo Badawczo
Ustugowe Petromin Sp. z 0.0. resolved to wind up tompany and initiate the liquidation
process.

Investments outside the group of related entities

As at the end of 2012, the total par value of PGISiSs equity interests held outside the group of
related entities was PLN 34.6m. In 2012, the PGRiBup made no material equity investments
outside the group of related entities.

4. 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 seigs of the Group, it is disclosed separately.

Workforce by segments (no. of staff)

PGNIG Head Office 617 838
Exploration and Production 10,990 12,054
Trade and Storage 3,780 3,841
Distribution 13,255 13,865
Generation 1,069 -
Other activities 2,327 2,185

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

Since January 2009, the Group has operated therdPmoge for Workforce Streamlining and
Redundancy Payments to the Employees of the PGNdapSfor 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 extraordinaiscemstances and requires all the companies to
follow a procedure which is uniform across the Gxou

In 2012, the Programme was implemented at five eoigs of the Group. At the PGNIG Head
Office, PGNIG Technologie S.A. and ZRG Krosno Sp.a., it covered 139 former employees. The
one-off redundancy payments to the terminated eyepl®at the above companies were financed with
PGNIG SA's Central Restructuring Fund reserve. Adsopart of the Programme, Mazowiecka Spétka
Gazownictwa Sp. z 0.0. and Karpacka Spétka GazawaiSp. z 0.0. made redundancy payments
from their own funds to a total of 86 employees.

5. Sale and acquisition of natural gas

The PGNIG Group recorded revenue of PLN 28.7bn, 88%hich was derived from sales of natural
gas.

Revenue (PLNm)

2012 2011
Natural gas, including: 23,752 20,269
- high-methane gas 22,363 19,052
- nitrogen-rich gas 1,389 1,217
Crude oil 1,256 1,095
Condensate 7 5
Helium 161 58
Propane-butane 66 60
Electricity 842 11
Heat 978 0
Certificates of origin for electricity 125 0
Gas storage services 36 31
Geophysical and geological services 329 448
Drilling and well servicing services 586 578
Other sales 592 449
Total 28,730 23,004

In 2012, the PGNIG Group sold 14.6bcm of natura, gath 95% of that amount representing sales
from the transmission and distribution systemstaedalance — direct sales from gas fields.
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Natural gas sales volume (mcm)

Trade and Storage

Exploration and Production

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 lll: 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 Mining
* Mirostaw Szkatuba — Vice-President.

At its meeting on March 7th 2012, the Supervisooail appointed Ms Gzgina 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&ement 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 superviseédaordinated the management of the Group. In
addition, she was responsible for such areas aamuesources 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. IHisponsibilities 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 Mangement Board in chafg@rocurement and IT supervised such areas
as assets and administration, procurement strdtggithe 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 &pgment 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 Gsma Piotrowska-Oliwa, and Vice-Presidents — Mr Raaw Dudzhski,

Mr Stawomir Hinc and Mr Mirostaw Szkaluba, 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 & 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 subsequent to the end of the reportingderi

On January 22nd 2013, Mr Stawomir Hinc tendered resgnation from the position of Vice-
President of PGNIG SA's Management Board for Fieamdgth effect as of March 31st 2013. The
reason of the resignation was his appointment @sid&nt (CEO) of PGNiG Norway AS.

On February 27th 2013, the PGNIG Supervisory Baegmbinted, with effect as of April 1st 2013, Mr
Krzysztof Bocian to the position of Vice-Presidarft the Management Board for Exploration &
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 equityéstdn the Company, the State Treasury, represented
by the minister competent for matters pertaininght State Treasury, acting in consultation wien th
minister competent for economic affairs, has thghtrito appoint and remove one member of the
Supervisory Board.

In accordance with the Articles of Association, t&eneral Meeting appoints one independent

member of the Supervisory Board. The 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 Meétinghe 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 effext th
the candidate agrees to stand for the electiomasets 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 emploifdes. 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:

»  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 Supervisorgifo

*  Mieczystaw Putawski — Member of the Supervisoryaib

» 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 Jary 10th 2012.

On January 12th 2012, the Extraordinary Generaltidgeof PGNIG SA removed Mr Grzegorz
Banaszek from the Supervisory Board and appointedA\jciech 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 thBliBGupervisory 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

e 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

Remuneration of management and supervisory personne

For information on the remuneration paid to manag@mand supervisory personnel, see the Annual
separate financial statements for the year endedrmleer 31st 2012 (Note 38.5).
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Section IV: 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 PGNiIG SA's relatediemtiteld 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 supenpsospnnel
Par value of shares

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

Supervisory Board

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

As at the date of this report, PGNIG SA was notrawd any agreements which could lead to future
changes in the equity interests held in the Comjbgriys existing shareholders.

Performance of the PGNIG stock

PGNIG shares have been listed on the Warsaw Stgckabge since September 23rd 2005. As at
December 31st 2012, the Company shares was inclodbd following indices:

*  WIG - all-cap index

*  WIG20 - blue-chip index of the 20 largest and nhigsiid 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\WiSE

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% returnydiuy dividends).

The following figure presents the relative perfonoa of the PGNIG stock against the WIG 20 and
WIG Paliwa indices. The table shows the valueshef WSE indices and the PGNiG share price in

2012.

PGNIG share price vs. the WIG 20 and WIG Paliwadesl!
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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 V: 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 form the abandonment of a sepatatequre 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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facilityfollowing their expansion; and of the Husamderground gas storage facility for technological
reasons.

On May 16th 2012 the President of the Energy RegulaOffice 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 Noséwkalie t
Rzesz6w 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. Gasspeaod 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 prodgesdinclusion 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 lyRfesident 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 tauiir
approval. PGNIG SA must individually apply to thee§ident 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 be applied 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 EnReulatory 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 wiih 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 angechates 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 iheorto 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.

gy e Taifle Amedmene  chanes
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-5-27-7B 1.0825 1.2088 1.1793 11.7% -2.4%

Area covered by Gorstyska Spotka Gazownictwa Sp. z 0.0.

Ww-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%
w-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%
w-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

Ww-1.1 2.8082 2.9951 2.7039 6.7% -9.7%
Ww-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%
w-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%
Ww-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%
w-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 THe Amedtene  change
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-5-27-7B 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, PGNIiG SA applied to the Bessiof the Energy Regulatory Office
requesting approval of a new Gas Fuel Storage G&=viariff (Part B — Gas Fuel Storage
Services Tariff No. 1/2012), which would be effgetiin settlements with customers from
April 1st 2012 to Match 31st 2013. The tariff subed for approval reflects changes in
storage charge rates relating to the expected cssioning of new storage capacities
(180mcm in the Strachocina underground gas stofagbty and 34mcm in the Mogilno
cavern gas storage facility). On April 13th 2012 Bresident of the Energy Regulatory Office
approved the proposed Tariff, to be effective uvitirch 31st 2013.

On June 15th 2012 the President of the Energy Regyl Office approved the Gas Fuel Storage
Services Tariff No. 1/2012 for Operator Systemu Blagowania 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@Bas Fuel Storage Services Tariff No. 1/2012) in
settlements with customers for gas fuel storagecss.

On December 17th 2012, the President of the EnRegulatory 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 servicessahdce 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 Prodietd Natural Gas, as well as on the Rules to be
Followed in the Event of Threat to National Fuec@®#y or Disruptions on the Petroleum Market
regulates matters related to ensuring the natifulsecurity, 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 immas$ for their own needs. With respect to the bgsine
activity of PGNIG SA, the Act:
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» 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

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

» stipulates that the cost related to maintainingga®ng and restocking the reserves represents
justified operating expenses within the meaningutf 3.21 of the Polish Energy Law.

On December 4th 2011, the amended Act on StoclGrade 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 ito fofldee 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 compankiage 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 9ti P@egulates:

» geological work;

* minerals extraction from deposits;

e storing waste matter in rock mass, including inkeorout caverns;

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

The provisions of the Geological and Mining Lawoalgovern business activities in the field of
tankless storage of substances in rock mass, ingnl 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 toesufsion by competent geological administration
bodies and mining supervision authorities. The Ggiohl and Mining Law provides for criminal
sanctions for failure to comply with its regulatsormnd specifies the upper and lower limits of lyya
fees.

In 2012, the Ministry of Environment awarded PGNE2A one licence for exploration for and
appraisal of crude oil and natural gas depositsteéims of 23 licences were extended and one kcenc
expired.In 2012, the Ministry of Environment also grantedlie Company one licence for extraction
of crude oil and natural gas from deposits, seigamtes were amended, and one licence expired.

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

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

* 1 licence for appraisal of a salt deposit

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

4. Regulatory risks

Polish Energy Law

In 2012, work was under way on a set of threeahish are to regulate the energy sector, i.e. the G
Law, the Energy Law and the Law on Renewable En8ayrces. 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 systgperators, as well as rules for computation of
charges for storage services rendered on a packagethnd-alone basis by the storage system
operator. In addition, the draft provides for thesgibility of offering transmission services under
auction system in the case of interconnections é&twtransmission systems within the EU and for
passing through costs of gas fuel transport tadah#fs of other energy utilities. Another purpose
the draft is to adapt the provisions of the TdRéfgulation to the 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 awdt $ime for adaptation to such changes, which tigh
adversely affect the financial performance and gingwospects of PGNIG SA.

Energy Efficiency Act

The Energy Efficiency Act came into force on Augddith 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-nsegy until 2016 should be no less than 9% of the
annual national consumption of energy. In line vifth 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 Reguladifige. When approving tariffs for a given period,
the President of the Energy Regulatory Office takes consideration external factors which are
beyond PGNIiG 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 agreeatisimptions made by PGNIG SA with respect to
the main cost drivers and profit targets allowiray business risk. Consequently, the Energy
Regulatory Office frequently refuses to approveéfftarices 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 Regulatonjic®ffigain unilaterally extended tariff's effective
term (as was the case in previous tariff proceegJinbhe Company is of the opinion that such actions
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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 fu@l to customers in the period by which thefttari
effective term is extended by the President ofEhergy Regulatory Office. As a result, it should be
expected that in the next round of tariff approymbceedings this factor may be taken into
consideration in the tariff calculation. Furthdre tPresident of the Energy Regulatory Office paitra
tariff proceedings; consequently, a new tariff wkdfect later than originally applied for by PGNIiG
SA. It was only on March 16th 2012 that Gas Fugl@u Tariff No. 5/2012 was approved, while the
Company had submitted the relevant application otoler 25th 2011. By virtue of a decision of
September 13th 2012, the President of the EnergulRmry 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 pricesl acharge rates is based on demand forecasts;
accordingly, revenue is exposed to forecasting. flisaccurate 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 oREAhd 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 .glkterial changes in prices of fuels on the
international markets affect the prices of imporged. 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 affaserm 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 VI: 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. The segialentprovides services related to exploration
for hydrocarbons and other raw materials for tipagty customers. It uses storage storage capacities
available at the Daszewo and Bonikowo undergrowasdstprage facilities.

1. Exploration

In 2012, the PGNIG Group was engaged in explordtomoth conventional and unconventional gas
(shale gas andtight gas). The Group conducted exploration and appraisakwmth on its own and in
cooperation with partners, in Poland, Pakistan,ridsk, Egypt, Norway and Libya.

1.1. Exploration in Poland

In 2012, the Group's exploration and appraisal wiarkPoland was conducted in the Carpathian
Mountains, Carpathian Foothills and Polish Lowlantse Group the conducted the work on its own
or in partnership with other entities. Drilling vikowithin PGNiG’s own licence areas was performed
on eight exploration wells, including three resbahboreholes (Lubycza Krolewska-1, Opalino-2
and Lubocino-2H) and one appraisal borehole.

In 2012, three wells were tested in the Carpatkiaothills, including two wells drilled in 2011. The
tests confirmed presence of gas in two wells — erploratory well (Kramarzéwka-1) and one
appraisal well (Lubliniec-12). No hydrocarbon fl@v commercial rates was recorded from the third
well (Lapanéw-6K), and the well was subsequentigratoned.

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 Krolewska-1 was drilled (shale gas
) and analytical work to determine the fracturiregemtial began.

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

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 OiG&s PLC.

Under licences awarded to PGNIG SA, work continnethe 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%,

*  “Ptlotki” — “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%,
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 “Pozna” — under the Agreement for Joint Operations datade 1st 2004; licence interests:
PGNIG SA (operator) — 51%, FX Energy Poland Spoz-6 49%,

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

* “Sierakdéw” — under the Agreement for Joint Openadialated June 22nd 2009; licence interests:
PGNIG SA (operator) — 51%, Orlen Upstream Sp. z-040%,

In 2012, production continued from the Roszkéwdfigl the “Plotki” area, and from the Zanieghy
field in the “Plotki” — “PTZ” area. Work on the agigition of the Donatowo-Rusocin 3D seismic
survey commenced in the “Plotki” area, while in tRéotki” — “PTZ” area reprocessing of the Kaleje-
Zaniemyl 3D seismic survey was started to select the loesttion for the Zaniemy-4 production
well.

In the “Poznd” licence area, in 2012, gas production continugaif the Sroda Wielkopolska,
Kromolice and Kromolice S fields, and also work twoned on the development of the Winna Géra
and Lisewo gas fields. Drilling of the Komorze-3kréhole, 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 interpretatfotinen
second stage 3D seismic survey data was compltedntractor was selected to perform the drilling
work on the Mieczewo-1k exploration well. The idsttion of a drilling rig for the well began.
Mitostaw 3D and Taczandw 3D seismic surveys wemgopmed, 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 dleska-Baligréd zoneGravimetric field work and interpretation of thegaaed
data were completed in the Hoczew-Lutowiska ardée. Fartners in the project decided to secure the
Niebieszczany-1 borehole. The subsequent testingthef borehole was scheduled for 2013.
Reprocessing of the Kostarowce-ZahuBD archive seismic profiles bega2D seismic acquisition
work was completed in the Rakowa-Paszowa area.

In 2012, after a geological and geophysical analysithe “Sierakdéw” area, the location of the
Sierakow-3 borehole was determined and preparatorik 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 interéstsEnergy Poland Sp. z 0.0. (operator) — 51%,
PGNIG SA — 49%;

» “Ostrowiec” (blocks 163 and 164) — under the Agreaimfor 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 Enexgarfdl Sp. z 0.0. (operator) — 50%, PGNIG
SA — 50%.

In the “Warszawa-Potudnie” area, 234.2 km of 2Dsset were acquired and the seismic data was
processed. In additiomgprocessing of four archive seismic profiles with the totahigh of 44.5 km
was completed. Geological interpretation of theyPoBoglewice-Grojec area, including 563.7 km of
new seismic profiles and 677.7 km archive seismadiles, was performed.

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

o ‘“Karpaty Zachodnie” — under the agreement for jadperations dated December 17th 2009,
concluded with Energia Karpaty Zachodnie Sp. z 8. k. (subsidiary of Aurelian Oil & Gas
PLC); licence interests: Energia Karpaty Zachodpez 0.0. Sp. k. (operator) — 60%, PGNIG SA
— 40%

o “Karpaty Wschodnie” — under the Agreement for Jddgerations dated December 17th 2009,
concluded with Energia Karpaty Wschodnie Sp. z 8. k. (subsidiary of Aurelian Oil & Gas
PLC); licence interests: Energia Karpaty Wschodye z 0.0. Sp. k. (operator) — 80%, PGNIiG
SA - 20%.

In the “Karpaty Zachodnie” area, 110 km of 2D secstimes were acquired and interpretation of
108 km of the Bielsko—Cieszyn—Bestwina 2D seismmafiles and 27 km of the Budzow 2D seismic
profiles commenced.

In the “Karpaty Wschodnie” area, the 2D seismioseyrfrom the Jordandw zone was processed and
geological interpretation of the Mszana Dolna-Jodta 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 liceacea 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 unotiamel gas. The joint effort will cover about 160
sqg km in the Wejherowo licence area. Expendituretton Kochanowo-Ggstkowo-Tepcz (KCT)
project is estimated at up to PLN 1.7bn. PGNIiG SWH be the licence operator throughout the
exploration and appraisal phase.

1.2. Exploration abroad

In 2012, the PGNIG Group conducted work in liceaceas in Pakistan, Denmark, Egypt, Libya and
Norway. The Libyan and Norwegian projects were enpénted by PGNIG subsidiaries.

Pakistan

PGNIG SA conducts exploration work in Pakistan be basis of an agreement on 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 %3Mn 2012, the Hallel-| 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. Adddl 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 Pakistani concession authority) classified the
Rehman field as unconventional (tight ga&3. a result, the interest holders can raise gaeprioy
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 pavhah a new exploration well is to be drilled byhydu
2014.
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Denmark

Since the execution of the agreement on assignafienterests in 2007, PGNIG SA has been engaged
in exploration activity in the 1/05 licence areaDanmark. Currently, the licence interests are: R&N
SA (operator) — 80%, Nordsgfonden — 20%. Drilliiglee Felsted-1 exploration well was completed
in early 2012. As no hydrocarbon flow at commeraiates 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.

Egypt

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

PGNIG Norway AS

PGNIG Norway AS has been established for the pago$the Norwegian Continental Shelf project,
the aim of which is to provide access to new recable reserves of oil and gas outside Poland. The
principal business objective of PGNiIG Norway AShe exploration for and production of crude oll
and natural gas on the Norwegian Continental SAdiE company has been pre-qualified by the
Norwegian authorities as an operator.

It holds interests in a number of exploratory amddpction licences on the Norwegian Continental

Shelf, in the Norwegian Sea. Jointly with its pars) the company develops the Skarv, Snadd and
Idun fields. PGNiIG Norway AS holds a 12% interesthe deposits; other interest holders are British

Petroleum (operator, 24%), Statoil (36%) and E.Ohrigas (28%). In the other licence areas, the
company is engaged in exploration projects.

The Skarv project is one of the largest projectdenrway in Norway. It involves the drilling of 17
wells, including seven oil production wells, sixsgaroduction wells and four injectors. At a lateErge

of the reserve life, the injectors will be transi@d into producers in order to fully exploit thseeve
potential. Production from the Skarv field is cadiout using a floating production, storage and
offloading (FPSO) vessel with a flare tower. Thatfdrm, which was built in South Korea, is the
largest FPSO vessel in the world, able to operat®luigh weather conditions. Its hull is 292 metres
long and 51 metres wide. The load capacity of tRE® platform is 140 thousand m? (880 thousand
barrels), while the expected load capacity of thettte tankers operating on the Skarv field will
amount to approx. 135 thousand m3 (850 thousarmglbarin 2012, following delays due to difficult
weather conditions, the finishing work was completall subsea structures (foundation slabs, gas
pipelines, etc.) were installed, the technical ptanece procedure was successfully completed and the
production wells were prepared for coming on stream

December 31st 2012 saw the launch of oil and gadugtion from the Skarv field. The produced oll
will be sold directly from the FPSO platform to 8Hhaternational Trading and Shipping Company
Ltd. (under an agreement of October 19th 2011) teanasported by a fleet of shuttle tankers. The
produced gas will be transmitted over the subssapgzelines directly to the European market. On
September 11th 2012, PGNiIiG Norway AS and PGNiGs8dleading GmbH signed an agreement
under which PGNIG Norway AS will be selling to P@NSales&Trading GmbH its share of the
natural gas produced from the Skarv field. The exgpent was concluded for a period of ten years, and
its value is estimated at EUR 1.3bn. The sellingepwill be determined with reference to gas prices
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guoted on thdcuropean Energy Exchange (EEX), and payments for gas deliveries will be settled i
EUR.

In 2012, PGNIG Norway AS was also engaged in egplon work. In late 2011 and early 2012, an
exploration well was drilled in the PL350 licenagea Results from the well were not satisfactongl a

the company decided to discontinue work in thierdwe area. Licence PL350 and its PL350B
extension were relinquished to the Norwegian aitieer In 2012, the Company also carried out
exploration work in the PL212E and PL558 licenddse work in the PL212E licence resulted in the
discovery of the Snadd Outer field. PGNiIG NorwaysAiBterest in the newly discovered field is 15%.

In 2012, following the conclusion of a licencingira, PGNiG Norway AS acquired:
* a50% interest in and the direct operatorshipoafice PL648S,

* a 20% interest in licence PL646, the direct opesaip of which was awarded to Wintershall
Norge AS (40% interest),

* a 30% interest in licence PL350B, the direct omeshtip of which was awarded to E.ON Ruhrgas
Norge AS (40% interest), the licence expired int&eyer in 2012.

In 2012, PGNIG Norway AS took part in two licenaaunds. The rounds will be concluded in H1
2013.

Company'’s highlights

Unit 2012 2011
Revenue PLNm 0 0
Net profit (loss) PLNm 74 -132
Equity PLNm 370 291
Total assets PLNm 5,019 4,661
Headcount as at December 31 persons 22 23

In 2013, PGNIG Norway AS plans to produce appra0 ghousand tonnes of crude oil and approx.
0.3 bem of natural gas. The actual production velsinwill depend on the well production rates,
efficiency with of the start-up phase and the edtehich successive wells will be brought on stream

The company will also continue appraisal work ie tBnadd Outer field and its exploration and
appraisal project in the Snadd field. The compagrids to acquire new licence areas by particigatin
in annual licence rounds or by acquiring interésim other entitiesln future, the company wants to
participate, as a partner, in drilling projectsdigep-sea areas (below 1,000 metres) and in th&cArct
Zone.

POGC — Libya B.V.

The core business of Polish Oil and Gas Companybyal B.V. consists in exploration for and
production of hydrocarbons in Libya. The compangdicts exploration work in licence area No. 113
located within the Murzuq petroleum basin in Libyader anExploration and Production Sharing
Agreement of February 25th 2008 concluded with the Libyamegoment.

In 2012, POGC - Libya B.V. reopened its Tripoliioff and commenced implementation of safety
procedures necessary to ensure safety of empl@fabe Tripoli branch office and of field workers.

In the second half of 2012, the force majeure ewearst declared to have ceased and exploration work
under the EPSA, suspended in 2011 due to the wiml in Libya, was resumed. At the time of
resuming the work, the company obtained all necgsddling permits and ordered performance of
preparatory work related to the planned drilling\aiies.
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Company’s highlights

Unit 2012 2011
Revenue PLNm 0 0
Net profit (loss) PLNm -9 -21
Equity PLNm 315 48
Total assets PLNm 321 53
Workforce as at December 31 persons 58 36

In 2013, the company intends to complete the pegpar work and drill three exploration wells. The
company also plans to commence the last stage ofe2fnic work and acquire an additional 2D
seismic survey. In a longer run, the company assutneill be awarded new projects in Libya under
the DPSA Development and Production Sharing Agreement) and EPSA.

1.3. Exploration services

In 2012, Exploration and Production companies regaiservices involving geophysical and drilling
work and performed specialists well servicing dtig. Drilling operations were conducted in search
for hydrocarbons and other minerals. The compapiesided services for the PGNiG Group and
third-party customers.

GEOFIZYKA Krakoéw S.A.

GEOFIZYKA Krakéw S.A. offers geophysical service@D(3D vibroseis and dynamite data
acquisition), well logging data processing andnntetation, measurements, special well intervestion
interpretations, perforating and downhole seismiveys.

In 2012, GEOFIZYKA Krakow S.A. generated revenuePdfN 169m, 59% of which was derived
from services rendered in Poland, mainly to comgmmelated to the PGNIG Group. The company
rendered 2D and 3D seismic services and perforneblegging. GEOFIZYKA Krakéw S.A. was
also engaged in field seismic work for Energia KdéypZachodnie Sp. z o0.0. and carried out
microseismic surveys for ENI Polska Sp. z o0.0. #mlUniversity of Science and Technology in
Krakow. On foreign markets, the company provided 2D ands8Bmic services exclusively for third-
party customers, i.e. OMV Exploration & Producti@mbH in Austria, Hjgrring Varmeforsyning in
Denmark, RWE Gas Storage in the Czech RepublicC®DCL in Pakistan. Sale of services to third-
party customers outside Poland accounted for 418teofompany's total revenue.

Company’s highlights

Unit 2012 2011
Revenue PLNm 169 247
Net profit (loss) PLNm -16 9
Equity PLNm 86 103
Total assets PLNm 232 236
Workforce as at December 31 persons 1,182 1,604
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In 2013, on the domestic market, GEOFIZYKA KrakowA Swill provide 2D and 3D seismic services
to PGNIG SA. Outside Poland, the company will parf@8D seismic services for OMV Exploration
& Production GmbH in Austria and 2D and 3D seisseevices for POGC — Libya B.V.

GEOFIZYKA Torua S.A.

GEOFIZYKA Torun S.A. offers a range of seismic services, from giesind data acquisition, to
digital data processing, to comprehensive geophlsind geological interpretations. The company
also provides services in the area of well loggang well interventions, including interpretation of
well data. Further, the company’s offering inclu@desariety of near-surface geophysical services in
the field of geology, hydrogeology and environmépatection, as well as design and delivery of
deep anode groundbeds for cathodic protection.

In 2012, GEOFIZYKA Tora S.A. generated revenue of PLN 349m. Sale of sesvio customers
outside the PGNIG Group accounted for 73% of totakenue. On foreign markets, the company
provided services mainly to third-party customdise services primarily included acquisition of 2D
and 3D seismic data and were provided in Germamgia] Egypt and Hungary. In Poland, the
company continued seismic data acquisition for F¥rgy Poland Sp. z 0.0., BNK Polska Sp. z o0.0.
and Wisent Oil&Gas Sp. z 0.0. The services proviflmdentities related to the PGNIG Group
included acquisition, processing and interpretatibseismic data and well logging.

Company’s highlights

Unit 2012 2011
Revenue PLNm 349 371
Net profit (loss) PLNm 12 21
Equity PLNm 189 188
Total assets PLNm 262 253
Workforce as at December 31 persons 1,576 1,881

In 2013, on the domestic market, GEOFIZYKA Tor8.A.'s operations will include acquisition,
processing and interpretation of 2D and 3D seigmaita and in-well measurements, including data
interpretation. The services will be rendered tadtparty customers, i.e. FX Energy Poland Sp.oz,o.
Cuadrilla Poland Sp. z o0.0., Lane Energy PolandzSpo., and PGNIG SA. On foreign markets, the
company will continue the data acquisition projant&ermany and India. GEOFIZYKA TafiuS.A.

will also execute a new project involving seismald work in Italy.

PNiG Jasto S.A.

The business of Poszukiwania Nafty i Gazu Jastdk&mo.0. comprises drilling of core, exploration
and production wells, well workovers, well abandemin services, provision of specialist well
servicing services such as cementing, mud senacesell completions, as well as operation of
drilling rig instrumentation and control systems.

In 2012, the company recorded revenue of PLN 148880 of which was revenue from services
rendered to PGNIiG SA. These services includedrtyikxploratory, appraisal and production wells,
remedial treatments, advanced recovery techniques veell abandonment services, as well as
specialist services, such as mud, datawell, pagkdrcementing services. The services provided by
the company for third-party customers includedlidgl gas wells for Orlen Upstream Sp. z 0.0. and
FX Energy Poland Sp. z o.0., drilling a geothermall for Termo-Glob Sp. z 0.0., as well as
specialist services: cementing service for FX Epdtgland Sp. z 0.0. and Energia Torzym Sp. z 0.0.
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Sp. k., and packer service for Hydro Nafta Sp.az ®he company also provided specialist services
abroad: data-well services in Ukraine and cemerg@rgices in Lithuania.

Company’s highlights

Unit 2012 2011
Revenue PLNm 148 302
Net profit (loss) PLNm =77 2
Equity PLNm 66 141
Total assets PLNm 262 280
Workforce as at December 31 persons 814 917

PNiG Krakéw Group

The PNIG Krakéw Group comprises Poszukiwania Naftazu Krakow S.A., as well as its
subsidiaries — Oil Tech International — F.Z.E. &ultava Services LLC. Poltava Services LLC was
established in Ukraine in 2011. The core businds®NiG Krakow S.A. comprises geological,
exploration and production drillings, well workogseras well as drilling, testing and operation of
wells. The company also provides hospitality, datgr rental and training services. Oil Tech
International — F.Z.E. provides drilling teams, er&ls, machinery and equipment. Poltava Services
LLC's services include drilling and lease of dnijiteams.

In 2012, the PGNIG Krakoéw Group generated PLN 338ntotal revenue. Services performed for
third-party customers provided revenue of PLN 296rhich accounted for 89% of the company's
total revenue; exports represented 87% of the.tinalR012, the PNIiG Krakéw Group continued
drilling work in Uganda, Kazakhstan, Pakistan arlatdihe. The group has also signed new contracts
for drilling in Uganda, Ukraine and Ethiopia, armhunenced work under these contracts. In 2012, the
group completed its work in the Czech Republic.tmdomestic market, the PNiG Krakéw Group's
main customer was PGNIG SA, for which the grouflattimainly exploratory and appraisal wells,
including shale gas exploratory wells.

Group’s highlights

Unit 2012 2011
Revenue PLNm 333 421
Net profit (loss) PLNm 16 17
Equity PLNm 152 175
Total assets PLNm 488 498
Workforce as at December 31 persons 1,036 1,226

PNiG NAFTA S.A.

The core business of Poszukiwania Nafty i Gazu NARSTA. comprises exploration for oil and gas,
including in particular designing and drilling apmal, exploration and production boreholes and
preparing borehole documentation. The company didls wells for underground storage of gas,
decommissions wells in used-up reserves, reconstdeveloped wells, and provides support services
through its workshop (specialising in repair ofldrg equipment) and storage facilities.

39 of 102



DIRECTORS’ REPORT ON THE OPERATIONS OF THE PGNIGGR&P IN 2012

In 2012, the company posted revenue of PLN 239rf) W1% of that amount representing sales of
services to third-party customers. The companyettaghainly on the Polish market. The services
primarily included drilling work for Energia Torzy@p. z 0.0. Sp. k., ORLEN Upstream Sp. z o.0.
and FX Energy Poland Sp. z 0.0. The company aldfledinvells for companies exploring for shale
gas: Talisman Energy Polska Sp. z 0.0., ChevroskBdEnergy Resources Sp. z 0.0. and ORLEN
Upstream Sp. z 0.0. Work on export contracts iredudontinued drilling work in Egypt and a new
drilling project in Georgia. For PGNIG SA, the coamy drilled exploratory wells and performed
workovers in Poland.

Company’s highlights

Unit 2012 2011
Revenue PLNm 239 302
Net profit (loss) PLNm -5 16
Equity PLNm 188 201
Total assets PLNm 346 359
Workforce as at December 31 persons 808 860

PN Diament Sp. z 0.0.

The core business of PN Diament Sp. z o.0. areiaf@onell services, including drillings, major
remedial treatments, well abandonment servicesentny services, enhanced recovery techniques
and other services with the use of coiled tubind amrogen equipment, as well as well completion,
downhole measurements, drillstem testing and moces. The company's also renders general, road
and environmental construction services.

In 2012, PN Diament Sp. z 0.0. generated PLN 20fL.total revenue, of which 55% was earned on
services rendered to third-party customers. Theices provided to third-party customers comprised
mainly drilling of research boreholes, includingotwells drilled for KGHM Polska MiedS.A. in its
copper deposits licence area, five wells in Lithaaand two exploratory wells for Liesa Energy Sp. z
0.0. The company also performed well servicing ithliania, Ukraine, Spain and Romania and
carried out general and road construction workwa$i as construction and reclamation of waste
dumps.

The projects executed for the PGNIG Group involvesinedial treatments, workovers, well
abandonment (including abandonment of PGNIG SA'H imeDenmark) and other specialist well
services, such as mud services, testing and campleementing of casing strings, acidizing, settin
of cement plugs and services with the use of cailbihg, slickline and nitrogen equipment.

Company’s highlights

Unit 2012 2011
Revenue PLNm 201 206
Net profit (loss) PLNm 3 10
Equity PLNm 104 103
Total assets PLNm 196 152
Workforce as at December 31 persons 723 707
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ZRG Krosho Sp. z o0.0.

Zaktad Robot Gorniczych Krosno Sp. z o.0. is a jgtew of well servicing services. Its business
includes mainly well interventions, such as worksvef active oil and gas wells, shallow drillings,
coring, well abandonment services, decommissiomihdgnfrastructure and waste pits, and other
reclamation work. The company also performs a wadeye of well servicing activities consisting in
the application of enhanced recovery techniqueasomements and laboratory services.

In 2012, ZRG Krosno Sp. z 0.0. generated PLN 50newenue, with the services provided to PGNIiG
SA accounting for 55% of the total. The work penfied for PGNiG SA consisted in well intervention
services, including workovers, well reconditioniragplication of enhanced recovery technigues and
measurement of reservoir parameters. The compabyrahdered services to third-party customers in
Poland and abroad. In Poland, it completed drillofigthe coal well for NWR KARBONIA S.A,
rendered well stimulation services for Geotermididaiska S.A. and measured reservoir parameters
for DART ENERGY Poland Sp. z o0.0. Foreign operaiomcluded the workover and
decommissioning of wells for RWE Gas Storage sara Unigeo (the Czech Republic) and well
stimulation for Tacrom Services s.r.I. (Romania).

Company’s highlights

Unit 2012 2011
Revenue PLNm 50 72
Net profit (loss) PLNm -10 1
Equity PLNm 32 43
Total assets PLNm 50 59
Workforce as at December 31 persons 360 395

In December 2012, PGNIG SA consolidated its expi@naand service companies within the Group's
Exploration and Production segment. PGNIG Poszukiav&.A. was merged with PNiG Krakow
S.A., PNiG NAFTA S.A., PNIiG Jasto S.A., PN Diamép. z 0.0. and ZRG Krosno Sp. z 0.0. The
companies' assets were transferred to PGNIG Paganikd S.A., which was renamed Exalo Drilling
S.A. on February 6th 2013.

In 2013, Exalo Drilling S.A. will provide drillingservices related to hydrocarbon exploration
(including exploration for shale gas), copper erqion and geothermal borehole drilling. The
company intends to continue as a provider of walise treatments and well intervention services (i
particular workovers), well stimulation, reservoieasurements and well abandonment services.

PGNIG SA will continue to be the main customer ol Drilling S.A. on the domestic market.
Other key customers will include Polish and foreigwestors holding licences for hydrocarbon
exploration in Poland, such as Orlen Upstream Spoz FX Energy Sp. z 0.0., Lane Energy Poland
Sp. z 0.0. and ExxonMobil Ustugi Sp. z 0.0. The pany also intends to drill for copper for KGHM
Polska Mied S.A. and Mozow Copper Sp. z 0.0 and to drill atigeomal borehole for Geotermia
Podhalaska and a ventilation shaft for KWK Knuréw-Szczygice.

Foreign market operations will involve continuedeention of drilling projects in Uganda, Egypt,
Ethiopia, Georgia, Kazakhstan, Pakistan, Ukrairgk ldthuania, provision of services with the use of
coiled tubing and nitrogen equipment and data-wseiflices in Ukraine. The company also plans to
render workover and well abandonment servicesarCrech Republic.
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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 Gora Branch mcm 0.0 0.0
- Sanok Branch mcm 1,607.6 1,616.4
b | nitrogen-rich gas, including: mcm 2,709.7 2,713.0
- Zielona Gora 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, Pruchnikrf2dowice 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 imgrgroduction 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 andrgrdqutane 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 723.3 681.7

- high-methane gas mcm 71.9 63.9

- nitrogen-rich gas* mcm 651.4 617.8

2 | Crude o thousand 482.1 464.6
tonnes

3 | Condensate thousand 2.5 2.2
tonnes

4 | Helium mcm 3.3 3.4

5 | Propane-butane thousand 22.6 20.7
tonnes

6 | Nitrogen thousand 455.7 489.8
kilograms

7 | Sulphur thousand 253 23.8
tonnes

* 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 anexnto their existing agreement. The annex
provides for sale and delivery by rail of crudetoithe Trzebinia refinery. The price for the cruile
which was raised compared with the previous arnaweges, will be determined in the same manner as
before, i.e. based dirent Datedprices. Under the annex, crude oil may be deliveéoethe refinery
from the Lubiatow field, which means that the annt@dume of supplies will increase. The annex,
concluded for an indefinite period, took effecohgdanuary 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%me total volume of crude sales, and for
69.3% of helium sales. Crude oil was sold to a Germefinery through the Druzhba pipeline, while
most of the helium volumes were sold in liquid falorforeign wholesale customers, which resell the
product in EU countries.

Underground gas storage facilities

In 2012, the Exploration and Production segmentlube working capacities of the Daszewo and
Bonikowo nitrogen-rich gas storage facilities. &ty capacities used to meet the needs of the
Production segment are not storage facilities withe meaning of the Polish Energy Law.
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The table below presents the working capacitieshef underground storage facilities used by the
Exploration and Production segment as at Decentsr2011 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, the PGNIG Group plans to carry out exptosageophysical work and drillings in Poland on
a few dozen prospects in the Carpathian Mount&aspathian Foothills and the Polish Lowlands.
The work will be carried out by PGNIG SA on its oand in cooperation 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 totHgallLubocino-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, the PGNIG Group will continue to exploog hydrocarbons in Egypt and Pakistan. In Egypt,
it will drill its first exploration well. In Norway PGNiIG Norway AS will continue appraisal work in
the Snadd Outer field and its exploration and apalr@roject in the Snadd field. POGC — Libya B.V.
plans to drill three exploration wells, commence thst stage of 3D seismic work and acquire an
additional 2D seismic survey.

Natural gas production

The PGNIG Group is implementing a capital expemdiprogramme aimed at increasing, in a long
term, its natural gas production capacity. As pdrthe programme, the PGNIG Group plans to
develop new deposits and wells, modernise and exgaan existing gas production facilities, build
new underground gas storage facilities and expaméxisting ones.

Plans for 2013 provide for the annual natural gasiyction volume of approximately 4.8 bcm of
high-methane gas equivalent with a calorific vadfi®9.5MJ/cubic meter, of which approximately 4.4
bcm will be produced in Poland, 0.3 bcm in the Negian Continental Shelf and 0.1 bcm in Pakistan.
In the Sanok Branch’s operating area, new wells wélbrought on stream on the already producing
Pruchnik, Ma@kowice and Wola R#aniecka fields and the new Motodycz field. In thel@dna Goéra
Branch’s operating area, there are plans to brmgtieam new wells on the already producing Radlin,
Jarocin and Winna Gora fields. Also, the PGNIG Grauill continue to produce hydrocarbons from
the Skarv field and commence natural gas produdatiétakistan.
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Crude oil production

In 2013, the PGNIG Group plans to produce ca. 1th@ddisand tonnes of crude oil, including 750
thousand tonnes in Poland and 370 thousand tonrte iNorwegian Continental Shelf. The increase
will be related to the launch of production frone thubiatow and Midzychdéd fields in late 2012 and
from the Grotow field in January 2013.

4. Risks

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 idead 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. Furtbeemthe actual quantity and quality of the
accumulated hydrocarbons may differ from estima¥¥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 igualf 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 productionsadsbm 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 of shale gas and tight gas. Furthermeee, iexistence of in-place petroleum 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 uncamional gas plays given the environmental
regulations and the necessity to obtain the landosiiconsent 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
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procedures may take even two years from the tirae ttie winning bid is awarded in a tender for
licence until the relevant contract is ratifiediodPto the commencement of field work, the Compiny
required to make a number of arrangements, incjudibtaining 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, Wwhdelays execution of an agreement with a
contractor by another few months. In addition, frexfly the waiting time for customs clearance of
imported equipment is very long. These factors ter¢he risk of delays in the start of exploration
work.

Formal and legal hurdles beyond PGNIiG SA'’s coritrolude:

* 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, PGNIG 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 oilivdive products and on exchange rates. In 2011,
PGNIG SA introduced the daily rate system intodhi#ing 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 i8éurs 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 occurrencerabqted 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 Polistkehdnras 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 PGNIiG SA
operates, highly qualified staff is difficult toariit.
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Unforseen events

Hydrocarbon deposits developed by PGNIG SA arellysiacated 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, whiichurn may pose a threat to people (workers and
local population), natural environment and producequipment.

Changes in laws and regulations

The laws and regulations in some countries chareguéntly and unexpectedly, causing difficulties
for entities involved in exploration activity. Thisoblem may be particularly acute in countries rghe
changes in law depend on decisions made by awhiaritgovernments.

Political and economic situation

In some countries where the PGNiG Group conducsoeation activities there is a risk of armed
conflicts or terrorist attacks, which may lead tdimaitation, suspension or discontinuation of the
exploration and production activities.

Some regions of the world where the PGNIG Groupratps are exposed to a risk of social and
political unrest. Changes of governments may btmga halt licensing proceedings before state
administration authorities. Additionally, these otries are at risk of internal conflicts and social
unrest caused by poor social and demographic ¢ongitThe risks specified above may lead to a
limitation, suspension or discontinuation of PGNB&'s activities.

In certain countries, operations of exploration pamies may be hindered by the lack of adequate
infrastructure, which may be an obstacle in transpp equipment, personnel and materials to the
sites. Problems may also arise in providing sup@ied ensuring appropriate health care. These risks
may lead to a limitation or suspension of the Camgfsexploration activities.

47 of 102



DIRECTORS’ REPORT ON THE OPERATIONS OF THE PGNIGGR&P IN 2012

Section VII: 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 (Bmziea, Husow, 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 seyreem)

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 11,127.1 100.0% 11,027.6 100.0%

New agreements

In order to reduce gas acquisition costs, PGNiG eébkered 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. IrR28GNIiG SA and PGNIiG 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 contractigits 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 ammlease the price of gas. On October 17th,
PGNIG SA and VNG-Verbundnetz Gas AG executed amendiNo. 1 to the agreement. The parties
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agreed on a new pricing formula based on the poégetroleum products and current market prices
of natural gas, as well as a new capacity charige Tdae amendment came into force on October 1st
2012.

On November 5th 2012, PGNIG SA and OO0 Gazprom Expacuted an annex to the contract for
sale of natural gas to the Republic of Poland, dl&eptember 25th 1996, effective until December
31st 2022, whereby the pricing terms for the gggpbkes 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 prodatsthe market prices of natural gas.

On December 19th 2012, PGNIG SA executed an agrgemith OGP GAZ-SYSTEM S.A. for the
provision of transmission services. The transmissiervices 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 executed comprehensive agreenfentsupply 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 segane high-methane gas and nitrogen-rich gas.
In 2012, sales of natural gas rose ca. 2.0% (68.2mcm) year on year. The strongest growth was
seen in sales to industrial customers, primarilyh@ 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 tasb

Structure of sales of key products

Unit 2012 2011
1 Natural gas, including: mcm 13,865.6 13,595.7
- high-methane gas mcm 13,360.9 13,102.9
- nitrogen-rich gas* mcm 504.7 492.8
2 | Propane-butane tr;g;:ﬁ:r;d 1.2 1.8

* Measured as high-methane gas equivalent.

Gas was purchased primarily by industrial custom@nsinly from the chemical, oil refining,
petrochemical and metallurgical sectors), as wellhauseholds. Households made up the largest
group of customers purchasing natural gas, acamyntdbr 97% of the entire customer base
(approximately 6.5m). Their share in the total woéuof gas sales increased by 3.3% year on year.
Industrial customers had the largest share in déless/olume, with sales to this group having grown
by 1.5% on 2011. The table below presents the tsieiof sales of natural gas (measured as high-
methane gas equivalent) by customer groups.
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Sales of natural gas through the nationid (mcm)

Industrial customers 8,268.2 59.6% 8,149.° 60.0%
Trade and services 1,523.3 11.0% 1,467.¢ 10.8%
Households 3,851.7 27.8% 3,730.: 27.4%
Wholesale customers 222.4 1.6% 221.5 1.6%
Exports 0.0 0.0% 26.7 0.2%

Structure of natural g sales to industrial customers in 201.

Other industrial

customer:
18,0% \
Producers of

building material
and ceramics

Nitrogen
processing plants
27,1%

5,4%
Glass work
7,9%
Power and CHI
plants
Iron and ste Ao
5,8% _
Food industr Heat generang
9,3% Refining and plants
petrochemical 3,3%
industries
15,0%

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 project consisting. NG distribution of gas fuel i
Etk and Olecko. This project is a part of an initia to switch Pisz, Etk, Suwaiki and Olecko to -
methane gas (the PESO project). The project ins the 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 Jum 29th 2012, an agreement was signed f-financing of the project with EU func
under the Infrastructure and Environment OperatiBnagramme
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Sales of electricity

On September 1st 2012, PGNIG SA launched salekedirieity to business customers (tariff groups
A, B and C). The Company also began preparatiomsutach sales of electricity to households (tariff
group G).

3. Storage

The Trade and Storage segment uses for its owrsrteedworking capacities of the Wierzchowice,
Husow, Strachocina, Swarzéw and Bmziea underground gas storage facilities, as wellthas
Mogilno 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 natg@d 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 obligationemuagreements 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 welbrashe 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 330mcmPGNIiG 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 May2042 PGNiIG SA made available for third party
access additional 214mcm of working storage capacit

As of July 1st 2012, as part of long-term storagvises, the PGNiIG Group made available to third
parties 173.5m fof working capacity at the Wierzchowice UndergrduBas Storage Facility.
A further capacity of 1.5m frwas made available as of August 1st 2012.

As at December 31st 2012, the PGNiG Group maddadlaia total of 1,821.5m $rof working
storage capacity for third party access and for @G3&Z-SYSTEM S.A_; of this volume, 1,796m°m
was made available under long-term agreements &m2ni — under short-term agreements.
Additionally, 0.39m i of the storage capacity of the Mogilno undergrogasd storage cavern is used
to cover the facility's own needs. The table befpesents storage facilities’ working capacities and
the working capacities made available to thirdiparas at December 31st 2012.
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Working capacities
Working capacities  made available to third

(mcm) parties
(mcm)
Brzeznica underground gas storage facility 65.0 65.0
Husow underground gas storage facility 350.0 350.0
Mogllno cavern underground gas storage 411.9 4115
facility
Strachocina underground gas storage facilit 330.0 330.0
Swarzow underground gas storage facility 90.0 90.0
ngrzch0W|ce underground gas storage 5750 5750
facility
Total 1,821.9 1,821.5

In 2012, PGNIG SA and Operator Systemu Magazynaava@p. z 0.0. concluded a number of
agreements for provision of storage services. Ttleest-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 dgitements concluded between PGNIG SA and
OSM Sp. z 0.0. in 2012 exceeded 10% of the PGNIi@u@s revenue, and satisfied the definition of
"significant agreement”.

4. Trade and Storage Segment’'s companies

Operator Systemu Magazynowania Sp. z 0.0.

Operator Systemu Magazynowania Sp. z 0.0. was ls$tath to ensure compliance with the
requirements of Directive 2009/73/EC with respectegal separation of gas fuel storage functions
from other types of business conducted by veryiciategrated gas utilities. The company provides
gas fuel storage services at the HusOow undergrogemsl storage facility, the Wierzchowice
underground gas storage facility, the Mogilno ugdewund gas storage cavern, the Swarzéw
underground gas storage facility, the Braea underground gas storage facility, and thecBteina
underground gas storage facility. As at Decembet 2012, the company operated storage facilities
with a total working capacity of 1,821.9nfm

On May 11th 2012, PGNIG SA and Operator Systemu ddwagowania Sp. z 0.0. executed an
agreement for exclusive operation of storage tasliand designation of the storage system operator
Execution of such agreement was required undePdtish Energy Law and was a precondition for
appointing OSM Sp. z 0.0. the storage system operat

Until May 31st 2012, the function of the storagsteyn operator had been performed by PGNIG SA.
By virtue of a decision of the President of the fggeRegulatory Office of May 22nd 2012, Operator
Systemu Magazynowania Sp. z 0.0. was appointe@ytsiem operator for the period from June 1st
2012 to May 31st 2022. On May 16th 2012 the Presidé the Polish Energy Regulatory Office
granted to OSM Sp. z o0.0. a licence to store gakifustorage facilities, valid from June 1st 2Q@2
May 31st 2022.

In order to ensure equal treatment of customeesstbrage services are provided based on the Rules

of Provision of Storage Services and the Gas Fteeb§e Tariff. The current versions of the Rules
and the Gas Fuel Storage Tariff are available ertiorage System Operator’s website.
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On October 29th 2012, Operator Systemu Magazyn@v@pi z 0.0. and OGP GAZ-SYSTEM S.A.
concluded an Inter-Operator Transmission Agreemdite agreement defines detailed terms,
conditions and methods of cooperation between th@apanies and serves as the basis for the
allotment to OSM Sp. z o.0. of throughput capasité the inter-system physical entry points to the
transmission system and at the inter-system pHysiia points from the transmission system at
connection points with the storage facilities. Hggeement was executed based on the Transmission

Grid Code drafted by OGP GAZ-SYSTEM S.A. and apprb\wby the President of the Energy

Regulatory Office on July 24th 2012.

Company’s highlights

Unit 2012 2011
Revenue PLNm 339 0
Net profit PLNmM 15 -1
Equity PLNm 19 4
Total assets PLNm 78 4
Workforce as at December 31 persons 27 3

PGNIG Sales &Trading Group

The PGNIG Sales &Trading Group comprises PGNIG sS&l@érading GmbH and its subsidiary

XOOL GmbH. PGNIG Sales & Trading GmbH was estallishio trade on international gas and
electricity markets. In 2012, PGNIG Sales & Tradi@gnbH acquired 100% of shares in XOOL

GmbH; the acquired company sells natural gas orGimgnan market, where its has approximately
17,000 customers.

In 2012, 74% of PGNIG Sales & Trading GmbH'’s revenvas derived from sales of natural gas to
PGNIG SA. The fuel was supplied to Poland with tise of the available transmission capacities at
the Laséw entry point and the reverse flow sergioethe Yamal Pipeline at the Mallnow point. In
2012, the company sold and delivered 890hofmatural ags to PGNIG SA.

PGNIG Sales & Trading GmbH conducted natural gaditig activities in Germany, where it traded
on the European Energy Exchange (EEX). The compéstyexecuted transactions on virtual trading
platforms and concluded EFET (European Federafi@nergy Traders) standard contracts for supply
of natural gas on OTC markets. In order to to He &hdeliver physical supplies of natural gash®e t
German market, PGNIG Sales & Trading GmbH executedtracts with transmission system
operators in the NetConnectGermany and Gaspoolaharkas.

Company’s highlights

Unit 2012 2011
Revenue PLNm 1,462 450
Net profit (loss) PLNm 0 -3
Equity PLNm 38 41
Total assets PLNm 518 221
Workforce as at December 31 persons 37 14

53 of 102



DIRECTORS’ REPORT ON THE OPERATIONS OF THE PGNIGGR&P IN 2012

There are plans to consolidate PGNIG Sales & Tra@mbH’s wholesale trading operations within
PGNIG SA in 2013. After the transformation, the g@amy will continue to sell natural gas and
electricity to end customers in Germany.

PGNIG Energia S.A.

PGNIG Energia S.A. is engaged in preparation oéstiment projects, trades on wholesale electricity
markets, and also trades in certificates of origirelectricity and C@emission allowances.

In 2012, PGNIG Energia S.A. traded in electricity ihe Polish and German wholesale electricity
markets; it also traded in proprietary rights tatiieates of origin for electricity generated from
renewable sources and £@mission allowances. The company rendered comatdralancing and
customer support services for PGNiG TERMIKA SA a0t electricity to the PGNIG Group.

In 2012, PGNIG Energia S.A. generated revenue &f P&5m, 61% of which was derived from sales
to third-party customers. Sales of electricity aosted for 90% of the company’s total revenue. Apart
from the PGNIG Group, the company sold electriaiginly to PSE Operator S.A. and Alpig SE. The
company traded electricity also during sessiontherPolish Power Exchange.

Company’s highlights

Unit 2012 2011
Revenue PLNm 165 24
Net profit (loss) PLNm -4 -2
Equity PLNm 34 27
Total assets PLNm 54 32
Workforce as at December 31 persons 38 48

The merger of PGNIG Energia S.A. and PGNIG SA &pkd to take place in 2013.

5. Planned activities

Purchases of natural gas

In 2013, PGNIG SA will continue to purchase impdrigas under the long-term contract with OOO
Gazprom Export and short- and medium-term gas guggeements with European suppliers. With a
view to optimising the costs of gas fuel acquisifithe Company will purchase natural gas on the
German market, under short-term agreements. Thaifjldse 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 Company aso continue the construction (commenced in
2007) of the Kosakowo underground gas storage naw#esigned 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 stofagdéity, originally scheduled for Q4 2012, was
postponed to 2013. The delay was caused by temypsuapension of work by the general contractor.

The storage business is to be reorganised in imngoyears. The storage assets will be transféaed
Operator Systemu Magazynowania Sp. z 0.0. Alstyiieal and management competence, as well as
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investment and operating activities related to agjer services will be consolidated within the
company.

Consolidation of trading operations

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

6. Risks

Obligation to diversify supplies of imported gas

The maximum share of gas imported from one coumryotal 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 asp a fine on PGNIG SA for its failure to comply
with the requirement to diversify supplies of imal gas in 2010 and 2011 — on May 11th and
December 5th, respectively. Similar administrativeceedings were instituted by the President of the
Energy Regulatory Office concerning PGNIG SA’sudadl 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 2008&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 li 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.gutiivahe LNG terminal).

Derequlation of gas prices for customers

PGNIG SA is the largest supplier of natural ga®aband. 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 years&jor changes on that market itself and in itslleg
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 clsrthe 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 suppogtinvestments in renewable energy sources and co-
generation are material risk factors affecting leity generation activities. These factors asoarce

of uncertainty in the process of calculating eleityr prices for 2013-2015. The risk affects both
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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 twili@c 1st 2012, the volume of mandatory reserves
must be increased from 20 to 30 days of averagesahnmports and must be kept in gas storage
facilities whose technical parameters ensure dglieé the total reserves to the gas system witldin 4
days. Delivery of the total reserves to the gasesysvithin the statutory time limit is possible pmin
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 mandgtoeserves 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 lithi¢ use of the Mogilno facility for balance purp®se
in periods of peak gas demand.
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Section VIII; Distribution

The segment’s core business consists in the trassmi of high-methane and nitrogen-rich gas, as
well as of small amounts of propane-butane and-cok®& gas over the distribution network. Natural
gas distribution is the business of six Gas Distrdn Companies, which supply gas to households, as
well as to industrial and wholesale customers. &hestities are also responsible for operation,
maintenance and expansion of the distribution nékwBased on a decision of the President of the
Energy Regulatory Office, since mid-2007 the Gastiibiution Companies have had the status of
Distribution System Operators.

Until December 31st 2012, settlements with custemesing the services of the Gas Distribution
Companies were based on Tariffs for Gas Fuel Digtion Services, approved by the President of the
Energy Regulatory Office on June 30th 2011.

By virtue of a decision of January 9th 2012, thesitent of the Energy Regulatory Office approved a
change in the Tariff for Gas Fuel Distribution Sees for Pomorska Spotka Gazownictwa Sp. z o.0.
The change consisted in replacing the previous ¥eéfice group with two new groups: W-9A and
W-9B.

By virtue of a decision of March 16th 2012, thedrient of the Energy Regulatory Office approved a
change in the Tariff for Gas Fuel Distribution Seeg for Mazowiecka Spotka Gazownictwa Sp. z
0.0. The change extends the scope of the Tariffdode LNG regasification services.

By virtue of decisions of December 17th 2012, thresklent of the Energy Regulatory Office
approved new Tariffs for Gas Fuel Distribution Seeg for the Gas Distribution Companies; the
tariffs have been applied in settlements with custis since January 1st 2013.

On December 5th and 6th 2012, the President oEtiergy Regulatory Office approved the new
Distribution Grid Code for Distribution System Optars, which became effective as of January 1st
2013. The new Distribution Grid Code incorporatesterms of the new Transmission Grid Code.

1. Dolnagslaska Spotka Gazownictwa Sp. z 0.0.

Dolnacslaska Spotka Gazownictwa Sp. z 0.0. (Lower Silesias ®istribution Company, “DSG”)
supplies gas to customers in the Wroctaw provinee the Zielona Goéra / Gorzéw Wielkopolski
province, as well as in the Wolsztyn county of Bezna Province. The total volume of natural gas
transmitted by DSG over the distribution network2@812 was 1,038.6 mcm (measured as high-
methane gas equivalent), of which high-methane gad nitrogen-rich gas accounted for
approximately 719.6 mcm and 319.0 mcm, respectivighe company provides services to ca. 752.9
thousand customers. In 2012, DSG connected 8.2&mounew customers to the gas network.

In 2012, the company continued replacement of icastpiping across its distribution network. Cast-
iron pipelines are found in suburban areas whesg #re used to supply gas to a small number of
customers. The company replaced low-pressure ast-gas pipelines in Walbrzych (ul.
Niepodlegidci, Burczykowskich and Beskidzka), Jawor (ul. 1-faja) and Bolestawiec (ul.
Matejki).

Other work carried out by DSG involved extensiom anodernisation of the gas network. Major
projects carried out in 2012 included:
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Modernisation of approximately 5 km of an internadipressure gas pipeline fromdek Zdrgj

to StronieSlaskie; the project was designed to eliminate leakaig¢he existing gas network; the
project was completed,;

Continued construction work under stage | of gatwok roll-out to Diugot¢ka, as well as
Domaszczyn, Kamie and Szczodre in the Diuglh commune; the project consists in
construction of a medium pressure gas pipelineaaptessure reduction station; in 2012, the gas
pipeline was completed and gas supply to customvass launched along the section from the
Mirkéw gas station to the Shell service stationDiugoigka, and along the section from the
intersection of ul. Stoneczna and Robotnicza téalna in Dlugatka, and construction work was
performed along the section from the Shell serste¢ion to the intersection of ul. Stoneczna and
Robotnicza in Diugaka; the construction of the gas pipeline is planteedde completed and the
network is expected to be launched in Q1 2013;

Construction of a pressure reduction station inMiinrgkinia commune; the project was completed,;
Continued work under stage | of gas network rol#ouMieroszéw using the LNG technology; in
2012, the construction of an LNG regasificationnplgressure reduction station and medium
pressure mains was completed, including a senvige f a major customer; the project was
completed,;

Gas network roll-out to Radomierzyce and Biestraykd the Siechnice commune, as well as
Suchy Dwoér, Mdidéw, Zérawina and Wojkowice in th&érawina commune; in 2012, design
work continued in respect of the main gas pipeinthese locations; during construction, the gas
pipeline had to be rerouted,;

Gas network roll-out to Jerzmanowo and Jarnoftosidential estates in Wroctaw; in 2012,
design documentation for stage | of the project prapared;

Gas network roll-out to Pszenno in theidnica commune; in 2012, design documentation was
prepared.

In 2012, the company worked on several projectciviere co-financed from EU funds under the
Infrastructure and Environment Operational Programamd the Province of Wroctaw Regional
Operational Programme, i.e.:

Connection of the villages ofeBow and Zajczkéw in the ObornikBlaskie commune to the gas
supply system; the project involves construction roédium-pressure gas pipelines with
connections; in 2012, project design documents weatted for the pipelines construction;
Connection of the village of Krzeszéw in the KanmiarGéra commune to the gas supply system;
the project involves construction of medium-pressgas pipelines with connections; in 2012,
construction of the gas network and first gas conoes were completed;

Distribution network roll-out in selected locatiomsthe Strzelin and VWizéw communes, Strzelin
county; the project involves construction of higlegsure and medium-pressure gas pipelines
with connections, two pressure reduction statiassyell as a connection and governor reduction
station for a key customer; in 2012, design documesere drafted for stages |, Il, Ill, IV and VI
of the project and work on drafting design docureelior the high-pressure gas pipeline was
continued (stage V);

Modernisation and technical upgrade of intermeepaéssure gas pipeline in ul. Sportowa and ul.
Armii Krajowej in Zarow;

Modernisation and technical upgrade of the gas omtwn ul. Zlotoryjska, ul. Mikotaja Reja and
ul. Wiadystawa Grabskiego in Legnica;

Modernisation and technical upgrade of the gas atw Lubin (ul. Gajowa, ul. Ptasia and ul.
Wrzosowa);

Modernisation and technical upgrade of the gas owtwin the Polanka housing estate, in
Polkowice;

Modernisation and technical upgrade of the gas ortim ul. Kolejowa inSwidnica;

Modernisation and technical upgrade of criticatiees of the gas network in Wroctaw;
Development of gas infrastructure in ul. Bystrzycks Noworudzka and ulSwidnicka in
Watbrzych;
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« Development of gas infrastructure in ul. Spétdzeali Jaworzyn&laska.

Company’s highlights

Unit 2012 2011
Revenue PLNm 368 356
Net profit PLNm 66 45
Equity PLNmM 1,201 1,157
Total assets PLNm 1,396 1,373
Length of network, excl. connections km 7,976.7 7,809.0
Workforce as at December 31 persons 1,299 1,424

In 2013, the company will continue to connect te tias supply system the villages of Diued
Domaszczyn, Kamieand Szczodre in the Diugla commune, as well ag@dw and Zajczkdw in

the ObornikiSlaskie commune. The company will also continue thegiework to connect to the gas
network the villages of Strzelin, Kuréw, Witowicendh Wiazéw in the Strzelin commune,
Radomierzyce and Biestrzykéw in the Siechnice comenuBSuchy Dwor, Mdiéw, Zérawina and
Wojkowice in theZoérawina commune, Pszenno in theidnica commune, as well as the Jerzmanowo
and Jarnottéw housing estates in Wroctaw.

In the area covered by the DSG network, a numbetledr gas sellers and distributors are intengifyin
their activities. In future, they may take over ttmmpany’s existing or prospective customers (both
industrial customers and households). There ametlkey competitors in the region: G.EN. Gaz
Energia S.A., EWE Energia sp. z 0.0. and Grupa DISON

2. Gornglaska Spoétka Gazownictwa Sp. z 0.0.

Gorndglaska Spotka Gazownictwa Sp. z 0.0. (Upper Silesias Gistribution Company, “GSG”)
supplies gas to customers in the Katowice and Opodeinces, in 41 communes of the Krakéw
province, in 5 communes of the tdg@rovince and in 3 communes of the Kielce proviritserves
approximately 1.3 million customers. The total vokiof gas transmitted by GSG Sp. z 0.0. over the
distribution network in 2012 was 1,812.2 mcm.

In 2012, GSG connected 7.1 thousand new custoradigetnetwork. The company also worked on
upgrading the gas network, and continued the naled the grid in areas west of €&tochowa. Major
projects carried out in 2012 included:

* Completion of reconstruction of the high-pressuas gipeline from Zdzieszowice to Twofize
(section from Wielowigto
Twordg); the technical acceptance of the projest en completed and gas has been injected
into the pipeline;

* Reconstruction of the medium-pressure gas pipdliom ul. Obraicow Poczty Gdaskiej in
Zawiercie to ul. Niepodlegkei in Pokba; in 2012, leakage testing was performed angtbject
was prepared for technical acceptance;

* Reconstruction of the low-pressure gas pipelinehwibnnections in the town of Bytom-
Szombierki (Puszkina, Rostowskiego, Ak, Baltycka, Tatra@ska, Matachowskiego, Dywizji
Kosciuszkowskiej and Podhailska streets); the project was started and compiet2d12;

* Reconstruction of the low-pressure gas pipelinehwibnnections in the town of Bytom
(Przemystowa, Sktadowa, Siemieradzkiego, Pilot@wijrki i Wigory, Staszica, Orzeszkowej,
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Zygmunta Starego, Mliwca, Malczewskiego, Rejtana, Rajska, Obozowa, dRubza and
Pionieréw streets); the project was started andoteted in 2012;

e  Start of construction of a medium-pressure gaslipgén the town of Chmielowice (ul. Lipowa),
and in Wo¢jtowa Wig (ul. Wasylewskiego, ul. Kwoczka and ul. Prészkosyskin 2012, the
construction of the gas pipeline in Chmielowice aedign work for the gas pipeline in Wojtowa
Wies were completed;

» Construction of a gas distribution pipeline witlt@nection to the measurement station for the
CHP complex in Bielsko Biata (ul. Tuwima); the profj was started and completed in 2012;

» Start of construction of medium-pressure pipelwéh a connection in Rybnik (ul. Gérélaska,
ul. Orzechowa, ul. Janasa, Slmia’fego, ul. Rymera and ul Modrzewiowa);

» Start of construction of medium-pressure gas pigslin Rybnik (ul. Boguszowicka, ul. Pochyta
and ul. Jaminowa);

» Drafting of design documents for a gas connectiahi¢ Katowice CHP plant;

» Upgrade, using the Compact Pipe method, of furtieetions of the decommissioned coke-oven
gas pipeline in the Katowice province. in 2012, seations (9.5km and 9.8km) were upgraded.

GSG Sp. z 0.0. also executed two projects co-fiedneith EU funds under the Infrastructure and
Environment Operational Programme:

* roll-out of the distribution network in the muniaities and communes of Blachownia, Herby,
Wreczyca Wielka, Klobuck, Opatow and Krzepice; thejgcb involves construction of (i) an
approximately 18 km high-pressure gas pipeline fi@lachownia to Ktobuck, with a pressure
reduction station, (ii) high- and medium-pressues gipelines and two pressure reduction
stations for the towns of Herby and Blachownia, @éinda 52 km medium-pressure gas pipeline
serving Weczyca Wielka and Klobuck; in 2012, design work @mmtd and building permits
were obtained for projects in Krzepice, Blachowama other municipalities;

- roll-out of the distribution network in the Kompfatice and Bbrowa communes; the project
involves construction of 62 km of medium-pressuae gipelines which are planned to be placed
in service in 2012-2013; approximately 64% of gasvork was completed in 2012.

Company’s highlights

Unit 2012 2011
Revenue PLNm 621 609
Net profit PLNmM 84 102
Equity PLNm 1,655 1,620
Total assets PLNmM 1,944 1,893
Length of network, excl. connections km 21,218.0 20,960.9
Workforce as at December 31 persons 2,583 2,631

In 2013, the company will continue the roll-outtbe gas distribution system in the communes of
Komprachcice, Bbrowa, Herby, Blachownia, Wezyca Wielka, Ktobuck, Opatéw and Krzepice. The
company will continue the preparation of design woentation for connection of the
Elektrocieptownia Katowice CHP plant to the gadribsition network; once connected, the plant will
be the company's largest customer. In the comirgsyesSG will continue the roll-out of the gas
distribution network in areas to the west ofe€lachowa and in the Opole region, as well as the
construction and modernisation of high-pressurevoiids delivering gas to power generation units.

The ongoing deregulation of the gas market promitedcompany's peers to refocus their business

away from gas distribution to gas fuel trade. EWtefgia Sp. z 0.0. and its subsidiaries operate in
northern parts of the GSG coverage area, provigasgdistribution and trading services.
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3. Karpacka Spotka Gazownictwa Sp. z 0.0.

The operations of Karpacka Spotka Gazownictwa Smpoz (Carpathian Gas Distribution Company,
"KSG") cover the area of four provinces in soutBteen Poland, namely the provinces of Krakow,
Rzeszéw, Kielce and Lublin. The company's operadig@ is crossed by one of the main gas pipelines
of the Polish transmission system, fed with botpanted and domestically-produced natural gas. The
company serves ca. 1.5m customers. The total vobfrgas transmitted by KSG over the distribution
network in 2012 was 1,999.8 mcm.

In 2012, KSG connected 26.3 thousand new custotodte network. The company also worked on
upgrading its gas distribution networks to enhaheesecurity of network operation, and implemented
network extension projects. The key projects is #rea included:

» Completion of reconstruction of a 6.6 km mediumsgrge gas pipeline from ul. Pitsudskiego to
the Biegonice district in Nowyg8z;

e Continued design work related to the upgrade oflaké high-pressure gas pipeline from
Sandomierz to Ostrowiekwictokrzyski; the project completion date was resclestitor 2016:

» Continued design work related to the upgrade of k8 high-pressure gas pipeline from Parszéw
to Kielce; the project is scheduled for completio2015;

* Continued reconstruction of a 20.2 km high-pressyae pipeline from Warzyce to Gorlice
(stages IV and V in the Skotyszyn and Jasto commyna 2012, construction and assembly
work was carried out on Section | in the Skotyseggmmune and Section Il in the Jasto commune
(a 13.7 km section of the high-pressure gas pipeliias completed), and design work was
performed on Section Il covering the town of Jasto

» Continued work on reconstruction of a 12.2 km highssure gas pipeline from Tuszyma to
Mielec; construction and assembly work was compl@te2012;

» Design work related to the upgrade of a 20.8 knhipigessure gas pipeline from Lubienia to
Parszéw; the project is scheduled for completiop0h6;

* Continued design work related to the upgrade of0& km high-pressure gas pipeline from
Krzeszowice to Alwernia; the project is scheduleddompletion by the end of 2015;

» Continued design work related to the upgrade ofkenthigh-pressure gas pipeline from Mojcza
to Mastow; the project is scheduled for completdthe end of 2014,

* Roll-out of the gas distribution network in the Zawnica commune; the project comprises
construction of a 13.5 km high-pressure gas pipeliith a pressure reduction station, and a 51
km medium-pressure gas pipeline network with conoes; in 2012, the company withdrew its
application for EU funding for the project due tdfidulties with securing all the required
approvals and permits by the specified deadlineptioject was postponed until after completion
of the design documentation;

» Continued design work related to the constructiba 2.2 km intermediate pressure gas pipeline
from Glusk to Bychawa as part of the distributicgtwork roll-out in the Bychawa region; the
project is scheduled for completion by the endQf&

» Design work related to the construction of an 816iktermediate pressure gas pipeline as part of
the duplex supply for the city of Mielec; the prdjés scheduled for completion by the end of
2015.

KSG Sp. z o0.0. also executed projects cofinancedch fEU funds under the Infrastructure and
Environment Operational Programme:

e continued distribution network roll-out in the Winda area; the project comprises construction
of a 57.6 km high-pressure gas pipeline from Kama Wlodawa, with an approximately 18.5
km medium-pressure gas network and three presedretion stations; the project is scheduled
for completion in 2015; in 2012, design work wasnpteted and the construction of high- and
medium-pressure gas pipelines with auxiliary infiasgure (stage I, Il and 1ll) commenced; also,
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the company continued design work relating to st&ef the project, including a distribution
network in the region of Wiodawa, Wola Uhruskapktaand Ruda Huta;

» continued design work for the planned roll-out fnd gas distribution system in the Wioszczowa
and Matogoszcz communes; the project comprisestremti®n of a 43.3 km high-pressure gas
pipeline with pressure reduction stations, and &rhlmedium-pressure gas pipeline with eight
gas governor stations; the project is scheduleddorpletion in 2015;

» continued design work for the planned roll-out o gas distribution network to industrial and
municipal customers and households in theoBly and Sitkbwka-Nowiny communes; the
project comprises construction of a 4.5 km highspuge gas pipeline with a pressure reduction
station, and a 67.2 km medium-pressure gas pipah@ork with connections and gas governor
stations; the project is scheduled for completiv@015; in 2012, construction work in stage | one
of the project commenced.

Company’s highlights

Unit 2012 2011
Revenue PLNm 795 776
Net profit PLNm 164 154
Equity PLNm 2,458 2,370
Total assets PLNm 2,913 2,846
Length of network, excl. connections km 45,397.3 45,004.6
Workforce as at December 31 persons 3,207 3,320

In 2013, KSG intends to continue design, constomcéind assembly work related to the roll-out of the
gas distribution network in the Wiodawa region, @leciny and Sitkdwka-Nowiny communes and
the Wioszczowa and Matogoszcz communes. Also, eingpany will continue design work related to
the upgrade of the pipelines linking Sandomierhv@strowiecSwictokrzyski, Parszéw with Kielce,
Lubienia with Parszéw, Krzeszowice with Alwerniada®@tusk with Bychawa.

In terms of network infrastructure, KSG enjoys asiderable advantage over potential competitors in
the area of traditional distribution of natural ghwever, its peers are beginning to distribute ga
fuel with the use of the LNG technology. The mar&etry barriers are significantly lower, as entry
into the LNG segment requires much less capitatedjpure. LNG suppliers do not need to incur high
expenditure to relocate operations to another ggitcal area. Global trends suggest that the siiare
LNG in the natural gas market will grow, with tresulting intensification of competition.

4. Mazowiecka Spoétka Gazownictwa Group

Mazowiecka Spoétka Gazownictwa Sp. z 0.0. (Mazowas Distribution Company, "MSG") supplies
gas to customers in the provinces of Warsaw,zt#ad Biatystok, as well as in certain parts of the
provinces of Lublin, Olsztyn and Kielce. In 2012SK Sp. z o.0. transmitted 2,117.0 mcm of gas
over the distribution system. Through the managetiork gas pipelines and gas stations, the
company supplies gas to ca. 1.5m customers.

In 2012, the company conducted projects relatethéooperation, extension and upgrade of its gas

network. MSG connected ca. 24.2 thousand new cestoto the gas network. Major projects carried
out in 2012 included:
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Continued construction of the Btonie commune sectibthe medium-pressure gas pipeline from
Kopytdéw to Pass; the project is designed to sega® supplies to customers in the Btonie
commune and to increase the volume of gas fuetcteltl by the largest industrial customer in the
area, i.e. the Bfonie-Pass Strefa Przemystowa pergdon plant; in 2012, the design
documentation for the reconstruction of gas conoestwas prepared and the connections
switched to the newly built pipeline; the projeottpletion was postponed until 2013

Completion of the construction of a pressure radoctation in Kutno

Continued construction of a pressure reductionostan Klek-Kietmina in the Strykdw commune
Continued of design work for the project providifty connecting the Brwinéw and Pruszkéw
municipalities to the gas network, including thensiouction of medium-pressure gas pipeline
with a length of ca. 6.8 km; project completioscheduled for 2014

Construction of a medium-pressure gas-pipeline ardéw at ul. Zdziarska, along the eastern
bank of Kanat Markowski, and at ul. Wyszkowska ahdChudoby along the northern bank of
Kanat Markowski; in 2012, optional routes were a&grdor the pipeline being designed and
preparation of the pipeline feasibility study wasler way

Upgrade of a 15 km high-pressure gas pipeline fRigirkdw Trybunalski to the Warta river
(stage I: Piotrkéw); construction work commence@®i2

Upgrade of the tad Ring, including the upgrade of the high-pressuas gipeline from ul.
Konstantyna to Meszcze; the project involves aeseof tasks whose execution will enable the
technical condition of the gas network to be immanmhe project provides for the reconstruction
of ca. 52 km of gas pipelines, overhaul and upgiadiork on gas stations on the gas pipelines of
the L6éd: Ring and the construction of high-pressure regqudatation; the execution of individual
stages of the project is scheduled until 2018; @122 concept work on project execution
commenced and tender procedure for certain tasksniated

Connection of Chrgne, Postoliska, Jataia taka, Fiukaly, Zalesie and Mokra Wi¢o the gas
network; the project provides for the constructidnimedium-pressure gas pipelines with a length
of ca. 19.35 km and 214 connections; in 2012, tbastuction of the pipelines and 51
connections was completed.

In 2012, MSG Sp. z 0.0. was also engaged in exatuif projects for which EU co-financing
agreements had been signed, including:

“Installation of additional gas lines in the commagnof Pramow, Tarczyn, Gora Kalwaria and
Zabia Wola — stage I”; the project involves condingsabout 100 km of medium-pressure gas
pipeline and about 1,400 of gas service lines in12P014; in 2012, 5.5 km of gas pipeline along
with gas service lines were placed in service itabdw (Praméw commune); in August 2012,
the agreement for EU co-financing of the projecsv@rminated, some of the reasons being
difficulties encountered in timely preparation bétengineering design documentation and lack of
capacity reserve in the high-pressure gas pipélteeen gkocin (Warsaw) and Lubienia, which
is the potential way for feeding the gas lines p&hto be constructed as part of the project; any
further work on the project will depend on resuifsthe analyses which are currently being
carried out concerning the possibility to implemselected parts of the project

“Construction of a medium-pressure gas pipelinethia villages of Kietmina, J6zefow and
Zelgoszcz, to provide gas supplies to investmeetsrin the Strykbw commune”; in 2012
construction work was conducted; completion of tmasion work, technical acceptance and
financial settlement of the project are scheduted2013

“Alteration of the gas pipeline in ul. Biefyskiego in £6d”; construction work was completed in
Q4 2012; technical acceptance and financial sedtterof the project are scheduled for 2013
“Alteration of the gas lines in Rawa Mazowieckaoirder to improve security of supply for gas
customers within the borders of the town and intthez Special Economic Zone”; construction
work was completed in Q4 2012; technical acceptamckfinancial settlement of the project are
scheduled for 2013

“Providing access to natural gas in the town oiv&ki based on the LNG technology”; the
project involves construction of an LNG re-gasifica station, a 23 km medium-pressure gas
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pipeline with service lines and a pressure redacsi@ation; construction work is scheduled for
2012-2014; in 2012, a building permit was obtaiaad a contractor was selected to perform the
construction work on the pressure reduction stasibnl. Nowomiejska; also, design work was
carried out on further sections of the medium-presgas pipeline network and the LNG re-
gasification station; construction of the gas netiwoegan and about 2.3 km of gas lines were
installed

* “Development of the gas distribution system in Biatystok urban area”; the purpose of the
project is to improve accessibility of mains gagha town of Biatystok and in the neighbouring
communes of Choroszcz, Wasilkéw, Suprand Juchnowiec Kaielny; the project involves,
among other things: extension of the high-pressgas station in Lewickie along with
construction of 9.3 km of an intermediate-presgag pipeline to enable the supply of gas to the
municipal CHP plant, extension of the high-presgae station in Grabowka and construction of
18 km of new gas distribution lines; in 2012 comstion and assembly work was conducted in
the pressure reduction station in Lewickie, worlswwampleted on extension of the high-pressure
gas station in Grabdwka (including on alteratiortref medium-pressure gas pipeline); extension
of medium-pressure gas pipelines in the town ofiBtak and the communes of Sufira
Choroszcz, Juchnowiec Kadelny and Wasilkbw was substantially completed;past of the
project, 9.2 km of gas networks and 269 gas setwies were constructed by the end of 2012

» ‘“Installation of gas lines in the town of Stanistawalong with improvement of accessibility of
mains gas in Misk Mazowiecki’; the project involves constructiof about 20 km of
intermediate-pressure gas pipeline starting from éxit point on transmission network in
Rojkow, construction of about 20 km of intermediptessure and medium-pressure gas lines in
Stanistawéw and construction of three new high- amédium-pressure gas stations;
implementation of this project will also guaranie®roved mains gas accessibility and greater
security of gas supply for customers inilsk Mazowiecki, owing to duplex supply source fag th
town.

In its financial statements, MSG consolidates RlewPark Sp. z 0.0., a company established to
construct a building that will accommodate MSG'§agfs as well as residential units and office and
commercial space for sale.

Group’s highlights

Unit 2012 2011
Revenue PLNm 757 717
Net profit PLNmM 123 101
Equity PLNmM 2,325 2,260
Total assets PLNmM 3,100 2,937
Length of network, excl. connections km 19,651.3 19,208.0
Workforce as at December 31 persons 2,670 2,912

In 2013, MSG Sp. z o.0. will continue to executej@cts for which it obtained EU funding. The
company also plans to continue the constructiothefgas station in Kk-Kietmina in the Strykow
commune, roll-out of the gas distribution netwotks the Brwinédw and Pruszkéw communes,
upgrading of the high-pressure gas pipelines fogrtie southern part of the tbdng, along with the
pipeline running in the direction of Piotrkdw Tryimiski, as well as to commence construction of
selected high-pressure reduction and measurematibr& enabling increased supplies to the
company’s pipelines from the Warsaw ring. The comypantends to perform planning and
documentation work related to construction of thghtpressure gas pipeline from Kozienice to
Radom and connection of the gas network to thesitrgas pipeline system in Zambrow, as well as to
develop a method for improving gas supplies inaifea of O/ZG L6é# operations.
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5. Pomorska Spotka Gazownictwa Sp. z 0.0.

The geographical reach of Pomorska Spétka Gazowai¢Pomeranian Gas Distribution Company,
“PSG”) covers the provinces of Gtk and Bydgoszcz, a part of the province of Olsztyo
communes (Stawno and Postomino) in the provinceSpézecin and the Wieczfnia Kaelna
commune in the province of Warsaw. The area covesethe company’s operations poses certain
geographical challenges to installation of gas Bufwpes (a large number of lakes and woods). The
percentage of households and businesses connedR&i3's gas network is approximately 41%. The
total volume of gas transmitted by PSG over thérilligion network in 2012 was 1,176 mcm. The
company provides its services to ca. 745.4 thousastbmers.

In 2012 PSGworked on extension and modernisation of the gawark. PSG connected ca. 7.6
thousand new customers to the gas distributioner&tvivajor projects in this area included:

» Completion of construction (stage 2) of a high-ptes pipeline as part of project “Duplex Supply
for the City of Toru”; the project was designed to ensure gas supfiidse city of Tora, to
industrial customers, to the municipality of Lysamiand commune of Wielka Nieszawka, and to
the Pomeranian Special Economic Zone;

» Continued roll-out of the distribution network teetvillages of Jonkowo, Warkaly and Giedajty;
construction of the pipeline delivering gas to tillages has been completed; the project is at the
stage of contract execution; the project is screstlfdr completion in 2016;

» Distribution network roll-out to Mata WieGowinska and Wielka Wie Gowinska; the project
involves construction of medium-pressure gas piesliand connections with a total length of ca.
26.9km; design work was conducted in 2012;

» Connection of Sonacddice Sp. z 0.0.; the customer’s ultimate gas copsiam will be ca. 8.2m
m° annually; agreement for the construction work eecuted in 2012;

* Connection of Proszkownia Mleka Sp. z 0.0. of Ridv Kujawski; in 2012 the project was
completed in the Radziejow area and design work peaormed for construction of a medium-
pressure gas pipeline from Radziejow to Piotrkéwjauski, with connection and pressure
reduction station for Proszkownia Mleka Sp. z 0.0..

PSG has also worked on network roll-out projectsaw areas, which received EU co-financing under
the Infrastructure and Environment Operational Rxogne:

* Continued construction of a high-pressure gas métvwemnnecting Szczytno, Miynowo and
Mutawki near Ketrzyn and distribution network roll-out in the comnes; in 2012, project design
documents were drafted for the high-pressure gaslipe from Rybno to Miynowo, the high-
pressure gas pipeline from Mtynowo to Mutawki amdgsure reduction and metering stations in
Mikotajki and Mutawki near Ktrzyn; construction work was completed on the Ipgbssure gas
pipeline from Szczytno to Rybno (first stage), thedium-pressure gas pipeline in Barciany and
the medium-pressure gas pipeline #opy-Samulewo;

» Continued construction of the south-eastern gaplgdipr the city of Gdask, and the distribution
network roll-out in Wilinka and Wyspa Sobieszewska; in 2012, the project®lving
construction of a high-pressure gas pipeline frominkk to Gdask, construction of a high-
pressure gas station for the city of Gsla and construction of a high-pressure gas stdtion
Grupa LOTOS S.A. were completed and the stratagstomer Grupa Lotos S.A. was connected,
the design work for the first stage of the disttitw network roll-out in Wyspa Sobieszewska was
completed and construction of a gas network foffitisestage of the distribution network roll-out
in Wislinka was completed;

» Continued construction of the DN 300 high-pressgass network connecting Brodnica, Nowe
Miasto Lubawskie and Mawa, and the distributiontwak roll-out; the project involves
construction of high-pressure gas pipelines frorodBica to Nowe Miasto Lubawskie with a
pressure reduction and metering station and fromveNigliasto Lubawskie to ltawa and medium-
pressure gas pipelines in Nowe Miasto Lubawskiekamdetniki; in 2012, work continued on the
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design and cost estimate documentation for the-pighsure gas pipeline from Brodnica to Nowe
Miasto Lubawskie with a pressure reduction and rivdestation in Kurgtnik and for the
medium-pressure gas pipelines in Nowe Miasto Lukansnd Kurztniki; work on the design of
the high-pressure gas pipeline from Nowe Miastoadwskie to lfawa commenced,

Continued work on the project “Natural gas — endayyfuture generations, distribution network
roll-out in the Osiek and Rypin communes”; the pobjinvolves construction of a medium-
pressure gas pipeline, with a total length of dakn® running through the Osiek and Rypin
communes; in 2012, design documentation was préare construction of the medium-pressure
gas pipeline connecting Brodnica, Osiek and Rypimmenced; design documentation was also
prepared for the pipelines delivering gas to Osiedt Rypin;

Connection of gas supply to the areas not yet eavby the gas distribution system in the county
of Kartuzy; the project involves construction ofr@edium-pressure gas pipeline, with a total
length of ca. 97.2km, running through the Chmieltrtuzy, Zukowo, Przodkowo and
Somonino communes; in 2012, work on design docuatiemt was conducted for construction of
the pressure reduction and metering station andntedium-pressure gas pipeline in Garcz,
construction of the medium-pressure gas pipelinenfKietpino to Mezowo and construction of
connections in the Chmielno and Przodkowo communes;

Continued work on the project “Natural gas — endayyfuture generations, distribution network
roll-out in the Dobrcz and Koronowo communes”; titeject involves construction of medium-
pressure and high-pressure gas pipelines with @tions and a pressure reduction and metering
station; in 2012, design work was conducted fortilg-pressure gas pipeline and the pressure
reduction and metering station in Trzeciewiec dm medium-pressure gas pipeline connecting
Trzeciewiec, Dobrcz and Koronowo;

Continued work on the project “Natural gas — endagyfuture generations, distribution network
roll-out in Lochowo, ochowice and Lisi Ogon in tBeate Blota commune”; the project involves
construction of medium-pressure and high-pressuss gipelines with connections and
construction of a pressure reduction and metetiatgps; in 2012, design work was continued for
the high-pressure gas pipeline from Zamt tochowo and the pressure reduction and metering
station in Lochowo; design work commenced for thedimm-pressure gas network in Lochowo
and tochowice and the medium-pressure gas netwonkexcting the Biale Blota commune,
Bydgoszcz and the Sicienko commune.

Company’s highlights

Unit 2012 2011
Revenue PLNm 439 425
Net profit PLNmM 85 76
Equity PLNmM 1,202 1,153
Total assets PLNmM 1,680 1,552
Length of network, excl. connections km 10,274.0 9,898.8
Workforce as at December 31 persons 1,702 1,768

In 2013, PSG Sp. z o.0. will continue work on petgefor which EU co-financing agreements were

signed. Further, the company plans to commencagiagork extension to Golub-DobnzyPrzysiek
and Rozgarty in the ZlawdaNielka commune, Kpino in the Wejherewo municipality, &yocin near

Torun, Ciele and Zielonka in the Biale Blota communee Tdompany also intends to roll-out gas
network in areas not yet connected to the gasildligion system and connect new customers to the

network in Naklo, Wysip, Paterek and Potulice.

A number of other gas distribution and trading camps operate in the PSG coverage area, including

G.EN. GAZ ENERGIA S.A., US.EN.EKO, KRI S.A., ENERGEKO-INWEST Sp. z o.0., P.L.

Energia S.A.
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6. Wielkopolska Spoétka Gazownictwa Sp. z 0.0.

Wielkopolska Spoétka Gazownictwa Sp. z 0.0. (Gre&eland Gas Distribution Company, "WSG")
manages a gas distribution network covering theipces of Poznaand Szczecin, several communes
in the provinces of Zielona Géra / Gorzow Wielkapa) Lodz and Wroctaw, as well as one commune
in the province of Gdesk. The percentage of households and businesseected to WSG's gas
network is approximately 43.9% (ca. 74% in towres, 4% in large urban areas, ca. 28% in mixed
urban and rural areas, and ca. 18% in typical aneds).

The total volume of gas transmitted by WSG overdisgribution network in 2011 was 1,570.2 mcm
(measured as high-methane gas equivalent), ingucin 1,367.1 mcm of high-methane gas, 112.6
mcm of nitrogen-rich (Lw) gas and ca. 90.5 mcm ivfogen-rich (Ls) gas. At the end of 2012, the
total number of customers served by the company9&2é9 thousand.

In 2012, the company conducted projects relatethéooperation, extension and upgrade of its gas
network. Also, WSG connected ca. 7.3 thousand ngstomers to the gas network. Major projects
carried out in 2012 included:

« Completion of switching gas supply systems in th@dian-Smigiel distribution area, including
gas supply to the ETEX economic zone;

* Completion of the extension of the medium-presgaenetwork in Kkolewo in the municipality
of Osieczna;

+  Completion of construction of a pressure reducsi@tion inZukowice;

» Completion of construction of a high-pressure presseduction station in Polkowice;

» Completion of construction of a pressure reducsi@ation in Golenidw;

» Connection of the Wloszakowice, Lipno and Prgeeommunes to the gas network; in 2012,
design work was performed for the medium-pressasengtwork from Wioszakowice to Grotnik;

» Construction of the high-pressure gas network Malamuliszkéw-Konin Rumin; the project is
designed to increase the security of gas supmig¢be Konin distribution area and connect the
Tuliszkbw and Rychwat municipalities, and MalanéwdaGrodziec communes to the gas
network; in 2012 the design work was under way,manstruction work on the high-pressure
network will be conducted in 2014-2016;

* Construction of a system connector between the-pighsure transmission and distribution
network in the vicinity of Stare Babice near Ko#zalthe project is designed to increase
transmission capabilities in the northern part lné tompany's operating area; in 2012, the
selection procedure was under way for the desigmesonstruction of the high-pressure gas
pipeline connecting the transmission system exintpwith the Stare Babice Node of the
distribution system; main construction work is stiled for 2014-2015;

» Connection of the Dobiegniew municipality to thes gnetwork; in 2012 the designer was selected
for the first stage of network extension (the Stedrajerskie-Liche sector with connections in
Lichen) and the second stage (the LigHatugie-Lugi-Dobiegniew-Bierzwik-Miergcin sector);
main construction work is scheduled for 2014-2016;

* Increase in the throughput capacity of the transimissystem exit point in Golenidw; in 2012 the
construction work was performed on a high-pressatriction station together with the high-
pressure entry system and medium-pressure exd@rayst

» Upgrade of the medium-pressure gas network in $atzom the bridge on the Regalica river
to ul. Granitowa,; the project is completed,

* Upgrade of the low-pressure gas network in the jRraydistrict in Pozna; to be continued in
2013;

» Upgrade of the medium-pressure gas network in ahgdrowa in Pozmato be continued in
2013.

WSG also pursued four distribution network roll-quibjects which received EU co-financing under
the Infrastructure and Environment Operational Rxogne:
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» construction of low-pressure and medium-pressusepgzelines with connections, and a governor
station in Sycow, county of Qlrica; the project will create conditions condudivadevelopment
of business activity and residential constructiorSiycow; in 2012 the project was completed, a
total of 7.6km of gas network was constructed &l Gistomers were connected,;

» provision of natural gas supply to entities op@&igin the northern part of the Petczyce commune;
in 2012 the project was completed, an approx. 21 .Aledium-pressure gas pipeline was built;

e provision of equal access to gas network in thez@@rWielkopolski county; the project involves
construction of an 11.6 km high-pressure gas pipefirom Mdciszki (Witnica commune) to
Osiedle Warniki (Kostrzyn n. Ogrcommune), and construction of a 13.2 km mediunssare
gas pipeline with connections in the village oftBzain 2012, construction work was carried out
on the high-pressure gas pipeline from s®lezki (Witnica commune) to Osiedle Warniki
(Kostrzyn n. Ods commune), and design work was performed on theumegressure pipeline;

» construction of a medium-pressure gas network énciastal strip, within the Darlowo, Mielno
and Dziwnéw communes; the project comprises th@aponents, i.e. construction of a gas
pipeline from Dziwnéw to Midzywodzie, construction of a gas pipeline from Dax, through
Rusko, Porzecze andabki to Bobolin, and construction of a gas pipeliram Unigicie to Lazy;
in 2012, all necessary building permits were oladin

Company’s highlights

Unit 2012 2011
Revenue PLNm 604 589
Net profit PLNm 149 117
Equity PLNmM 1,920 1,830
Total assets PLNm 2,366 2,271
Length of network, excl. connections km 16,269.3 15,916.0
Workforce as at December 31 persons 1,794 1,810

In 2013, WSG Sp. z 0.0. will continue the roll-aiftthe gas distribution system in the communes of
Tuliszkéw, Malanéw, Rychwat, Grodziec, WitoszkowicBrzengt and Dobiegniew. It will also
continue to work on the projects which received E&financing under the Infrastructure and
Environment Operational Programme.

A number of other gas transmission, distributiod aading companies as well as heat production and
distribution operators trade in the WSG coveragaancluding: G.EN. GAZ ENERGIA S.A, Grupa
DUON S.A., EWE Energia Sp. z 0.0., ANCO Sp. z armd Avrio Media Sp. z 0.0. Any network roll-
out projects undertaken by the company’s compstitaay in future prevent gas network construction
in areas not served by WSG Sp. z 0.0. (overbui)ding

7. Risks

Direct competition

Liberalisation of the gas market contributes toemsification in competition faced by the Gas
Distribution Companies. Companies distributing raltgas progressively expand their gas networks
and attract new customers. Additionally, comparhase emerged which offer LNG distribution
services. The market entry barriers are definitedywer here, as LNG distribution involves
significantly lower capital expenditure and does meguire a connection to the gas system or adequat
reserve capacity to be maintained in the transonisand distribution networks. Another issue which
affects the Gas Distribution Companies’ competitp@sition is the tariff policy of the Energy
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Regulatory Office, which prevents the Gas DistilitnutCompanies from operating a flexible pricing
policy for their key customers. With the lack aéxlble pricing, the competitors' offerings may prov
to be an attractive alternative for the Gas Distitm Companies' customers.

Legislation

The long time required to prepare an investmenjeptas an important factor affecting the Gas
Distribution Companies’ operations. Complex prows of the Construction Law and regulations
governing implementation of investment projects as® the obligation to prepare extensive project
and legal documentation. The process is time-comgynbut indispensable for any investment
project.

Substitution
Easy and quick access to alternative energy soureeduel oil, LPG, hard coal, electricity or tiea
generated by central CHP plants, or local or conitpureat plants) may weaken the position of the

Gas Distribution Companies on the local energy etark

Sources of gas supply for MSG Sp. z 0.0.'s didtiobusystem

MSG Sp. z 0.0.'s distribution network is connedtethe transmission system operated by OGP GAZ-
SYSTEM S.A., which is its main source of gas sugmliThe geographical distribution of gas supply
sources and the topology of domestic transmissatwarks are unfavourable across a large portion of
the company's coverage area. A risk exists thakeserve transmission capacity will be available at
the points of entry into the company's distributeystem, which may inhibit the development of the
gas fuel market in most of the company's area efaifon.

Claims raised by property owners

More and more frequently, the Gas Distribution Camps face excessive financial claims raised by
owners of land plots where gas network was developehe past. Under applicable laws, the Gas
Distribution Companies do not hold a clear legdetio use the real estate — no transmission
easements have been established. Transmissionexdssenves as a basis for determining the scope
of the use of third-party property by a transmisstompany, for which a relevant consideration is du
to the owner. The owners’ claims give rise to adddl, frequently considerable, costs and thus may
adversely affect the financial performance of tlees Gistribution Companies.
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Section IX; Generation

In 2012, PGNIG TERMIKA SA (formerly Vattenfall He&oland SA) became a part of the PGNIG
Group. PGNIG SA acquired the assets of VattenfahtHPoland SA in January 2012, via its
subsidiary PGNiG SPV 1 Sp. z o.0. Following thecpasse of the Vattenfall assets and the related
extension of the PGNIG Group's business to incleidetricity and heat generation, a new business
segment (Generation) was established in the Grstipisture.

The core business of the segment is generatioreaf énd electricity. The segment's business also
includes execution of major natural gas-fired prtgen the power segment.

1. Segment’s operations

PGNIG TERMIKA SA is involved in the generation, glisution and sale of heat and electricity. The
company also serves as the Group's competencee chatrheat and electricity generation and
implementation of heat and power projects. The @my|s main revenue sources are sales of heat,
electricity, system services, and certificates rdrgy origin. The installed capacity of the company
generating assets is 4.8 GW of achieved thermakpawd 1 GW of achieved electrical power, which
satisfies approximately 75% of the heat demand hmn \Warsaw metropolitan market. PGNIG
TERMIKA SA is also a producer and supplier of hawadl the owner of heat sources and heat networks
in Pruszkow, Komorow and Piastow.

Heat and electricity are generated at the compaiy/|sroduction plants:
» Siekierki CHP Plant

» Zeraa CHP Plant

* Pruszkéw CHP Plant

* Kaweczyn Heating Plant

¢ Wola Heating Plant

* Regaty Heating Plant.

Licences

As at December 31st 2012, PGNIiG TERMIKA SA held dectricity trading licence valid until
January 31st 2015, as well as the following licengdid until December 31st 2025:

e production of heat

» transmission and distribution of heat

e production of electricity.

Tariffs

By its decision of May 30th 201, the Presidenthsf Energy Regulatory Office approved a tariff for
the sale of heat produced by PGNiG TERMIKA SA'segating units Zerax CHP, Siekierki CHP,
Pruszkéw CHP, Wola Heating Plant and Kawyn Heating Plant) and its distribution in the $2kow
area. The tariff is effective from July 1st 201heTcompany is also required to apply tariffs fa th
transmission of heat through the heating netwotkénfollowing areas:

e Marsa Park — tariff approved on November 14th 28d effective until March 31st 2013
« Annopol — tariff approved on April 2nd 2012 andeetive until June 30th 2013

e Marynarska — tariff approved on April 5th 2012 affixctive until June 30th 2013

e Chetmzynska — tariff approved on April 5th 2012 and effeetuntil June 30th 2013

« Jana Kazimierza — tariff approved on July 13th 284@ effective until July 31st 2013
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as well as for the production of heat at the Reddgting Plant and its transmission to the heating
network covering the Regaty residential estateri#f @pproved on October 31st 2012 and effective
until December 31st 2013.

Production

In 2012, the company produced 4,389.7 GWh of etsistr(90.5% of which was cogenerated with
heat) and 40,567.8 TJ of heat.

It also provided Network Constrained Generatiorvises under an agreement with PSE Operator
S.A. Pursuant to the agreement, the company mamtang-term plant margin and keeps a specific
number of generating units available, so as toamree limitations in the operation of power sources
in the national power system and ensure Warsawggrsecurity. PGNIG TERMIKA SA is required
to generate electricity whenever so instructed bg Transmission System Operator. In the
performance of the agreement, the company gene2a8@®8 GWh of electricity in 2012.

Sale

In 2012, PGNIG TERMIKA SA generated revenue of PL]Q75m, chiefly from sales of electricity
and heat to customers from outside the PGNIG Gr8afe of heat and electricity accounted for 50%
and 41% of the company'’s total revenue, respegtival 2012, the company sold 3,719.4 GWh of
electricity and 40,213.9 TJ of heat. Other revemas derived mostly from sales of certificates of
origin for electricity.

PGNIiG TERMIKA SA sold heat mainly to Dalkia WarszawS.A. (formerly Stoleczne
Przedsibiorstwo Energetyki Cieplnej S.A.), which purchas@ét® of the heat generated by the
company. In 2012, Dalkia Warszawa S.A. contract&d@N of PGNIG TERMIKA's heat generation
capacity. The balance of heat produced was solddal customers, mainly in Pruszkéw and the
surrounding areas.

PGNIG TERMIKA SA sold electricity chiefly to Vattéasll Energy Trading Sp. z 0.0. and PGNIG
Energia S.A., whose aggregate share in the compaajes of electricity was 93% in 2012. The
company also sold electricity to smaller customers.

In 2012, proprietary rights attached to the ceuifes of origin for electricity produced by
cogeneration (red certificates) and generated fimmwable sources (green certificates) were sold on
spot markets or as forward contracts. The salezedificates of origin for electricity was executed
chiefly through Polska Grupa Energetyczna S.A., ENEA., TAURON Polska Energia S.APKP
Energetyka S.A., ENERGA SA and PGNIiG Energia Sa&. well as during sessions on the Polish
Power Exchange.
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Company’s highlights

Entity 2012 2011
Revenue PLNm 1,957
Net profit PLNm -115
Equity PLNm 652
Total assets PLNm 4,345
Workforce as at December 31 persons 1,069

As part of the full integration of the Group’s pavemmpetences at PGNIiG Termika SA, in November
2012 PGNIG Termika SA took over from PGNIG Ener§ia the operational control over the CCGT
project in Stalowa Wola (449 MW of electrical poward 240 MW of thermal power). In 2012, the
general contractor for the Stalowa Wola unit wdscied, the project execution agreement was signed
and the credit facility agreements securing itguriiting were executed. The project is scheduled for
completion in 2015.

2. Planned activities

The sales of electricity, heat and certificatesongin will be the key revenue source for PGNIG
TERMIKA SA. The company plans to increase the potidm of energy by cogenerating electricity
and useful heat in cogeneration units. Taking icbdosideration the risk of rising prices of €O
emission allowances, the company will also striveliversify types of fuel used to fire its Warsaw-
based generating assets, gradually replacing atabas or renewable fuel (biomass).

In cooperation with Dalkia Warszawa S.A., the compwill seek ways to strengthen its position as
the leading heat supplier on the Warsaw and Prusnharkets, to expand the area covered by its heat
supplies from the municipal heating network, anddonect further users to its network.

The key customers for the electricity produced IBNFG TERMIKA SA's plants in 2013 will be
PGNIG Energia S.A. andlpiq Energy SE

In 2013, the management of electricity portfoli@@ommercial balancing for PGNiG TERMIKA SA
will be carried out by PGNIiG Energia S.A., whichnctudes dated power purchase contracts on the

Commodity Derivatives Market, for delivery in 20 BGNiG TERMIKA SA will also continue to sell
electricity on the Commodity Derivatives Marketdhgh the agency d&lpiq Energy SE.

3. Risks

More stringent gas and dust emission standards

In order to meet more stringent gas and dust eomsstandards expected to be implemented in 2016,
producers have to modernise their power and CHftpbnd may be forced to shut down a number of
generating units (with a total capacity 4,000-6,80e by 2020) where installation of expensive flue
gas treatment systems is not economically viableorder to meet the more stringent emission
standards, PGNiG TERMIKA SA has gradually been maiding its generating assets.
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Maintaining the share in the municipal heat market

Following extension of the Warsaw municipal wasteineration plant, the quantity of heat supplied
to the city's municipal network will increase. Asesult, PGNIG TERMIKA SA's share in total heat
supplies to the municipal network will change.

Maintaining the share in the municipal heat market

Following extension of the Warsaw municipal wasteirieration plant, the quantity of heat supplied
to the city's municipal network will increase. Asesult, PGNIG TERMIKA SA's share in total heat
supplies to the municipal network covering the Vaar@rea will fall from the current 98% to 95% in
2019.

Joint marketing efforts conducted with Dalkia Wansa S.A. and connecting further western districts
of Warsaw to the municipal heating network shoudghificantly reduce potential future decline in the
volume of energy produced at PGNiG TERMIKA SA's gi&ting plants. With a view to maintaining
its share in the municipal heat market, the compalag offers “green” heat generated in biomass-
fired units, continues to sell energy at competitvices, and takes advantage of the TPA ruleito ga
access to new end users.

Maintaining the share in the municipal heat market

Following extension of the Warsaw municipal wasteineration plant, the quantity of heat supplied
to the city's municipal network will increase. Asesult, PGNIG TERMIKA SA's share in total heat
supplies to the municipal network covering the Veararea will fall from the current 98% to 95% in
20109.
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Section X: Other Activities

The Other Activities segment provides services Iving the design and construction of infrastructure

for the extraction, storage and transport of hydroons. This segment also is also engaged in
manufacture and repair of machinery and equipn@nthie minerals extraction and power industries,

as well as catering and hospitality services. Thyserations are conducted mainly by the Group
companies other than PGNIG SA.

1. PGNIG Technologie S.A.

PGNIG Technologie S.A. delivers specialist congtoc and assembly services, including
construction of transmission and distribution piipes, field development, construction of crude oll
and natural gas production facilities, and recansion of underground gas storage facilities. The
company's range of services also comprises the faxetove of field equipment and rig components,
as well as manufacture and repair of equipmenth@icoal mining industry.

In 2012, PGNIG Technologie S.A. conducted work lavgy construction and assembly of gas
transmission pipelines, reconstruction of undergdogas storage facilities, and development of
hydrocarbon deposits. The company also manufactdiiithg equipment and repaired coal mining
equipment.

In 2012, PGNIG Technologie S.A. turned in revenfiePbN 367m, of which 58% was revenue
derived from sales to PGNiIG Group companies. The diesstomer for the company's services was
PGNIG SA. Revenue from the sale of services to &8I\ accounted for 47% of total revenue. Key
projects in 2012 included construction and asserablyigh-pressure gas pipelines, reconstruction of
natural gas storage facilities and development aifinal gas and crude oil deposits. The projects
included:

» construction of 53.85 km of DN300 high-pressureepiile between the Klodawa mixing plant
and the LMG oil and gas production facility; th@jecct has been completed

» construction of 37.8 km of DN200 high-pressure fi@ebetween the Szczyglice node and the
Zukowice and Polkowice pressure reduction and méeagpustations; the project has been
completed

» development of gas wells in the Pruchnik, Gora Rggka, Lubliniec and KGZ Mirocin fields,
and development of oil and gas wells in the BMBdfi¢he project has been completed

» development of the Rylowa-Rajsko field; the projeas been completed

» reconstruction of the Huséw gas production facilibe project has been completed

e construction of a gas compressor station for thékighaice gas production facility; the project
has been completed

» extension of the Kgian node; the project has been completed

» construction of a gas compressor station for theéith gas production facility.

In addition, the company began work on the follayorojects:

» construction of 53 km of DN300 high-pressure pipelbetween the Wierzbno terminal and the
Paprd@ gas production facility

» assembly of a new compressor at the Husow Undengr@as Storage Facility

e construction of a gas compressor station at th&adlgas production facility.

For related companies, PGNiG Technologie S.A. atsmufactured drilling equipment, including
surface pressure equipment, heads, casing headparaparts for production equipment.
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As part of projects for third-party customers, tlenpany was involved in construction of high- and
medium-pressure gas pipelines, sewage systemajgtima of equipment and spare parts for drilling
rigs and drillships, as well as repairs of coal imgnequipment. Projects executed for third-party
customers included:

» construction of a 175.2 km DN 700 high-pressure gg=line from Rembelszczyzna to
Gustorzyn for OGP GAZ-SYSTEM S.A;;

» construction of a 40 km DN80O high-pressure gaglpip from Rogaska Slatina to Podlog for
Plinovodi d.o.o (Slovenia); the project was comgiiet

e construction of a 22.4 high-pressure gas pipelinenfWiczlino to Kosakowo for OGP GAZ-
SYSTEM S.A;;

»  production of spare parts for drilling rigs andldhips for Aker Kvaerner MH AS (Norway);

» construction of a high-pressure gas network andeaspre reduction station for LOTOS S.A.'s
refinery;

» upgrade of the Hermanowice distribution and megenode for OGP GAZ-SYSTEM S.A,;

» construction of a sewage system in Chudéw for Rigbirstwo Gospodarki Komunalnej of
Przyszowice;

» assembly work on the DN1400 NEL pipeline in GermfonBONATTI S.p.A.

Company’s highlights

Unit 2012 2011
Revenue PLNm 367 409
Net profit (loss) PLNm -22 1
Equity PLNm 143 165
Total assets PLNm 292 294
Workforce as at December 31 persons 1,520 1,507

In 2013 and beyond, PGNIiG Technologie S.A. intetmdgrow its business in the existing market
segment, while seeking to ensure that its technieaburces and production potential deliver
maximum leverage. As part of its development ptar, company intends to become a provider of
complete design, construction and installation ises/for the oil and gas industry in Poland and
abroad. The largest project scheduled for 2018dsoh-going construction of the 175.2 km DN700
high-pressure pipeline from Rembelszczyzna to Gagtofor OGP GAZ-SYSTEM S.A.

The key projects to be executed in 2013 for PGNAGr$lude:
e continued construction of a DN300 high-pressurelpie between the Wierzbno terminal and
the Papré gas production facility;
» assembly of a new compressor at the Husow Undengr@as Storage Facility;
e construction of a gas compressor station at thé&dlgas production facility;
* production of christmas trees and casing heads.

The company intends to maintain its market positionthe area of manufacturing of drilling
equipment, including surface equipment for comwardl and unconventional deposits, drilling
platforms, and equipment for oil and gas productamilities.

In H2 2013, PGNIG Technologie S.A. is to be prisatl through equity offering on the Warsaw Stock
Exchange.
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2. INVESTGAS S.A.

INVESTGAS S.A. specialises in execution of hydrdoar storage and transport projects. It also
executes specialist and general construction pojdte company provides services covering the
entire investment process: from preparation, thinodgsign, construction and commissioning, to
operation of gas storage units in salt cavernsodimel types of facilities.

In 2012, INVESTGAS S.A. generated PLN 99m of taeenue. In 2012, revenue from services
performed for PGNIG SA accounted for 99% of INVESA%'s total revenue. Major projects carried
out for PGNIG SA in 2012 included work performedden long-term contracts. The continued
projects included:

» operation and construction of new caverns in thgiMo Underground Gas Storage Cavern;

» construction of the Kosakowo Underground Gas Sofagility;

« construction of a gas pipeline from KGZ #tan to KGHM Zukowice/Polkowice; the project is
completed.

In 2012, the company also continued preparatorykwor the construction of the Hermanowice-
Strachocina gas pipeline and commenced a contvasupervision of construction of a high-pressure
gas pipeline from Szczecin to Gak on behalf of OGP GAZ-SYSTEM S.A.

Company’s highlights

Unit 2012 2011
Revenue PLNm 99 142
Net profit PLNmM 4 9
Equity PLNm 42 40
Total assets PLNm 85 79
Headcount as at December 31 persons 118 114

In 2013 the company will perform long-term contsafdr operation, construction and extension of
undetrground gas storage facilities for PGNIG Skeparation of construction of the Hermanowice-
Strachocina gas pipeline and the supervision otthestruction of a high-pressure gas pipeline from
Szczecin to Gdask on behalf of OGP GAZ-SYSTEM S.A. The mergerha tompany with Operator
Systemu Magazynowania Sp. z 0.0. is planned foB201

3. BSIiPG Gazoprojekt S.A.

Biuro Studiow i Projektow Gazownictwa GazoprojekASspecializes in comprehensive design of
installations for gas production, storage, transiors and distribution, as well as of gas system
stations and switching stations. With a 75% edquntgrest, PGNIG SA is the majority shareholder in
the company. 25% of the BSiPG. Gazoprojekt shareshald by natural persons — the company's
employees. Gazoprojekt S.A.

In 2012, BSIPG. Gazoprojekt S.A. recorded revenu®ldN 51m. In 2012, revenue from services

performed for the PGNIG Group accounted for 64%sakoprojekt 's total revenue. Major projects

carried out for the Group included:

» general contractor services in construction oflti&@ km DN700 high-pressure gas pipeline from
Rembelszczyzna to Gustorzyn
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» preparation of preliminary and project design doentation for the 55 km DN300 high-pressure
gas pipeline from KRNiIGZ LMG to Papipthe project is completed

e preparation of the project design documentation D@stribution network roll-out in selected
locations of the Strzelin and Wiéw communes.

The company's services for third-party customectuded the continued preparation of the design
documentation of the Kosakowo underground gas geofacility and design supervision over project
execution for Control Process S.A.; and completbwork as general contractor on extension of the
Odolan6w node (Phase 0 — connection of the nodetivt DN1000 gas pipeline from Wierzchowice
to Odolanéow) for OGP GAZ-SYSTEM S.A.

Company’s highlights

Unit 2012 2011
Revenue PLNm 51 45
Net profit (loss) PLNm 1 5
Equity PLNm 34 38
Total assets PLNm 60 49
Workforce as at December 31 persons 241 243

In 2013, the company will operate as general cotiraon several projects, including construction of

a DN700 high-pressure gas pipeline from Rembelszezyo Gustorzyn for PGNiG Technologie S.A,;

and overhaul of the underground Vistula river cirggof the DN250 pipeline for Przegbiorstwo

Eksploatacji Ruroagéw Naftowych PRZYJAN S.A. The company also plans to prepare project

design documentation for:

« construction of a 64 km DN300 high-pressure ga®lpip from Polkowice t&Zary for OGP
GAZ-SYSTEM S.A,;

e construction of a 54 km DN700 high-pressure gaslpip Skoczéw-Komorowice-&iecim for
MGGP S.A.

» upgrading of the 20.74 km DN300 high-pressure gpslipe from Radlin to Raciborz for OGP
GAZ-SYSTEM S.A.

+ extension of the Jelenibw Compressor Station foP@AZ-SYSTEM S.A.

4. Geovita S.A.

Geovita S.A. offers accommodation and cateringisesvin Poland, through 11 own facilities and
three leased hotels. The company's facilities farnetwork of recreational, training and spa centres
They are located either at the sea coast, in moumt@as or in the central part of Poland. The
company offers its services to Polish and foreigstamers.

In 2012, Geovita S.A. reported total revenue of RI3xh, including nearly PLN 7.5m from sale of
hotel management services. The services were maiolyded to third-party customers. Revenues
from the services performed for this customer gracgounted for 71% of the company’s total
revenue.

77 of 102



DIRECTORS’ REPORT ON THE OPERATIONS OF THE PGNIGGR&P IN 2012

Company’s highlights

Unit 2012 2011
Revenue PLNm 43 36
Net profit (loss) PLNm 1 -1
Equity PLNm 79 78
Total assets PLNm 96 99
Workforce as at December 31 persons 346 349

In 2013, Geovita S.A. is to be sold.

5. Risks

Legislation

Administrative regulations and procedures relatedthte preparation of investment projects and
obtaining building permits, including in particulaegulations governing compliance with the
environmental requirements, may significantly dgdagject execution and expose the company to the
risk of cost overruns caused by potential delaysdntract performance, and to the risk of lower
revenues. The Public Procurement Law and otheldaggas which stipulate contract price as the only
criterion in bid evaluation cause the segment'spzones to lose against competitors who offer lower
prices for services of inferior quality.

Competition

The operations of companies offering constructiod assembly services, design services, as well as
manufacturers of drilling equipment are signifidréxposed to growing competition from foreign
companies, both those operating in their local eisriabroad and those entering the Polish market,
and from Polish market players. Given the curreviel of investment in the segment’s area of
operations, growing competition results in, amotigep consequences, continually low prices for the
services offered by the segment companies. Asdatesigning of gas transmission installations is
concerned, acquisition of medium-sized design effiby large contractors and setting up of new
design offices within gas industry operators arawwurable phenomena which adversely affect the
segment companies’ capacity to form consortia \ithject execution companies and secure new
orders. Another major threat in this area is theagng competition from new business groups and
international engineering corporations.

Economic environment

The deepening economic crisis on the Polish areldormarkets adversely affects investment activity
and increases competition. PBG S.A.’s insolvenay @elays in payments from several other trading
partners had a negative effect on the profitabdityhe segment companies.

Qualified personnel

Increasing competition from local and foreign comipa on the Polish market has intensified the
process of their acquiring highly qualified emplegevith extensive professional experience.
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Section XI: Investments

In 2012, capital expenditure incurred by the PGNB@&up on property, plant and equipment and
intangible assets was PLN 3,807m. The table belogsgmts the expenditure in the individual
segments.

Capital expenditure (PLNm)

2012
Exploration and Production 1,793
Trade and Storage 582
Distribution 1,144
Generation 241
Other Activities 47
Total 3,807

In 2012, there was a change in the presentaticamfal expenditure relative to the previous yé&ae
item now includes expenditure on geophysical sws\ayd capitalised finance costs, but it no longer
includes expenditure on dry wells. Below are désctithe key projects implemented by the PGNIG
Group in 2012

Exploration

Capital expenditure incurred by PGNIG SA on expiorawork of PLN 408m was incurred chiefly
on geophysical surveys, two wells drilled with pies results and wells on which work is still under
way.

Norwegian Continental Shelf

The project involves exploration for and productadrcrude oil and natural gas from the Skarv, Snadd
and Idun fields. The Skarv project consists indbeelopment of the fields from a floating produntio
storage and offloading (FPSO) platform. In 2018tafation of risers to the FPSO platform, anchored
in the Norwegian Sea, was completed. Also, finighimork was conducted on the platform and
production wells were prepared for coming on streBrmduction of oil and gas from the Skarv field
was launched in December 2012. In 2012, exploraimhappraisal work continued; in its course the
Snadd Outer field was discovered. The expendingeried in 2012 was PLN 393m.

Lubiatéw-Miedzych6d-Grotéw project

The objective of the project is to develop the latdv-Micdzychod-Grotéw (“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 Produdtaaility. The LMG project involves:

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

» construction of the Dispatch Terminal in Wierzbsalt-project completed in previous years)

» construction of a gas pipeline to the Grodziskagién rejection unit to provide for transmission of
surplus gas from the LMG Oil and Gas Productionlfato the Grodzisk nitrogen rejection unit.
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In 2012, the construction and site acceptancedfete 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 p&thgas 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 thejgrbis estimated at approx. PLN 1.6bn. The
expenditure incurred in 2012 amounted to PLN 308m.

High-pressure gas pipeline from Ktodawa mixing pkan MG oil and gas production facility

The project involves the construction of a highggtge 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 tenmpahortages 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 highgsige gas pipeline and optic-fibre cable with
infrastructure, from the Kaian gas production facility to KGHM Polkowiéaikowice; the pipeline
will be used to sell natural directly to KGHM Polkime/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 estare hydrocarbon production rates, and projects
related to the operation of the hydrocarbon prddodarea. 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 Trade and $@isegment amounted to PLN 582m, of which PLN
481m was spent on the underground gas storagdiésciMajor projects in the area of underground
gas storage facilities included:

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

» continued construction of the surface part of thesdkowo 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 projectetdend the Strachocina underground gas storage
facility. Total expenditure on the project was P4B6m. The project received EU co-financing under
the Infrastructure and Environment Operational Raogne. Until the date of this report, the co-
financing had amounted to approx. PLN 70m.
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Distribution

Capital expenditure incurred by the PGNIG Groupthe Distribution segment amounted to PLN
1,144m. Most of the projects carried out by the Bedribution Companies involved connecting new
customers to the distribution networks and upgmadind extending the gas network. For a discussion
of key projects in the Distribution segment, seeti®a VIII Distribution.

Generation

Capital expenditure of the Generation segment ateouto PLN 241m, of which ca. PLN 119m was
spent on environmental protection projects. Majojgxts carried out in 2012 included:

» construction of a wet flue gas desulphurisationt wti the Siekierki CHP plant; in 2012,
construction of the installation for two unit baggNo. 10 and 11) and three water boilers (No. 5,
6 and 7) was completed and the unit was placeérivice, and thus the second and last stage of
the project was completed; total expenditure orptiogect was PLN 503m;

e construction of an SCR system for four unit boiletsthe Siekierki CHP plant; in 2012,
installation for one boiler (No. 11) was commis&dninstallation for the next boiler (No. 15)
came on line in January 2013; the last stage obyiseem construction for boiler No. 14 will be
implemented in 2013;

+ the Myliborska project — construction of a process waatemtreatment plant at tieray CHP
plant; the plant was placed in service in Decen®@dr2; in order to improve the operation of the
wastewater treatment plant in the technology omgitin of theZeraa CHP plant, the support
systems for waste management will be extended13;20

» the Myliborska project — construction of an ash storaige with a capacity of 10 thousand
tonnes; the project involved construction of an stelnage silo (completed in 2010) and extension
of the flyover with pipelines for pneumatic ashngport to the constructed silo (the project was
completed in November 2012); total expenditurelengroject was PLN19m;

* modernisation of transport infrastructure in thalcgards (No. 2 and 3) at the Siekierki CHP
plant; in 2012, the project was completed; totglesditure on the project was PLN 37m;

« construction of a CCGT unit with 450MW electricitapacity at theZeraa CHP plant; in 2012,
work was under way to draft documents and obta@n gérmits required to connect the high-
pressure gas collector to théeran CHP plant; preparation of tender documentation for
construction of the unit was in progress.

Other Activities
In 2012, the Other Activities segment incurred tapéxpenditure on property, plant and equipment

and intangible assets of PLN 47m. Major investnmnjects included purchase of production plant
and equipment, computer software, buildings angtgires, and vehicles.
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Section XlI: 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 anpareany damage caused by minerals extraction,
and restore the land to its original condition.dgjimg of wells and pits prevents leakage of cruile o
and natural gas to the surface and to water caufsethermore, if gas wells remain unplugged, there
is a risk that escaping gas could accumulate ingidsing a fire hazard. In 2012, a total of 15 svell
and five mining pits were abandoned.

Carbon credit trading system

In 2012, PGNiG TERMIKA SA (the Siekierkerax and Pruszkéw CHP plants and the Kagzyn
and Wola heat-generating plants), the Zielona @deach and the Odolanéw Branch, as well as the
Mogilno Underground Gas Storage Cavern Facilityreveovered by the carbon dioxide emission
trading scheme (ETS). Emissions from those ingtatla were 6,024,504 Mg GO

Methane emissions

2012 saw the completion of a detailed review offrage 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 ambleeimethane 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 ityuatandards. 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 Géra Branch ireddizdroje. The Company also monitored the
environmental impact of the reclaimed landfill siteZabrze-Biskupice and a property in Zabrze, and
carried out supplementary tests and surveys oogepy located 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 chemicals (REACH) and on the ciaasibn, labelling and packaging of substances
and mixtures (CLP). In 2012, PGNIiG SA adjusted Mmterial Safety Data Sheets for natural gas,
crude oil, hydrocarbon condensate, LPG, LNG, helund nitrogen, to meet the CLP Regulation. The
Company notified ECHA (European Chemicals Agency) tloe 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 recedifon audit was also conducted at Mazowiecka
Spoétka Gazownictwa Sp. z 0.0. to review the comfmmnvironmental Management System,
implemented in 2011.

82 of 102



DIRECTORS’ REPORT ON THE OPERATIONS OF THE PGNIGGR&P IN 2012

Reclamation of the fuel ash landfill site

PGNIG TERMIKA SA carries out the reclamation of thssliborska fuel ash landfill site for EC
Zera. The reclamation design provides for reclaiming limnd as green areas (Cells No. 1 and No. 2)
and for residential and commercial development|(@el 3). In 2012, grading of Cell No. 1 was
performed, including covering with a layer of miakearth, Cell No. 2 was patrtially filled with ash
(from Cell No. 3) and slag; ash and slag was pbrtemptied from Cell No. 3 and replaced by
mineral earth. The reclamation is scheduled todmepteted in 2016.

EC Zeraa is currently executing projects which will enalieo operate without access to a landfill
site. In 2012, the construction of 10,000 tonnds sisrage tank and a process wastewater treatment
plant was completed and the facilities were comimigsd. The treatment plant receives wastewater
(including from process water treatment) which wadier discharged.

Fulfilment of requirements of the Industrial Em@ss Directive

In 2012, in an effort to meet the environmentahdtads included in Directive 2010/75/EU of the
European Parliament and the Council on industri@ssions (IED), PGNIG TERMIKA SA launched
a wet flue gas desulphurisation unit at the Si&ki€HP Plant. The unit supports eight out of thialto
of 14 boilers installed at the CHP and controlpBul emissions from 70% of the CHP's generating
capacity.

The company also executes the project providingtlier construction of NOx selective catalytic
reduction (SCR) units on four unit boilers at thek&rki CHP Plant. In 2012, SCR units on two
boilers were commissioned. The project having beempleted, units representing 60% of the
Siekierki CHP Plant's generating capacity will lpgipped with SCR units.

The execution of these two projects is partiallpaficed with the funds available under the
Infrastructure and Environment Operational Progranafithe National Environmental Protection and
Water Management Fund, under co-financing agreesweamicluded by PGNiG TERMIKA SA.

Noise reduction programme at the Siekierki CHP Plan

In 2012, the implementation of a three-year prognenof noise reduction at the Siekierki CHP Plant
was completed. Noise emissions from the SiekietPPlant's premises were reduced below the
maximum level permitted under the standard spetifighe integrated permit (45 dB at night) and the
risk of limiting future projects was eliminated.

Biomass supplies

In an effort to fulfill the requirements of Direeé 2009/28/EC on the promotion of the use of energy
from renewable sources and use of biomass otheiftinest biomass, that is biomass from plantations
and crops of energy plants at commercial powertpl@iRegulation of the Minister of Economy dated

October 18th 2012), PGNiG TERMIKA SA procures fueder long-term contracts for the supply of

biomass from plantations of the energy willow. @uitty, the company procures biomass from

plantations with a total acreage of ca. 400 ha. 0$e of biomass in energy generation enabled CO
emissions to be reduced by 233 thousand tonnedlip. 2

83 of 102



DIRECTORS’ REPORT ON THE OPERATIONS OF THE PGNIGGR&P IN 2012

Section XlllI: 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 eayminof PLN 72.5m to the Company’s statutory
reserve funds.

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

On June 6th 2012, the Annual General Meeting of F3GBIA 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 PGNiG®Wgr, 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 o.0.

Proceedings concerning PGNIG SA’s action againSeRZOTECH 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 paglditional 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 thelutiso 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 o0.0. lodged a cassat@mpliant which had not been accepted for
consideration by the Supreme Court by the dathexfd financial statements.

Proceedings based on PGNIG SA’s action against &I@ECH Sp. z o.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 aultthi contributions in the amount of PLN
25,999,998, were held before the Regional CoulVafsaw 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, PI GAZOTECH Sp. z o.0. filecagpeal 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 0.0. lodged a cassat@nplaint, which had not been accepted for
consideration by the Supreme Court by the dathisfreport.

Proceedings based upon PGNIiG SA'’s action again&AZIOTECH Sp. z o.0. to rescind or declare
invalidity of the resolution of the General MeetingPl GAZOTECH Sp. z 0.0., dated October 6th
2005, whereunder PGNIG SA was obliged to pay aultthi 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 additionabntributions 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
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of its decision of May 21st 2012, the Regional GafitnvWarsaw declared the resolution of the General
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 Polislkc®tift Competition and Consumer
Protection (UOKIiK)

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 BHih 2012, the President of UOKIiK found these
actions to be anti-competitive practices, concluthed 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 efRnesident of UOKIK with the Competition and
Consumer Protection Court at the Regional CouwWafsaw.

On July 4th 2011, the President of UOKIK instigateuti-trust proceedings concerning abuse of
dominant position by PGNIG SA on the domestic tatatural 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 ligitime 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 thecideon 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 requiretnen

On February 9th 2012, the President of UOKIK irestiigl anti-trust proceedings concerning practices
employed by PGNIG SA which infringe collective canger interests. The President of UOKIK
accused PGNIG SA of using in comprehensive gas gupply 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 theiden 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 geparaisions. PGNIG SA satisfies this requirement.

Proceedings before the Court of Arbitration

Following unsuccessful renegotiation of prices afunal 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 petitionvhich they rejected the arguments put forward by
PGNIG SA. Notwithstanding the action pending befive Arbitration Tribunal, the parties reached an
agreement. On November 5th 2012, PGNIG SA and O@gpfém 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 fobi@ation from the Stockholm Arbitration
Tribunal and the arbitration proceedings were adose
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Section XIV: Financial Performance

1. Financial performance in 2012

The financial statements of PGNiIG 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 TERMIKAASt 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 SA,;

» 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*
ooft:‘}ﬁ;ﬁgir;rlggtlgrmzﬁ[\s”Ces, including review 533,150* 468,042
Tax advisory services - -
Other services 8,367 30,669
Total 761,526 719,611

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

In 2012, the PGNIG Group changed the rules for goregion of the annual financial statements
prepared for the reporting period ended Decembstr Z112. For a detailed description of the changes
in accounting policies, see the annual consolidétehcial statements (Note 2.5).

In 2012, the PGNIG Group posted a net profit of B,R34m, up by PLN 479m year on year.

Summary information on the PGNIG Group’s finana&nding in 2012 relative to 2011 is presented
below in the financial statements prepared in atanoce with the International Financial Reporting
Standards, which comprise:

» statement of financial position,

* income statement,

» statement of cash flows,

* selected financial ratios.

Consolidated statement of financial position (PLNm)

Property, plant and equipment 33,784 29,319 26,360
Investment property 11 7 10
Intangible assets 1,146 343 298
?S\geos(;[irgteer;ts in equity-accounted 771 508 556
Financial assets available for sale 48 56 170
Other financial assets 124 10 40
Deferred tax assets 1,124 920 662
Other non-current assets 76 48 41

Inventories 3,064 2,082 1,049
Trade and other receivables 5,374 3,378 3,387
Current tax assets 150 164 230
Other assets 84 78 75
Financial assets available for sale - 22 9
Derivative financial instrument assets 105 285 78
Cash and cash equivalents 1,948 1,505 1,373
Non-current assets held for sale 108 9 4
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Consolidated statement of financial position (PLNagontd.

Equity attributable to non-controlling

interests

Borrowings and other debt

Share capital 5,900 5,900 5,900
Share premium 1,740 1,740 1,740
Accumulated other comprehensive (90) 114 12
income

Retained earnings/(deficit) 19,693 17,457 16,445

instruments 5,509 1,382 970
Employee benefit obligations 319 268 280
Provisions 1,792 1,358 1,221
Deferred income 1,448 1,160 1,089
Deferred tax liabilities 1,936 1,572 1,501
Other non-current liabilities 53 20 21

current assets held for sale

Trade and other payables 3,667 3,236 3,103
ﬁzz:ﬁvr;igr?ts;and other debt 4.702 3.617 1,229
E);gms::e financial instrument 393 417 104
Current tax liabilities 24 58 226
Employee benefit obligations 356 238 177
Provisions 350 185 216
Deferred income 101 95 94
Liabilities associated with non- 20 i i
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Consolidated income statement (PLNm)

Raw material and consumables used (17,447 (14,059
Employee benefit expense (3,054) (2,850)
Depreciation and amortisation expenses (2,069) (1,574)
Contracted services (3,060) (3,182)
Work performed by the entity and capitalised 1,006 1,129
Other income and expenses (1,573) (596)

Income tax

Finance income 216 135
Finance costs (380) (152)
Share in net profit/loss of equity-accounted esditi 173 43

(308)

(143)

Attributable to:
Owners of the Parent 2,236 1,756
Non-controlling interests 2) D

Consolidated statement of cash flows (PLNm)

Cash and cash equivalents at beginning of the gbe

2rio

Net cash flows from operating activities 2,552 2,676
Net cash flows from investing activities (6,149) (4,227)
Net cash flows from financing activities 4,040.0 1,682.0

1,504

Cash and cash equivalents at end of the period

1,947
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Financial ratios

Profitability
2012 2011

EBIT (PLNm) 2,533 1,872
operating profit

EBITDA (PLNm)

operating profit + depreciation/amortisation 4,602 3,446
ROE o o
net profit* to equity at end of the period 8.2% 7.0%
NET MARGIN 7.8% 7.6%
net profit* to revenue

ROA 0 0
net profit* to assets at end of the period 4.7% 4.5%

* net profit attributable to owners of the Parent

Liquidity

Dec 31 2012 Dec 31 2011

CURRENT RATIO 11 0.9
current assets (net of other assets) to currdrititias ' '

QUICK RATIO 0.8 0.7
current assets (net of other assets) less investaricurrent liabilities ' '

Debt

Dec 312012  Dec 31 2011
DEBT RATIO . .
total liabilities to total equity and liabilities 43.1% 35.0%
DEBT/EQUITY RATIO 5 0% £4.0%
total liabilities to equity*

* equity attributable to owners of the Parent

1.2. Financial overview
Year on year, the PGNIG Group’s operating profiB(E rose by PLN 661m. The
strengthening of the Group’s financial position vedisibutable chiefly to higher profitability
of high-methane gas sales.

Exploration and Production

The upstream business continued to secure thelitstadi the PGNIG Group's financial
position. Operating profit of the Exploration antb&uction segment was PLN 1,353m, up
PLN 38m on 2011. This increase followed chieflynframproved profitability of crude oil
sales. As a result of the strengthening of the W8ad crude oil selling prices rose by
approximately 8%. After three new oil wells came stream in the BMB (Barnéwko —
Mostno — Buszewo) field, production of crude inaeé by about 5%. The segment's result
was adversely affected by the deterioration ofrfmal performance delivered by exploration
companies and recognition of impairment lossesangible assets tested for impairment.
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Trade and Storage

The Trade and Storage segment posted operatinig @réfLN 325m, up PLN 524m year on
year. This improvement came as a result of a strimegin profitability of high-methane gas
sales, caused mainly by a reduction in the unitipase price of imported gas. The annex
signed in November to the contract with OOO GazpEbtport of September 25th 1996 for
sales of natural gas to the Republic of Poland ghdrthe pricing terms for supplies of natural
gas, including with respect to the gas volumes lmged since the beginning of 2012. An
adjustment to the segment's result made in thehfayrarter to account for the changed gas
import terms offset the losses incurred in thd finsee quarters of the year.

PGNIG SA'’s financial performance depends to a §icgnt extent on conditions prevailing
on the currency markets. The US dollar, the maimetiey used in settlements related to gas
imports, on average appreciated relative to 20he. dffect of strengthening of the US dollar
on the financial performance of PGNIG SA was comgdithanks to the Company's currency
risk management policy and the fact that potemtegreciation of the ztoty had been taken
into account in the high-methane gas tariff.

Distribution

The Distribution segment's operating profit was PRR8m, up PLN 95m year on year. The
rise was driven by an increase in the volume ofdgmgtted gas and higher rates and charges
for network services effective as of July 2011. Ti@ease in the volume of transmitted gas
was attributable to stronger gas fuel demand frooskholds and smaller industrial plants in
the heating season, as well as acquisition of nestomers.

Generation

In January 2012, the PGNIG Group commenced genarafi electricity and generation and
distribution of heat. In 2012, the Generation segieaesult came in at PLN 15m. However,
the segment's operating performance does not ffeflgct its profitability, as the result was
adjusted for the effect of amortisation of intargissets recognised at the time of acquisition
of shares in PGNIG Termika SA, including carbomwaknces.
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Financial data of the PGNIG Group’s segments fAr2@PLNm)

Finance income and costs

Sales to third-party customers 3,121 23,353 153 1,893 210 - 28,730
Intercompany sales 1,204 360 3,430 64 333 (5,391) -
Total segment revenue 4,325 23,713 3,583 1,957 543.0 (5,391) 28,730
Segment’s expenses (2,972) (23,388) (2,705) (1,942) (563) 5373 (26,197)

(164)

Share in net profit/loss of equity-accounted
entities

Income tax

173

173

(308)
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Financial data of the PGNIG Group’s segments fdri2@°PLNm)

Finance income and costs

Sales to third-party customers 2,879 19,831 141 153 - 23,004
Intercompany sales 1,202 155 3,329 435 (5,121) -
Total segment revenue 4,081 19,986 3,470 588 (5,121) 23,004
Segment’s expenses (2,766) (20,185) (2,687) (579) 5,085 (21,132

17)

Share in net profit/loss of equity-accounted
entities

Income tax
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The result on financing activities fell by PLN 17mar on year, despite a PLN 280m rise in interest
expense caused by the Group's higher debt. Ataihme dime, the PGNIG Group recognised foreign
exchange gains and a higher share in net proBt/los equity-accounted entities following a
revaluation of shares in SGT EUROPOL GAZ SA

The improvement in the Group's financial positisillustrated by an increase in some financiabgati
Return on equity (ROE) improved from 7% in 20118t@%. Return on assets (ROA) was 4.7%,
against 4.5% in 2011, and net margin grew from 7t6%8%.

As at December 31st 2012, total assets were PLBI14i, up PLN 9,093m relative to the end of
2011.

Assets

Property, plant and equipment, of PLN 33,784m aheatnd of December 2012 (up PLN 4,465m on
December 31st 2011), was the largest item of tloeBs assets. This strong growth of property, plant
and equipment is attributable to the recognitiothenconsolidated financial statements of the assfet
PGNIG TERMIKA SA following the acquisition of a 3% equity interest in Vattenfall Heat Poland
SA (currently PGNIG TERMIKA SA) in January 2012.0Perty, plant and equipment also rose in
connection with the PGNIG Group's investment prgietn 2012, there was also a change in the
classification of some expenditure on exploratitmstead of expensing expenditure on seismic
surveys during the reporting period as had beere dimdore, the Company began to capitalise the
expenditure in the initial value of tangible assets

As at December 31st 2012, intangible assets wele B146m, having grown by PLN 803m relative
to December 31st 2011 primarily due to the consatitith of PGNiG TERMIKA SA. The change
follows mainly from the valuation of perpetual usuft right to land and CO2 emission allowances.

The PLN 173m rise in investments in equity-accodraesociates relative to December 31st 2011 was
attributable to the revaluation of shares in SGTREIPOL GAZ SA

The value of other financial assets increased b BL4m on December 31st 2011 as a result of
granting a loan to Elektrocieptownia Stalowa Woka S

Compared with December 31st 2011, the PGNIG Greaprded a PLN 204m rise in the deferred tax
asset following recognition of investment incensiv@ PGNIG Norway AS and remeasurement of
provisions.

As at December 31st 2012, current assets were BL383m, up PLN 3,310m (or 44%) year on year.

Relative to December 31st 2011, there was a sogmifiincrease in inventories (by PLN 982m or
47%). The inventories disclosed in the balance tsb@@prise mainly gas stored in the underground
storage facilities. Inventories increased chiefty the back of higher unit costs of imported gas,
increase in the volume of gas stored in the undergt storage facilities and first-time recognitmn
inventories of PGNIG TERMIKA SA (fuel for electrigi and heat generation) in the consolidated
financial statements.

Trade and other receivables rose PLN 1,996m (5@4jive 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. Also, the increase ltesuom the acquisition and consolidation of the
assets of PGNIG TERMIKA SA, i.e. receivables frdme sale of heat and electricity (December 31st
2012: PLN 331m).

Cash and equivalents stood at PLN 1,948m, up PL3¢klative to the end of 2011. The increase
comes from the fact that cash flows from financigfivities (proceeds from the issue of debt
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securities) and operating activities (improved rimargn high-methane gas sales) exceeded capital
expenditure, including outlays on gas and oil esgtion and acquisition of PGNiG TERMIKA SA.

The value and structure of current assets helthéysroup guaranteed its ability to settle lial@htin
a timely manner. Current ratio was 1.1 comparedh Wi© as at the end of December 2011, while
quick ratio rose from 0.7 to 0.8.

Liabilities and equity

Equity is the primary source of financing of theNlG Group’s assets. Relative to the end of 2011,
the Group’s equity rose by PLN 2,029m. The change whiefly an outcome of a PLN 2,234m net
profit reported for the period.

As at December 31st 2012, non-current liabilitiesevPLN 11,057m, up PLN 5,297m on the end of
December 2011. The rise is a consequence of agaserin debt, following the issue of eurobonds by
PGNIG Finance AB (EUR 500m) and the issue of fieedynotes on the domestic market by PGNIG
SA (PLN 2.5bn).

Compared with the end of 2011, current liabilitigew by PLN 1,767m (or 23%) as a result of a PLN
1,085m increase in borrowings and other debt siesirin particular following the issue of notes by
PGNIG SA and PGNIG TERMIKA SA, as well as a PLN B886se in VAT payable driven by higher
revenue.

Due to the significant increase in external finagaiised by the Group, the debt-equity ratios chéinge
Debt to equity increased from 54% to 75.9%. Detibrdotal liabilities to total equity and liabilés)
was up from 35% to 43.1%.

Material off-balance-sheet items

As at December 31st 2012, the PGNIG Group’s mogpomant off-balance-sheet item was
represented by contingent liabilities of PLN 9,73dihe key items of contingent liabilities included:

* bond securing performance of PGNIG Norway AS’srim® and legal obligations towards the
state of Norway, issued by PGNiG SA (PLN 2,566m);

* bond securing performance of POGC-Libya B.V.’s gdilions towards National Oil Corporation
of Libya, issued by PGNIiG SA (PLN 335m);

* Dbond securing performance of PGNiIG Finance AB'sigabbns towards noteholders, in
connection with the eurobond programme, issued®Wi& SA (PLN 6,132m).

Feasibility of investment plans

In 2013, the PGNIG Group intends to maintain a heylel of capital expenditure. The spending will

focus on:

» natural gas and crude oil exploration and productiocluding exploration for unconventional
deposits;

» extension of storage facilities;

» development of distribution infrastructure;

*  execution of power and heat generation projects.

The PGNIG Group intends to finance investments Hobim its own funds and using external
financing, e.g. raised through the issuance ofsatel eurobonds.
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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 Group did not publish any financiakfmasts.

Key equity investments and capital placementsaPBNIG Group

The PGNIG Group's key equity investments in 20Tided:

+ Payment of new tranches (PLN 2,178m) of the loaraaded to PGNiIG SPV 1 Sp. z o.0. by
PGNIG SA, the loan was granted to finance the aitijpim of shares in Vattenfall Heat Poland
SA, following the merger of PGNiG SPV 1 Sp. z aad PGNIiG TERMIKA SA, the liabilities
under the loan were assumed by PGNIG TERMIKA SA,;

» Payment of new tranches (NOK 1,165m) of the lomgitenan advanced to PGNiG Norway AS
by PGNIG SA; the loan was granted to finance chmtpenditure related to the Norwegian
Continental Shelf project;

» Disbursement of a PLN 70m loan granted to Pomaggidka Gazownictwa Sp. z 0.0. by PGNIG
SA; the loan was advanced to finance investmenegisy

» Payment of new tranches (PLN 37m) of loans gratdédazowiecka Spotka Gazownictwa Sp. z
0.0. by PGNIG SA,; the loans were granted to finaneestment projects;

* Disbursement of a PLN 24m loan granted to PNiGoJ&A by PGNIG SA; the loan was
advanced to finance the purchase of drilling eqeipim

* Disbursement of a EUR 3m short-term loan granteld@iNiG Sales & Trading GmbH; the loan
was advanced to finance day-to-day operations;

» Issue of short-term notes offered to the PGNIiG @roampanies; as at December 31st 2012,
PGNIG SA's debt under the notes was PLN 212m;

» Share capital increases at subsidiaries: PGNIG BBg. z 0.0. (PLN 770m), POGC Libya B.V.
(USD 25m to finance day-to-day operations), PGN@szRkiwania SA (currently, Exalo Drilling
SA) (PLN 10m); also, PGNIG Poszukiwania SA receiaedon-cash contribution in the form of
shares in PNIiG Krakow SA, PNIG, Jasto SA, PNIiG B&®, PN Diament Sp. z o .0. and ZRG
Krosno Sp. z o.0. in the total amount of PLN 971.5m

2. Financial management

In 2012, the PGNIG Group increased its externalrfaing by launching new domestic notes issuance
programmes and a eurobond issuance programme.

On May 22nd 2012, PGNIG SA executed transactioruahentation for a five-year PLN 4.5bn note
programme with two banks: ING Bar$itaski S.A and Bank Pekao S.A. Under the programme, th
Company may issue (by way of a private placemexegfor floating rate notes with maturities of up
to 10 years. The first issue of notes was carrigidoo June 19th 2012. PGNIiG SA issued five-year
notes with a nominal value of PLN 2.5bn. Under phegramme, in 2012, the Company issued also a
PLN 1.2bn tranche of short-term notes. In 2012,Gbenpany issued notes with a total nominal value
of PLN 3.7bn. As at December 31st 2012, the detstanding under the programme was PLN 3.7bn.

On July 4th 2012, PGNIG TERMIKA SA signed an agreamon a five-year PLN 1.5bn note
programme with four banks: PKO BP SA, Nordea Baolsia SA, ING Banklaski SA and Bank
Zachodni WBK SA Under the programme, effective lubgcember 29th 2017, PGNiG TERMIKA
SA may issue (in a private placement) discountarpon notes with maturities ranging from one
month to one year and the interest rate based @OR#margin. The first issue of discount and zero-
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coupon notes with a total nominal value of PLN 450wk place on July 10th 2012. In 2012, PGNIG
TERMIKA SA issued notes for a total nominal valdeP.N 600m. Proceeds from the first issue were
mainly used to repay a loan advanced by Vattefifiahsury Financing AB. Proceeds from further
issues allow the company to finance investmentegtej including the planned construction of a
CCGT unit at theZeraa CHP, and day-to-day operations. As at Decembet 30%2, the debt
outstanding under the programme was PLN 530m.

On February 10th 2012, PGNIG Finance AB issued dirar of five-year eurobonds for EUR 500m,
yielding 4.098% p.a. The notes were assigned thel B&loody’s) and BBB+ (Standard & Poor’s)
credit ratings. The notes were issued under ayear-EUR 1.2bn eurobond programme executed on
August 25th 2011. As at December 31st 2012, PGNii@ree AB's debt under the eurobonds in issue
was EUR 500m.

In 2012, PGNIG SA carried out new issues of shemt notes under its issuance programme
agreement of June 10th 2010 (as amended undemiwexes of 2011). Under the programme, PGNIiG
SA may issue discount notes or coupon notes wittunitias ranging from one month to one year, for

up to PLN 7bn. The total nominal value of notesigssin 2012 was PLN 33bn. As at December 31st
2012, the debt outstanding under the programmeRids2.3bn.

The PGNIG Group used proceeds from the issues t#snand eurobonds to finance its capital
expenditure projects involving exploration for centional and unconventional oil and gas deposits,
field development, construction and extension ofdarground gas storage facilities and the
distribution network, including new connections.elissue proceeds were also used to finance power
projects and the Group's operating activities.

Furthermore, pursuant to the agreement of Decedi€2010 (as amended under annex of 2011), the
Company continued to issue short-term discountsntmidhe 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 the PGNIG Group ensure tinfetancing of all current and planned
expenditure related to the core business and imgeattivities. Its liquidity is under no threathd
Group has adopted an efficient model under whicNIBGSA financially aids its subsidiaries in the
execution of investment projects. External finagcia raised mainly through debt securities issue
programmes. Moreover, PGNiIG SA has a liquidity resen the form of overdraft facilities (PLN
280m in total). In 2012, the Company used the itaesl to a limited extent only. The negative margin
on sales of imported natural gas resulted in a doade of the credit rating and a considerableinise
borrowing costs. On September 5th 2012 and Nover@8tr 2012, the rating agency Standard and
Poor’s downgraded PGNIiG’s credit rating, respedivikcom BBB+ to BBB, and from BBB to BBB-
with stable outlook, while on November 20th 2012 thting agency Moody’s downgraded PGNiG's
credit rating from Baal to Baa2 with negative ooltlo

2.1. Short-term investments

The financial investments made by the PGNIG Grouf@dl12 were short-term, with maturities of up
to three months. The Company invested in instrumeatrying the lowest possible credit risk, mainly
bank deposits, which represented 99% of the plaseEm&onditional purchases/sales of treasury
securities accounted for the remaining 1% of thedactions. In addition, gas distribution companies
and PGNIG Technologie SA invested their cash sagdun short-term notes issued by PGNIG SA. In
2012, notes issued by PGNIG SA accounted on avdmgapproximately 40% of the subsidiaries’
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investmentsSuch placements were consistent with PGNiIG SAiarfcial investment policy adopted
by the Company's governing bodies, and with thed$rospectus.

2.2. Loans and borrowings

In 2012, the PGNIG Group entered into credit faciligreements for a total amount of PLN 537m,
USD 13m and EUR 4m in order to finance day-to-dpgrations and investment projects. Also, the
Group executed overdraft facility agreements fdotal amount of PLN 524m and USD 13m. The
remaining credit facilities, for a total amount BEN 13m and EUR 4m, were used to finance
investment projects, including purchase of drillieguipment and a mobile drilling fluid recycling
system. The table below presents detailed infoonabn the key credit facility agreements executed
by the PGNIG Group in 2012.

Key credit facility agreements executed by the R&Siroup

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

Bank Pekao SA 50 PLNON WIBOR + 0.5%| working capital facility May 24th 2013
Bank Handlowy w 40 PLN| 1M WIBOR + 0.30% working capital facility December 31st 2013
Warszawie SA
Bank Pekao SA 40 PLNLM WIBOR + 0.45% working capital facility, ~ July 31st 2013
PKO BP SA 40 PLN 1M WIBOR + 0.55% working capital facilityy ~ July 13th 2013
BRE BANK SA 40 PLN ON WIBOR + 0.30% working capital facility September 5th 2013
Societe Generale 0 , : -
SA Polish Branch 40 PLN| 1M WIBOR + 0.35% working capital facility August 30th 2013
ISNAG BankSlaski 40 PLN| 1M WIBOR + 0.60% working capital facility December 6th 2013
Bank Millenium SA 40 PLN| 1M WIBOR + 0.40% working capital facility December 18th 2013
Bank Pekao SA 27 PLN1M WIBOR + 1.4%| working capital facility August 23rd 2013
Bank Pekao SA 25 PLN1M WIBOR + 1.0%| working capital facilityDecember 31st 2013

In 2012, two overdraft facility agreements wererieated:

« an agreement with Deutsche Bank PBC SA for a PLNoVendraft facility bearing interest at 1M
WIBOR + 1.6%, repayable by December 31st 2014 atireement was terminated by PGNIG as
part of implementing a uniform financial policythe Group;

* an agreement with Kredyt Bank SA for a PLN 4m feemlraft facility bearing interest at ON
WIBOR + 1.9%, repayable by March 30th 2013; thesagrent was terminated by the bank due
to a low value of transactions made through the st

In 2012, the PGNIG Group executed two loan agregsngith a subsidiary for a total amount of PLN
172m. The loans were advanced to finance the aatigin of a CCGT unit in Stalowa Wola.

The table below presents detailed information @nldlans advanced by the PGNiG Group.

Loans advanced by the PGNIG Group

Loan amount :
Company ‘ (PLNm) Currency{ Interest rate Type ‘ Maturity date
Elektrocieptownia Stalowa 152 PLN 3M WIBOR + | investment | December 31st
Wola SA 2.50% loan 2032
Elektrocieptownia Stalowa 20 PLN 1M WIBOR +  investment | December 31st
Wola SA 2.50% loan 2032

In 2012, the PGNIG Group did not contract or teénany loans.
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Guarantees and sureties provided by the PGNIG Gro@p12 were PLN 171m as at December 31st
2012. These comprised guarantees for a total am@UPLN 100m securing gas supplies by PGNIG
Sales&Trading GmbH, sureties for a total amounPbN 8m for payment of PGNIiG Energia SA's
liabilities and three performance bonds, for altataount of PLN 24m, issued for the benefit of OGP
GAZ-SYSTEM SA relating to the construction of a DMN7gas pipeline from Rembelszczyzna to
Gustorzyn.

Guarantees and sureties received by the PGNIiG Gno2@12 amounted to PLN 80m as at December

31st 2012, of which 36% (PLN 29m) were guaranteab sureties for less than PLN 500 thousand

each. The remaining guarantees and sureties cadgerformance bonds, including under gas sales

contracts. The most significant of them were:

 PLN 6m performance bond issued by Fabryka KottowFRKO SA relating to the construction
of a wet flue gas desulphurisation unit for boilbls. K5, K6, K7, K10 and K11 at the Siekierki
CHP plant;

* EUR 1m (PLN 4m) advance payment guarantee issue@bYIL & GAS THERMODYN of
France relating to a prepayment for technical egeip;

 PLN 3m surety under civil law provided by Saint-Gaob Construction Products Sp. z 0.0. as
security for payments for gas;

* PLN 2m guarantee provided by FRITO LAY Sp. z o®sacurity for a gas sales contract.

2.3. Financial risk management

The main objective of the PGNIG Group’s financiakrmanagement policy is to limit the volatility of
cash flows related to the Group’s operations telewhich are acceptable in the short- and mid-term
perspective and to build the company value in dimg lterm. In the regular course of business in 2012
the PGNIG Group was exposed to a number of finaniglis, and in particular to market risk
(including commodity price, interest rate and cooierisks) as well as liquidity and credit risks.

Market Risk

The PGNIG Group manages market risk through ideatibn, measurement, monitoring and
mitigation of key sources of risk, i.e. the adveediect of changes in commodity prices, exchange
rates and interest rates on the Group's finaneidibpnance.

The key risks to which the Group is exposed incltiderisk of commodity price and exchange rate
fluctuations, which affect the Group's gas purchase

In 2012, the PGNIG Group used the following finah@nstruments to manage the gas price risk:

e purchase of Asian commodity call options settle@apean options;

e commodity option structures (in most cases comgjstf a combination of two commaodity
options).

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

« FX swaps

* purchases of currency call options

e option structures (consisting in a combinatiornvad bptions).

PGNIG SA also used CCIRS transactions (to mitighte FX and interest rate risks) to hedge the
eurobonds in issue and the loan advanced to PGNi@ay AS.

The PGNIG Group used cash flow hedge accountinly iggpect to transactions hedging payments for
gas and with respect to transactions hedging dgesspiThe application of cash flow hedge accounting
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allows the Company to charge the effective portibthe hedge to revaluation capital reserve, which
results in the matching of the effect on profilass of valuation of hedging instruments and ttseilte
on the hedged item. This approach allows to eliteipaofit or loss volatility attributable to valuar

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

Credit risk

The PGNIG Group’s credit risk is related to theelikood of failure by the counterparties or other
entities to meet their obligations to the Group2012, the Group managed credit risk by investigg i
free cash in instruments carrying the lowest pdssibedit risk (treasury bills and bonds), entering
into framework agreements with its counterpartgedisely defining the rights and obligations & th
parties), and diversifying the group of its tradipgrtners. The PGNIG Group also worked with
leading commercial banks. The key criteria for ¢gléection of counterparties to whom the Company
entrusted a portion of its assets included thaairftial standing as confirmed by rating agencied, a
their respective market shares.

Risk of cash-flow disruptions

The measures taken by the PGNIG Group to mitigeeisk of disruptions in its day-to-day operating
cash flows included diversification of electronianking systems used, ongoing monitoring of
credit/debit transactions in bank accounts, caltgcinformation on cash flows within the Group,

consolidating bank accounts and entering into awdrdacility agreements. PGNIG SA mitigated any
cash flow volatility on payments under the gas @mis by entering into FX risk hedges (currency
options, FX swaps, forwards) and gas price hediysiaif options and option strategies).

Liguidity risk

In order to mitigate liquidity risk, PGNIG SA hadiquidity reserve in the form of overdraft facés
(for a total amount of PLN 280m). PGNIG SA alsoganeed cash flow projections for the Company
and the Group, estimated the condition and valueseéts available for sale, maintained highly dqui
financial assets and maintained communication veting agencies.

3. Projected future financial standing

In November 2012, PGNIG SA and OOO Gazprom ekspatuted 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 the PGNIG Group’s business performance
will include conditions prevailing on the currenmarkets, and the position taken by the President of
the Energy Regulatory Office with regard to gad &rel heat tariffs.

The prices of crude oil, petroleum products and ay@san essential factor determining the PGNIiG
Group’s financial position. The increase in shale groduction in the US and the construction of new
LNG terminals worldwide may drive down the purchgsies 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.

The PGNIG Group’s financial performance depends sinificant extent on conditions prevailing on
the currency markets. In Q4 2012 the US dollar weakl, which had a favourable effect on the cost
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of high-methane gas imports. However, analystsataerpect 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 Exchaf@&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

By bringing on stream the Lubiatéw and ddiychdd fields (the end of 2012) and the Grotovdfie
(January 2013), as well as launching hydrocarbodumtion from the Skarv field on the Norwegian
Continental Shelf, the Group will be able to in@®dts oil and gas output and thus improve its
financial performance. In 2013, the Group will altep up efforts in the area of exploration for and
appraisal of both conventional and unconventiogdrtcarbon deposits.

The potential intensification of gas exploration inyestors operating on the domestic market may
stimulate demand for the relevant services providgdhe PGNIG Group companies, which will
strengthen their financial position.

The Group's performance will also be considerabifecéeed by regulations defining support
mechanisms for electricity from high-efficiency generation and renewable sources. Legislative
changes in this area and fluctuations in pricesedfificates of origin (red and green certificates)
have a bearing on the Group's future financialtjmrsi

PGNIG SA has adopted a short-term value creati@tegly for the PGNiIiG 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 cap#gbenditure, the PGNIG Group uses external
financing raised by issuing debt securities ondbmestic and foreign markets. In February 2012,
PGNIG Finance AB issued a EUR500m tranche of figaryeurobonds. Under the new notes
programme launched in May 2012, PGNiG SA issued-yiwar notes with a total nhominal value of
PLN 2.5bn. The IPO of Exalo Drilling SA is schediiléor 2013. Issue proceeds will be used to
finance the company's investment programme.

In the coming quarters, the PGNIG Group intendsontain the high level of capital expenditure.

The spending will focus on projects involving exiem of underground gas storage facilities,

maintenance of hydrocarbon production capacitied, diversification of gas supply sources, as well
as on projects related to the exploration for apgraisal of crude oil and natural gas deposits and
development of the Company’s power generation sagme
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