POLSKI KONCERN NAFTOWY ORLEN S.A.

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

FOR 9 AND 3 MONTHS PERIODS ENDED

30 SEPTEMBER 2004 AND 30 SEPTEMBER 2003
PREPARED IN ACCORDANCE WITH

INTERNATIONAL FINANCIAL REPORTING STANDARDS

POLSKI KONCERN NAFTOWY ORLEN S.A.

CONDENSED CONSOLIDATED BALANCE SHEETS

As at 30 September 2004 and 31 December 2003



30 September
31 December



2004
2003



(unaudited)




(in PLN million)

ASSETS









Non-current assets




Property, plant and equipment

9,647
9,807

Negative goodwill

(246)
(273)

Intangible assets

112
121

Financial assets

546
534

Investments accounted for using equity method

527
493

Deferred tax assets

22
15

Other non-current assets

9
18



----------
----------

Total non-current assets

10,617
10,715



----------
----------






Current assets




Inventories

3,496
3,058 

Trade and other receivables

3,359
2,513

Income tax receivables

1
65

Short-term investments

476
67

Deferred costs

122
80

Cash and cash equivalents

1,026
562

Other financial assets

102
89



----------
----------

Total current assets

8,582
6,434



----------
----------

Total assets

19,199
17,149



======
======

LIABILITIES AND SHAREHOLDERS’ EQUITY









Shareholders’ equity




Common stock

534
534

Capital reserve

1,359
1,359

Hedge accounting-cash flow hedges

20
-

Revaluation reserve

856
856

Foreign exchange difference on subsidiaries

23
62

Retained earnings

8,253
6,699



----------
---------

Total shareholders’ equity

11,045
9,510



----------
----------

Minority interests

453
427






Non-current liabilities




Interest bearing borrowings

1.893
1.836

Provisions

709
616

Deferred tax liabilities

264
293



----------
----------

Total non-current liabilities

2,866
2,745



----------
----------






Current liabilities




Trade and other payables and accrued expenses

4,362
3,231

Income tax liabilities

75
-

Interest bearing borrowings

346
1,195

Deferred income

36
14

Other liabilities

16
27



----------
----------

Total current liabilities

4,835
4,467



----------
----------

Total liabilities and shareholders’ equity

19,199
17,149



=======
=======

POLSKI KONCERN NAFTOWY ORLEN S.A.

CONDENSED CONSOLIDATED INCOME STATEMENTS 

For the 9 and 3 month periods ended 30 September 2004 and 30 September 2003


For 9 months ended
For 3 months ended
For 9 months ended
For 3 months ended


30 September 2004
30 September 2004
30 September 2003
30 September 2003


(unaudited)
(unaudited)
(unaudited)
(unaudited)


(in PLN million)







Revenue
22,222
8,469
17,504
6,609







Cost of sales 
(17,729)
(6,734)
(14,211)
(5,487)


---------
----------
---------
----------

Gross profit
4,493
1,735
3,293
1,122


---------
----------
---------
----------







Other operating income
209
85
310
73







Distribution costs
(1,595)
(528)
(1.595)
(569)

Administrative expenses
(621)
(202)
(691)
(232)

Other operating expenses
(307)
(75)
(202)
(44)


---------
----------
---------
----------

Profit from operations
2,179
1,015
1,115
350


----------
----------
----------
----------







Financial income
270
90
236
104

Financial expenses
(209)
(69)
(322)
(152)

Income from investments accounted for using equity method
71
25
42
21


---------
----------
---------
----------

Profit before income tax and minority interests
2,311
1,061
1,071
323


--------
----------
--------
----------







Corporate income tax
(436)
(205)
(276)
(60)







Profit after tax
1,875
856
795
263







Minority interests
(43)
(19)
(27)
(10)


--------
----------
--------
----------

Net profit
1,832
837
768
253


======
======
======
======







Basic earnings per share for the period 

(in zloty per share)
4,28
1.96
1.83
0.60













POLSKI KONCERN NAFTOWY ORLEN S.A.

CONDENSED CONSOLIDATED CASH FLOW STATEMENTS
For the 9 month periods ended 30 September 2004 and 30 September 2003


For 9 months ended
For 9 months ended


 30 September 2004
  30 September 2003


(unaudited)
(unaudited)


(PLN million)

Cash flows from operating activities



Net profit for the period
1,832
768

Adjustments for:



Minority interests
43
27

Net income from investments accounted for under equity method
(71)
(42)

Depreciation and amortisation
907
890

Interest and dividend charges, net
                (41)
29

Income tax on current period profit
436
276

Loss / (Profit) on investing activities
34
(2)

(Increase) in receivables
(872)
(228)

(Increase) in inventories
(449)
(113)

Increase in accrued expenses and payables
1,235
126

Increase/(decrease) in provisions 
100
(30)

Other adjustments
(26)
(15)

Net income tax paid
(335)
(245)


--------
--------

Net cash flows from operating activities
2,793
1,441


            --------
--------





Cash flows from investing activities







Acquisition of property, plant and equipment and intangible assets 
(1,057)
(929)

Proceeds from sales of property, plant and equipment
51
23

Proceeds from sales of available for sale investments
40
6

Acquisition of investments available for sale and entities accounted for under equity method
(44)
(40)

Acquisition of business in Germany, net of cash acquired
-
(292)

Acquisition of short-term securities
(504)
(42)

Proceeds from sales of short-term securities
90
24

Dividends and interest received
88
71

Other
3
28


-------
-------

Net cash flows used in investing activities
(1,333)
(1,151)


-------
-------





Cash flows from financing activities







Proceeds from long-term and short-term loans and other borrowings
784
3,576

Repayment of long-term and short-term loans and other borrowings
(1,448)
(3,228)

Interest paid
(46)
(102)

Dividends paid
(278)
(59)

Other
(8)
(6)


-------
-------

Net cash flows gained / (used) in financing activities
(996)
181


-------
-------





Net increase/(decrease) in cash and cash equivalents
464
471


--------
--------

Cash and cash equivalents at the beginning of the period
562
178


-------
-------

Cash and cash equivalents at the end of the period
1,026
649


======
======













POLSKI KONCERN NAFTOWY ORLEN S.A.

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY 

For the 9 month periods ended 30 September 2004 and 30 September 2003 

(PLN million)


Common stock
Capital reserve 
Hedge accounting-cash flow hedges
Revaluation reserve
Foreign currency translation
Retained earnings
Total shareholders’ equity










1 January 2003
525
1,174
-
859
-
5,771
8,329


------
------
------
------
------
------
---------

Foreign exchange gain on consolidation
-
-
-
-
54
-
54

Dividend
-
-
-
-
-
(59)
(59)

Net Profit
-
-
-
-
-
768
768

Non-current assets impairment 
-
-
-
(8)
-
-
(8)

Hedge accounting-cash flow hedges
-
-
(2)
-
-
-
(2)


------
------
------
------
------
------
---------

30 September 2003
525
1,174
(2)
851
54
6,480
9,082

(unaudited)  
------
------
------
------
------
------
---------











Common stock
Capital reserve 
Hedge accounting-cash flow hedges
Revaluation reserve
Foreign currency translation
Retained earnings
Total shareholders’ equity










1 January 2004
534
1,359
-
856
62
6,699
9,510


------
------
------
------
------
------
---------

Foreign exchange (loss) on consolidation
-
-
-
-
(39)
-
(39)

Dividend
-
-
-
-
- 
(278)
(278)

Net Profit
-
-
-
-
 -
1,832
1,832

Non-current assets impairment 
-
-
-
-
-
-
-

Hedge accounting-cash flow hedges
-
-
20
-
-
-
20


------
------
------
------
------
------
---------

30 September 2004
534
1,359
20
856
23
8,253
11,045

(unaudited)
------
------
------
------
------
------
---------

1.
Principal activities

The dominant company of the Capital Group of Polski Koncern Naftowy ORLEN (further referred to as “the Group”) is Polski Koncern Naftowy ORLEN S.A. (further referred to as “the Company”, “PKN ORLEN”) located in Plock, Poland, 7 Chemikow Street.

The Company was established in 1993 as Mazowieckie Zaklady Rafineryjne i Petrochemiczne “Petrochemia Plock” S.A. On 20 May 1999 the Company changed its name to Polski Koncern Naftowy S.A. Further, on 12 April 2000 the Company changed its name to Polski Koncern Naftowy ORLEN S.A.

The Company is engaged in the processing of crude oil into a broad range of petroleum products and petrochemicals and in the transportation and wholesale and retail distribution of such products. The other companies in the Group operate primarily in related downstream activities including manufacturing and distribution of petroleum and chemical products.

2. Basis of presentation
The Group applied for these condensed consolidated financial statements International Financial Reporting Standards (“IFRS”) effective for respective accounting periods except for accounting for hyperinflation under International Accounting Standard No 29 “Financial Reporting in Hyperinflationary Economies” (IAS 29) and revaluation of fixed assets under International Accounting Standard No 16 “Property, Plant and Equipment” (IAS 16) and recognition of perpetual usufruct of land under International Financial Reporting Standard No 1 (“IFRS 1”) “First-time Adoption of International Financial Reporting Standards”, as explained below. 

In 2003 the International Accounting Standards Board has issued IFRS 1, which is effective for the preparation of financial statements for periods beginning on or after 1 January 2004. In accordance with the pronouncements of IFRS 1 the Company is considered as the first time adopter of IFRS. Particularly, IFRS 1 requires from an entity to recognize in its financial statements all assets and liabilities whose recognition is required by IFRSs. In accordance with IFRS 1 an entity may measure an item of property, plant and equipment at the date of transition to IFRSs at its fair value and use that fair value as its deemed cost at that date. The Group did not determine fair value as a deemed cost in relation to the fixed assets discussed above, which would result from the requirements of IFRS 1.

Perpetual usufruct rights granted to the Group Companies in the past based on administrative decisions meet the definition of an asset. Accordingly, these perpetual usufruct rights should be recognised in the Group’s financial statements based on fair value. The Group did not perform a fair value estimation of the above discussed perpetual usufructs as it was not practically possible.

The measurement and the reporting currency of these consolidated condensed financial statements is Polish Zloty (“PLN”).

The presented condensed consolidated financial statements reflect all the necessary adjustments, except for adjustments required by IAS 29 and IAS 16, and perpetual usufruct rights valuation required by IFRS 1, in order to reflect fairly the Company’s condensed consolidated results of operations, cash flows for the 9 month periods ended 30 September 2004 and 30 September 2003 and consolidated financial position as at 30 September 2004 and 31 December 2003. The presented financial results can not be the source of indications for the forecasts concerning the whole reporting year. 

The condensed consolidated financial statements reflect all adjustments, consisting only of normal recurring adjustments, necessary for a fair presentation of the consolidated results of operation, balance sheets and cash flows for each period presented.

In 2004 the Group has changed the estimate of the closing rate used for reporting of foreign currency monetary items. Until 31 December 2003 foreign currency monetary assets were reported at lower of commercial bank’s buy rate and NBP average while foreign currency monetary liabilities were reported at higher of commercial bank’s sell rate and NBP average. Since 1 January 2004 the closing rate used for reporting foreign currency assets and liabilities is approximated by the average National Bank of Poland exchange rate at the end of an accounting period. The effect of estimate change amounted to PLN 26 million and is recognized in the current year result.

The condensed consolidated financial statements were prepared under assumption that the Group’s companies are going to continue their activities in the foreseeable future. As at the date of authorisation of the financial statements, there are no circumstances, indicating any threat of Group’s entities’ continuation of their activities.

3. Selected explanatory notes
3.1. Accounting policies

Accounting policies and methods of computation applied by the Company are included in the yearly financial statements issued, with the exception of the effects of IFRS 1 described in Note 2.
Starting from 2005 the Company is to apply the requirements of IFRS 3 – “Business Combinations”. In accordance with IFRS 3 goodwill will no longer be amortized, but annually will be tested for impairment in accordance with IAS 36, while negative goodwill will be recognized in the income statement.

All business combinations taking place after 31 March 2004 are accounted for in accordance with IFRS 3 “Business Combinations”. The requirements of revised IAS 36 the Company have been applying since 31 March 2004. 

In accordance with IAS 38, an acquirer of an entity recognises at the acquisition date separately from goodwill an intangible asset of the acquiree if the asset’s fair value can be measured reliably. 

3.2.        Dividends
In 3Q 2004 there were dividends paid out by the Company from 2003 net profit, amounting to PLN 278m, i.e. 0.65 PLN per share. 

3.3.        Interest bearing borrowings


30 September
31 December



2004
2003



(unaudited)







Bank loans

2,210
2,918

Other loans and credits

29
36

Short-terms bonds

-
77



------
------

Total, including:

2,239

=====
3,031

=====






Short-term portion

346
1,195






Long-term portion

1,893
1,836

The total interest bearing borrowings incurred by the Group decreased by net PLN 792m within 9 month period ended 30 September 2004.

 The change of debt is result of:

· proceeds from new loans in PLN:

· 191m in PeKaO S.A.

· 81m in PKO BP S.A.

· 48m in BH w Warszawie S.A.

· 31m in BPH PBK S.A.

· 7m in Bank Millenium S.A. 

· proceeds from loan within Syndicated Agreement on dual currency

· partial proceeds from loan of EUR 57m within Syndicated Agreement on dual currency*

· issued short-term bonds PLN 156m

· repayment of loans in PLN: 

· 365m in PKO BP S.A.

· 231 m in BH w Warszawie S.A.

· 114 m In Pekao S.A.

· 53m in Bank Millenium S.A. 

· 16m in ING Bank Slaski S.A. 

· repayment of foreign currency loans 

· EUR 55m in BPH PBK S.A.

· EUR 25m in PeKaO S.A

· EUR 2m in Hamburg Landesbank

· redemption of short-term bonds PLN 234m

* The Syndicated Agreement on dual currency loan in the amount of EUR 500m was signed on 29 July 2003.
   The loan will be repaid in 2008. The loan can be utilized in EUR as well as in USD.

3.4. Operating costs (by type)


9 months ended

30 September 2004
3 months ended

30 September 2004
9 months ended

30 September 2003
3 months ended

30 September 2003


(unaudited)
(unaudited)
(unaudited)
(unaudited)







Raw materials and energy
9,078
3,541
8,122
2,774

Cost of goods for resale*
7,681*
2,771
5,105*
2,222

External services
1,293
440
1,263
456

Payroll and benefits (staff costs)
794
243
796
254

Depreciation and amortisation
931
305
910
301

Taxes and charges
212
66
202
58

Other
486
120
385
92


---------
---------
---------
---------


20,475
7,486
16,783
6,157







Adjustments:





Change in inventories, deferred and accrued costs
(140)
105
(17)
186

Cost of products and services for own use
(83)
(52)
(67)
(11)


---------
--------
---------
--------

Operating costs
20,252
7,539
16,699
6,332


=====
=====
=====
=====

* Activity acquired in Germany has been consolidated from 1 March 2003 when it was acquired.

3.5.      Segment data


Refining and Marketing Segment
Chemical Segment
Other operations
Eliminations
Consolidated


for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period


ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003

Revenues





















External sales
18,833
7,244
14,784
5,732
2,872
1,050
2,350
744
478
157
370
133
-
-
-
-
22,183
8,451
17,504
6,609

Inter-segment sales
3,091
1,180
2,362
683
1,074
406
1,031
341
573
175
839
273
(4,738)
(1,761)
(4,232)
(1,297)
-
-
-
-

Value of hedge transactions settlements


-
-
39
18
-
-


-
-


-
-
39
18
-
-

Total revenue
21,924
8,424
17,146
6,415
3,985
1,474
3,381
1,085
1,051
332
1,209
406
(4,738)
(1,761)
(4,232)
(1,297)
22,222
8,469
17,504
6,609

Total costs
(19,928)
(7,552)
(16,078)
(6,062)
(3,457)
(1,264)
(3,175)
(1,039)
(960)
(317)
(1,154)
(376)
4,738
1,761
4,232
1,297
(19,607)
(7,372)
(16,175)
(6,180)

Other operating income
89
10
102
41
51
20
158
13
41
29
32
15




181
59
292
69

Other operating cost
(219)
(31)
(120)
(19)
(24)
(14)
(18)
(5)
(60)
(31)
(42)
(14)




(303)
(76)
(180)
(38)

Result





















Segment result
1,866
851
1,050
375
555
216
346
54
72
13
45
31
-
-
-
-
2,493
1,080
1,441
460

Unallocated corporate income
















28
26
18
4

Unallocated corporate expenses
















(342)
(91)
(344)
(114)

Profit from operations
















2,179
1,015
1,115
350

Financial income
















270
90
236
104

Financial expenses
















(209)
(69)
(322)
(152)

Share in profit (losses) of subordinated entities accounted for using equity method
-
-
-
-
52
21
35
17
19
4
7
4




71
25
42
21

Profit before Income tax
















2,311
1,061
1,071
323

Income taxes
















(436)
(205)
(276)
(60)

Minority interests
















(43)
(19)
(27)
(10)

Net profit
















1,832
837
768
253


Refining and Marketing Segment
Chemical Segment
Other operations
Consolidated








for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period


ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003

Property, plant, equipment and intangible assets expenditure
479
224
550
208
406
133
358
225
48
19
89
26
933
376
997
459

Property, plant, equipment and intangible assets expenditure unallocated to segments












23
8
27
7

Total property, plant, equipment and intangible assets expenditure












956
384
1,024
466

Segment depreciation
626
206
606
202
170
56
150
48
110
36
127
42
906
298
883
292

Unallocated assets depreciation












25
7
27
9

Total depreciation












931
305
910
301

Non-cash expenses other than depreciation
128
54
81
8
13
6
12
3
46
32
34
12
187
92
127
23

Geographical segments

As the result of long term investments in Germany, beginning from 1 March 2003 the Group operates in Poland and Germany. The following table shows the distribution of the Company's consolidated sales by geographical market segmental reporting for business segments for 9 and 3 month periods ended 30 September 2004 and 30 September 2003.


Refining and Marketing Segment
Chemicals Segment
Other operations
Consolidated


for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period
for 9 month period
for 3 month period


ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003
ended 
30 September 2004
ended 
30 September 2003

Export Sales
841
355
540
237
675
257
599
187
17
6
13
5
1,533
618
1,152
429

Domestic sales:
17,992
6,889
14,244
5,495
2,236
811
1,751
557
461
151
357
128
20,689
7,851
16,352
6,180

- sales in Poland
11,578
4,648
9,892
3,583
2,197
793
1,751
557
461
151
357
128
14,236
5,592
12,000
4,268

- sales in Germany
6,414
2,241
4,352
1,912
-
-
-
-
-
-
-
-
6,414
2,241
4,352
1,912

- value of hedge transactions settlements




39
18
-
-




39
18
-
-

Total external revenue
18,833
7,244
14,784
5,732
2,911
1,068
2,350
744
478
157
370
133
22,222
8,469
17,504
6,609

3.6.
Basic and diluted earnings per share

for  the 9 month period ended
for the 9 month period ended 


30 September 2004 
30 September 2003


(unaudited) 
(unaudited)





Weighted average common stock outstanding
427,709,061
420,177,137





Net profit for the period per share (PLN)
4,28
1.83

There is no difference between the basic and diluted earnings per share.
3.7. 
Changes in contingent liabilities and risks after 31 December 2003

1. As of the date of publication of these financial statements Rafineria Trzebinia, the Company’s subsidiary, possessed no overdue budget liabilities related to the excise tax or VAT.

The remaining VAT liabilities were cancelled by the decision of the Head of Tax Office of Malopolska region dated 30 April 2004. Liabilities related to the excise tax resulting from the decision of the Head of Customs Office I were cancelled on 19 April 2004. The restructuring process of remaining tax liabilities of Rafineria Trzebinia for years 1999-2001 was completed by the decision of the Head of Tax Office in Chrzanow dated 12 March 2004.

Rafineria Trzebinia S.A. obtained suitable expertises confirming proper classification of manufactured excise products.

2. In accordance with the Agreement signed on 20 December 2002, Tankpol Sp z o.o (“Tankpol”) transferred to PKN ORLEN by cession of 40% of shares held in ORLEN PetroTank Sp z o.o. (“PetroTank”) in exchange for receivables from Tankpol. Final settlement of this transaction should be made after valuation of shares in PetroTank. On 30 October 2003 a legal case was filed against PKN ORLEN as compensation for PLN 70m or return of the ceded shares. On 26 January 2004 Tankpol modified its claim for repayment of PLN 36m or return of the ceded shares. Together with the claim, Tankpol presented a new valuation of PetroTank amounting to PLN 232m. On 22 January 2004 Tankpol approached the Company with a compromise offer, stating, that the claim will be revoked if PKN ORLEN pays PLN 33m. On 18 February 2004 during the first hearing the Court suspended the legal proceeding for the period of three months, in order to allow parties to reach a compromise. On 7 September 2004 during next hearing both sides applied for postponement of the legal proceeding for the period of next three months and obtained the Court’s approval. The above claim was not provided as in the Company’s Management view, based on the independent lawyer’s opinion obtained, the final outcome of the above claim should not have a material impact on the presented financial results or on settlement balance.

3. Due to the public information in relation to the Company’s purchase transactions, the Supervisory Board has taken actions including requests to audit firms to perform specific test procedures, which were aimed at verifying the above information, including an analysis of the specified procurement transactions. The reports on these procedures have been presented to the Supervisory Board for further analyses. Simultaneously the Management Board filed notifications to the Public Prosecutor’s Office regarding a suspicion of a commitment of crimes connected with:

· disclosure of confidential information, included in auditors’ reports,

· violation of the Company’s purchase procedures 

The final outcome of the above notifications is not known as at the date of the preparation of these financial statements. However, in the Management Board’s opinion, there are no circumstances indicating that the above mentioned matters may materially impact the true and fair presentation of the accompanying consolidated and statutory condensed financial statements for the 9 month period ended 30 September 2004.

4. On 20 May 2003, the Management Board of the Company submitted a put option execution declaration for all Niezalezny Operator Miedzystrefowy Sp. z o.o. (“NOM”) shares owned by PKN to Polskie Sieci Energetyczne S.A. (“PSE”). The “put” price amounted to PLN 111,5m and was calculated as a sum of a par value of the shares sold and a cumulative investment premium calculated according to the Agreement dated 8 June 2000 regulating the cooperation between the NOM shareholders.

On 20 October 2003, PSE filed a suit to the Court of Arbitration of the Polish Chamber of Commerce in Warsaw, regarding the determination of the validity of the shares sales agreement. In the opinion of the Management Board of the Company, based on independent legal analyses, the Company executed its put option and sold NOM shares to PSE. Consequently in year 2003, the Company recognised on the transaction profit amounting to PLN 27,5m (difference between purchase price of the stakes and the sales price resulting from the put option). According to the Management Board the receivable of PLN 111,5m will be realised in full.

On 23 September 2004 during the first hearing in the Court of Arbitration initial presentation of both sides’ positions took place. The Court took also decision about hearing of witnesses of both sides. On 7 October 2004 the hearing took place, during which  witnesses called previously were heard. The trial was postponed until 28 October 2004, due to the absence of one witness. The next hearing will take place on 19 November 2004. 

3.8. 
Subsequent events

1. On 4 October 2004, the Management Board of Polski Koncern Naftowy ORLEN S.A. acknowledged the fulfilment of one of the conditions precedent provided for in the conditional agreement to acquire 114,224,038 bearer shares of Unipetrol a.s. (“Unipetrol”), each having the nominal value of CZK 100, and representing approximately 62.99% of all the issued and outstanding shares of Unipetrol. The agreement was signed on 4 June 2004 between the National Property Fund of the Czech Republic (“NPF”) and the Company (“Unipetrol Share Purchase Agreement”). Pursuant to the provisions of the Unipetrol Share Purchase Agreement, one of the conditions precedent were preemptive rights to be executed with respect to the shares held by Unipetrol in Ceska rafinerska, a.s., or lapse of the time limit provided for the execution of such preemptive rights in connection with the change of control of Unipetrol, with such rights being granted to each IOC member (Eni International B.V., ConocoPhillips Central and Eastern Europe Holdings B.V. and Shell Overseas Investments B.V., being the shareholders of Ceska rafinerska, a.s.). According to the NPF notification received by the Company, the above mentioned condition precedent has been fulfilled as the NPF was informed by Unipetrol about lapse of the time period provided for the execution of the mentioned above preemptive rights since none of the IOC members had executed them within the prescribed time limits.
2. The Management Board of PKN ORLEN S.A. informed that on 18 October 2004 the Supervisory Board of PKN ORLEN S.A. changed the Company’s Management Board. It is related to planned change of the Management structure oriented on effective and transparent management.  

Changes were made in accordance to previously accepted procedure, among others after individual evaluations  carried out by the consulting company Korn/Ferry International. 

The Supervisory Board accepted the following resignations handed in on 18 October 2004:

- Krzysztof Kluzek from the position of the Member of the Management Board of PKN ORLEN on 18    October 2004,

- Slawomir Golonka and Jacek Strzelecki from the position of Vice-President of PKN ORLEN on 31 October 2004.

 

Simultaneously the Supervisory Board of PKN ORLEN appointed to the Management Board following persons:

 

· Wojciech Heydel as Vice-President of the Management Board on 1 November 2004,

· Jan Maciejewicz as Vice-President of the Management Board on 1 December 2004,

· Cezary Smorszczewski as Vice-President of the Management Board on 1 November 2004,

· Pawel Szymanski as Member of the Management Board  on 18 October 2004.

3.9. 
Additional information

a) Due to ongoing restructuring process of southern Group companies, i.e. Rafineria Nafty Jedlicze S.A., Rafineria Trzebinia and ORLEN Oil Sp. z o.o., a special team was established to develop
a concept of final operational profile for these companies, together with developing the most effective method of taking full advantage of its assets. The final concept should be prepared until 4Q 2004. 

As at the date of preparation of the above condensed consolidated financial statements, no results of the potential restructuring activities, which may have material impact on the presented data of the Group as at 30 September 2004 are known to the Management Board.

b) On 18 August 2004 PKN ORLEN S.A. received an information that on 11 August 2004 the Register Court in Krakow registered an increase in the share capital of the company ORLEN Oil. The share capital was increased from PLN 44 million by the amount of PLN 31 million, up to the amount of PLN 75 million. The stake in the increased share capital was covered in whole by PKN ORLEN in the form of cash contribution. After the increase of the share capital of ORLEN Oil the stake of PKN ORLEN S.A. rose from 9% to 47,2%. Remaining shares are possessed by Rafineria Trzebinia S.A. (43,8%), Rafineria Jedlicze S.A. (4,5%), Rafineria Czechowice S.A. (4,5%). Each share gives right to only one voice during the General Meeting of Shareholders. The purpose of the increase of the share capital is to acquire resources for partly financing of the acquisition of ORLEN Oil’s assets being the element of the oil department of PKN ORLEN S.A. These tasks are connected with the strategy of consolidation of the oil assets of PKN ORLEN around ORLEN Oil in order to create the uniform centre managing the oil segment in PKN ORLEN S.A. The contributed assets constitute above 20% of current initial capital of ORLEN Oil and constitute financial assets of significant value in accordance with §2 Act 1 and 3 the Decree of the Council of Ministers dated on 16 October 2001 on current and periodic information publishes by issuers of securities. 

c) The Decree of Ministry of Economy dated 14 December 2000 relating to detailed methods of determination and computation of tariffs and electricity settlement regulations (Journal of Law No. 1 dated 15 January 2001), according to the paragraph 36 the method of calculation of system fee, constituting an element of a power transfer fee has been changed. According to paragraph 37 of the Decree a different method of power transfer fee settlement has been allowed. Following the decision of the Chairman of the Electricity Regulation Office the electricity sale agreement between Zaklad Energetyczny Plock S.A. and PKN ORLEN was signed. The agreement did not determine contentious issues concerning transfer fees for the period from 5 July 2001 to 30 June 2002, as it was regarded as a civil case to be settled by an appropriate court. Zaklad Energetyczny Plock S.A. called on PKN ORLEN to a compromise agreement, and the District Court in Warsaw called PKN ORLEN as a co-defendant in a court case Polskie Sieci Energetyczne against Zaklad Energetyczny Plock S.A. The Company’s Management estimated the claim and in year 2002 set up an accrual in the amount of PLN 8m for liability to ZEP S.A., and provided for it in the amount of PLN 10m. As a consequence of the negative decision of the court PKN ORLEN was obliged to pay a liability connected with the above mentioned system fee to Zaklad Energetyczny Plock S.A. in the amount of PLN 46m. As a result the provision for business risks was increased by PLN 28m to cover the whole claim.

3.10. Transformation for International Financial Reporting Standards purposes

The adjustments to the condensed consolidated financial statements prepared under Polish Accounting Standards (PAS) are presented below:


9 months 

ended
3 months 

ended
9 months 

ended
3 months

ended


30 September 2004
30 September 2004
30 September 2003
30 September 2003


(unaudited)
(unaudited)
(unaudited)
(unaudited)







Net profit (PAS consolidated)
1,910
881
812*
257*







Payment from profit for social activity
(4)
-
(4)
-

Borrowing costs capitalisation, 
less depreciation
(140)
(59)
(39)
(5)

Amortisation of CPN goodwill
(7)
(2)
(8)
(3)

IFRS treatment of negative goodwill
12
4
13
5

Deferred tax on above adjustments
27
12
9
1

Change of accounting standards (PAS) 
26
-
-
-

Other
8
1
(15)
(2)


--------
--------
--------
--------

Net profit (IFRS consolidated)
1,832
837
768
253


=====
=====
=====
=====














30 September 2004
31 December 2003


(unaudited)






Net assets (PAS consolidated)
10,765
9,156*





Payment from profit for social activity
-
-

Borrowing costs capitalisation, net of depreciation
318
458

CPN goodwill, net of depreciation
55
62

IFRS treatment of negative goodwill
(42)
(54)

Deferred tax on above adjustments
(60)
(87)

Change of accounting standards (PAS)
-
-

Other
9
25


---------
---------

Net assets (IFRS consolidated)
11,045
9,510


======
======





* restated data due to change of foreign exchange rate estimate used in presenting monetary assets and liabilities in foreign currencies. 

3.11. Other 

The consolidated financial statements have been authorised by Company’s Management Board at premises of the Company, on 12 November 2004.
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Vice President
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..............................................................

Vice President
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..............................................................

Vice President 

Janusz Wiśniewski
..............................................................
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Paweł Szymański
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