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Financial Results of the ORLEN Group for Q3 2004, according to IFRS


Financial Highlights

ORLEN Group
9 months ended

Sep 30 2004

(unaudited data)
3 months

ended

Sep 30 2004

(unaudited data)
9 months ended

Sep 30 2003

(unaudited data)
3 months

ended

Sep 30 2003

(unaudited data)
% change 

9 months
% change 

3 months

Results according to IFRS
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm

Sales revenue
22,222
5,886
8,469
2,339
17,504
4,499
6,609
1,680
27.0%
30.8%
28.1%
39.2%

EBITDA2
3,110
824
1,320
365
2,025
520
651
165
53.6%
58.5%
102.8%
121.2%

Operating profit/(loss)
2,179
577
1,015
280
1,115
287
350
89
95.4%
101.0%
190.0%
214.6%

Financial expenses
209
55
69
19
322
83
152
39
-35.1%
-33.7%
-54.6%
-51.3%

Net profit (loss)
1,832
485
837
231
768
197
253
64
138.5%
146.2%
230.8%
260.9%

Net profit (loss) according to LIFO method
1,476
391
732
202
742
191
203
52
98.9%
104.7%
260.6%
288.5%

Operating cash flow
2,793
740
1,149
317
1,441
370
987
251
93.8%
100.0%
16.4%
26.3%

(1) The following average exchange rates were used for the conversion of the amounts denominated in USD: 9 months 2003 – PLN 3.8910, 9 months 2004 – PLN 3.7752, 3 months 2003 – PLN 3.9338, 3 months 2004 – PLN 3.6207.

(2) EBITDA = OPERATING PROFIT + AMORTISATION/DEPRECIATION

· Refining (Production + Wholesale): In Q3 2004, the segment’s financial result gained PLN 457m year on year, chiefly as a result of such factors as higher crack margins on refinery products, a higher URAL/Brent differential, and lower operating expenses.

· Refining (Retail): A PLN 19m rise in profit in Q3 2004 year on year, foremost due to lower costs and higher non-fuel margin.

· Petrochemicals: Q3 2004 saw the segment’s financial result soaring relative to the analogous quarter of the previous year (up by 300.0%) on stronger demand for PKN ORLEN’s key products as well as artificial fertilisers and polyvinyl chloride offered by Anwil SA (subsidiary undertaking).
· Other Activities: An 18.4% drop in revenue and concurrent 15.2% reduction of the segment’s costs had an adverse effect on its financial result. In Q3 2004, the segment posted a PLN 13m profit versus a PLN 31m profit in Q3 2003.

· Inland Premium: In Q3 2004, a PLN 36m (31.5%) decrease of the inland premium year on year was observed – high prices on fuel markets throughout the world enabled PKN ORLEN to pursue a market-oriented policy, apply flexible prices, and temporarily maintain prices below the import parity.

· Profit on Sales: A 54.6% increase in the profit on sales in Q3 2004 in relation to Q3 2003, attributable mainly to efficiency-improvement measures and positive market trends in Refining (Production and Wholesale) and Petrochemicals.

· Net Profit: The Q3 2004 net profit stood at PLN 837m, an improvement of PLN 584m on Q3 2003, driven mainly by the high profit on sales. 

· Net Operating Cash Flow: A PLN 162m increase in cash generated in Q3 2004 year on year, following improvement of the net profit.

· CAPEX (expenditure on tangible and intangible fixed assets): A PLN 71m reduction of CAPEX in Q3 2004 over Q3 2003, following from the scale-down of investment projects, mainly in Petrochemicals.

· Operating Expenses Reduction Programme: In Q3 2004, the implementation of the Programme led to a PLN 182m cost savings, which translated into an operating result of PLN 163m for the period.
Mr Janusz Wisniewski, Vice-President, Operations

In the third quarter of 2004, market conditions continued to favour record-high financial results in the oil & gas sector. The prevailing uncertainty and stronger demand for raw materials – part and parcel of the general growth of the global economy – meant that the oil market was once again home to record-breaking per-barrel quotes, this time in excess of USD 50. As a consequence, the URAL/Brent differential also outstripped previous highs to average at USD 5.40 in September (vs. USD 3.12 in Q2 2004). The situation on the oil market pushed margins on refinery products upwards. PKN ORLEN fully harnessed the resulting benefits and worked to additionally strengthen them by internal efficiency-focused initiatives and, foremost, the results of the Operating Expenses Reduction Programme. The disclosed financial data leave no room for doubt, the record-high financial results posted by PKN ORLEN in 2003 will be outperformed by a landslide in 2004 and the net profit as at the end of the year may amount to as much as twice the 2003 net consolidated profit of PLN 987m.

Despite the current economic conditions favouring the oil business, PKN ORLEN was, nevertheless, prompted by the continually high crude oil prices and high refinery margins to continue its large-scale activity with a view to achieving an optimal business model in order to maximise benefits for the entire value chain of the wholesale margin. Thus, we have continued work on a comprehensive margin optimisation project as to permit the Company to record sound financial results even when the global markets of crude oil and refinery products enter into a correction phase. Without a doubt, this plan as well as other strategic projects currently being implemented, including: Value-Based Management, Operating Expense Reduction Programme, Optimisation of Refining (Retail) Administrative Expenses, Centralisation of Retail Prices, Risk Management, as well as internal restructuring, will help PKN ORLEN achieve equally satisfactory results in the future when th market turns cooler for the oil & gas sector.

In the third quarter of 2004, a number of tasks aimed at improving the quality of the manufactured products was implemented in the area of operations which is under my direct supervision. For example, in July, we launched an initiative to direct slop wax (which previously was reused in the process) as part of vacuum oil fractions to the Vacuum Residue Upgrader Unit. This solution allowed us to increase the amount of desulphurised feedstock for the C II Unit, which has materially reduced the sulphur content of cracking gasoline. In August, we launched production of unleaded gasoline for the EU market, compliant with the EU norms which will officially come into force on January 1st 2005. Furthermore, in addition to basic diesel oil, we started production of Ekodiesel Ultra (with sulphur content below 10 ppm). In September, we launched production of Ekoterm Plus, a new type of fuel oil with sulphur content of less than 0.1%. By reducing the sulphur content and applying a package of enriching additives, we can now produce fuel with materially better use parameters and significantly less noxious to the natural environment, in the same quality class as applies in Europe to fuels used in cutting-edge low-emission heating appliances fired alternatively with gas and gas oil.

Moreover, as part of an effort to optimise the use of PKN ORLEN’s assets, work continued on spining-off of selected logistics assets and on developing a final form and strategy for our logistics business. Concurrently, our investment tasks aim at adjusting our product distribution systems to the requirements imposed under EU directives and include upgrading of PKN ORLEN storage depots. We launched the production and distribution of gasoline compliant with the 2005 quality standards in an effort to replace our strategic reserves. The Company also took steps to prune U95 gasoline from the PKN ORLEN product offering by replacing it with Es95 gasoline and concurrently providing a possibility of injecting a potassium additive directly at service stations.

As part of our efforts designed to put the structure of the ORLEN Capital Group in order, in July the Oil Division was sold to ORLEN Oil Sp. z o.o. (subsidiary undertaking). The objective of the transaction was to consolidate the production and sales of engine and lubricating oils in the ORLEN Capital Group; the transaction also represents another stage in the process of integrating the production of base oils with the production and sales of finished products (i.e. engine and lubricating oils). At the same time, the Group sold a 98.45% equity interest in ORLEN Transport Lublin Sp. z o.o. (transport company) and a 40% equity interest in Flexpol Sp. z o.o. (BOPP film manufacturer). The decision to assume control over all undertakings acting as regional market operators represented yet another important step towards the creation of a uniform and effective sales structure. As a result, PKN ORLEN acquired an interest representing 49.52% of the share capital of ORLEN Morena Sp. z o.o. from its other shareholder to become the undertaking’s sole owner.

The third quarter also saw changes in the composition and organisation of the PKN ORLEN Management Board and management team. However, I would like to assure you that the process progressed smoothly and did not cause any perturbations in meeting our strategic or business goals.

We are also working fairly intensively on integrating the ORLEN operations with individual undertakings of the Unipetrol Group. In line with the strategy of segment management for individual business areas, we have prepared a detailed timetable for integration of the operations and computed the value of the anticipated synergies. In view of the potential synergies, ORLEN’s current strategic projects are gradually extended to include relevant groups of Unipetrol’s assets. 

A look at our financial performance and the current financing structure makes it clear that PKN ORLEN will have no difficulty with financing the purchase of the Unipetrol Group. Nevertheless, we are taking steps to sell PKN ORLEN’s equity interest in Polkomtel SA – mobile telephony operator – even though the Company it is not in any way dependent on proceeds from the disposal to finalise the Unipetrol transaction.

Financials by Area of Activity

Market Overview
In the third quarter of 2004, the average price of Brent oil stood at USD 41.57/bbl, having gone up by USD 13.16/bbl (46.3%) year on year. The rise went hand in hand with a higher URAL/Brent differential, which moved from USD 1.24/bbl in Q3 2003 to USD 4.30/bbl in Q3 2004. During the third quarter of 2004, the average market price of gasoline was USD 433.18/t (a 42.6% increase over Q3 2003). In the same period, an even more material rise was recorded in the market prices of diesel fuel and Ekoterm, by USD 162.34/t and USD 142.59/t, respectively (or by 63.5% and 59.0%). Year on year, the crack margins for gasoline increased and those for diesel fuel and gas oil increased substantially, by 33.1%, 151.0% and 155.8%, respectively. The U.S. dollar weakened against the Polish currency, by 7.9% (from PLN 3.9328/USD 1 in Q3 2003 to PLN 3.6207/USD 1 in Q3 2004). The euro remained stable relative to Q3 2003, (PLN 4.4258/EUR 1 in Q3 2003 and PLN 4.4251/EUR 1 in Q3 2004).

According to GUS (National Statistics Office) data, highly favourable economic conditions prevailed on the Polish market in 2004, which bore fruit in a stable rate of high economic growth. Industrial production rose by 9.3% as compared with the analogous nine months of 2003.

In addition, based on GUS data, in Q3 2004 consumer prices went up by 0.6% while they had posed a drop of 0.6% in the analogous period of 2003. The average growth of consumer prices over the nine months strengthened as well (3.2% in 2004 vs. 0.4% in 2003). Transport prices in the period January – September 2004 were up year on year by 6.2%, chiefly due to an increase in the prices of fuels (10.3%).

The crisis which affected the Polish new auto market in May deepened in Q3 2004. Its cause – as earlier forecast by analysts – was manifold, including VAT changes, new auto price hikes and high fuel prices. The ever rising tide of used vehicle imports flooding the Polish market represents yet another factor detrimental to the new automobile market.

Based on market data provided by Samar, 255.7 thousand new vehicles were sold in Poland in the three quarters to September 2004 (a mere 0.5% gain on January – September 2003), which was mainly a result of the good performance in the first four months of 2004. In September, new car sales were 20.6 thousand, that is 32.0% less than a year earlier. Analysts believe that new auto sales for 2004 will be weaker than in 2002 (303 thousand cars sold) and that the Polish auto industry does not stand a chance of repeating the 2003 results (353 thousand cars).

Based on estimates, fuel consumption in Poland grew in Q3 2004 by approximately 3.3% year on year. PKN ORLEN’s estimated share in the domestic consumption of liquid fuels in the nine months of the year was 62.9% for gasoline, 49.9% for diesel fuel, and 59.1% for Ekoterm.

Refining (Production + Wholesale)

Refining 

(Production + Wholesale)
9 months ended

Sep 30 2004

(unaudited data)
3 months

ended

Sep 30 2004

(unaudited data)
9 months ended

Sep 30 2003

(unaudited data)
3 months

ended

Sep 30 2003

(unaudited data)
% change 

9 months
% change 

3 months

Results according to IFRS
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm

Revenue, including:
15,265
4,043
6,015
1,661
11,426
2,936
4,026
1,024
33.6%
37.7%
49.4%
62.2%

Revenue on sales to third parties
10,211
2,705
4,124
1,139
7,176
1,844
2,620
666
42.3%
46.7%
57.4%
71.0%

Intra-company revenue *
5,054
1,338
1,891
522
4,250
1,092
1,406
358
18.9%
22.5%
34.5%
45.8%

Costs and expenses
13,513
3,579
5,245
1,448
10,453
2,686
3,713
944
29.3%
33.2%
41.3%
53.4%

Result **
1,752
464
770
213
973
250
313
80
80.1%
85.6%
146.0%
166.3%

Sales to third parties (thousand tonnes)***
6,623

2,524

5,946

2,274

11.4%

11.0%


Sales of products to third parties (thousand tonnes)
6,623

2,524

5,943

2,274

11.4%

11.0%


*)Revenue includes transfers to the retail segment in the amount of: 9 months 2003 – PLN 2,198m, 9 months 2004 – PLN 1,987m, 3 months 2003 – PLN 850m, 3 months 2004 – PLN 722m.

**) The segment’s operating result, net of the costs not attributed to any of the segments, incurred at the Group’s level.

***) Products including materials, such as crude oil.

The Q3 2004 result in refining totalled PLN 770m, rising from PLN 313m in Q3 2003. The increase was driven by higher revenue in the segment (up by 49.4%), while the total costs and expenses of the segment grew by onlz 41.3%. The revenue and costs of the segment were largely affected by the inclusion in the segment in Q3 2004 of some of the German operations (approximately PLN 514m in both revenue and costs) and ORLEN Petrocentrum Sp. z o.o. (approximately PLN 342m in both revenue and costs). In the previous year, these companies were entirely included under Refining (Retail). The decision to split operations followed from a higher share of wholesale in these companies’ total sales.

Implementation of the comprehensive Operating Expenses Reduction Programme ushered in savings of PLN 68.3m for the segment.

The segment’s result was positively affected by an increase in prices of gasoline, diesel and gas oil in Q3 2004 year on year, by 42.6%, 63.5%, and 59.0%, respectively. The jump in prices was accompanied by increases in crack margins on these products and in the URAL/Brent differential.

In Q3 2004, the volume of diesel fuel and gasoline sold to third parties grew by 24.3% and 12.0%, respectively, in comparison with Q3 2003. In the period, growth was also seen in Ekoterm sales (up by 34.7% year on year). The volume of light product sales was up by 22.8% in aggregate. The growth in the fuel sales volume was caused, among other factors, by the inclusion of some of the German operations and ORLEN Petrocentrum Sp. z o.o. in the segment in Q3 2004 and the stronger fuel consumption in Poland (rising by 3.3% over Q3 2003).

As at the end of September 2004, the segment’s result was PLN 1,752m, representing a PLN 779m increase from the figure for the first three quarters of 2003.

Refining (Retail)

Refining (Retail)
9 months ended

Sep 30 2004

(unaudited data)
3 months

ended

Sep 30 2004

(unaudited data)
9 months ended

Sep 30 2003

(unaudited data)
3 months

ended

Sep 30 2003

(unaudited data)
% change 

9 months
% change 

3 months

Results according to IFRS
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm

Revenue, including:
8,646
2,290
3,131
865
7,918
2,035
3,239
823
9.2%
12.5%
-3.3%
5.1%

Revenue on sales to third parties 
8,622
2,284
3,120
862
7,608
1,955
3,112
791
13.3%
16.8%
0.3%
9.0%

Intra-company revenue 
24
6
11
3
310
80
127
32
-92.3%
-92.5%
-91.3%
-90.6%

Costs and expenses 
8,532
2,260
3,050
843
7,841
2,015
3,177
807
8.8%
12.2%
-4.0%
4.5%

Result*
114
30
81
22
77
20
62
16
48.1%
50.0%
30.6%
37.5%

Sales to third parties (thousand tonnes)
2,493

894

2,816

1,163

-11.5%

-23.1%


*) The segment’s operating result, net of the costs not attributed to any of the segments, incurred at the Group’s level.

The segment’s revenue in the third quarter of 2004 went down by PLN 108m (3.3%) in comparison with the third quarter of 2003; costs and expenses also went down, by PLN 127m (3.4%). Costs and expenses decreased at a more rapid rate chiefly thanks to the implementation of the comprehensive Operating Expenses Reduction Programme which yielded PLN 48.2m in savings to the segment.

The lower sales revenue went hand in hand with a drop in sales volume (23.1%) partially as a result of a change in the reporting and results presentation policy of the segment. In Q3 2004, sales volume of the German operations was partially included in Refining (Production + Wholesale), while in Q3 2003 all of the German operations were disclosed under Refinery (Retail). The domestic retail sales dynamics in Q3 2004 was 96.9% year on year, while for the three quarters ended in September 2004, the dynamics was 98.5% year on year. The Q3 2004 revenue on sales of the German companies and attributed to the segment amounted to PLN 1,741m; in the analogous period of 2003 it was PLN 1,912m.

In Q3 2004, as compared with Q3 2003, PKN ORLEN’s unit retail margins fell by 21.4% on diesel fuel while for gasoline the margins rose by 20.0%. At the same time, the non-fuel margin rose by 5.4%. The Group’s sales revenue on non-fuel goods stood at PLN 219m in Q3 2004, representing an 7.9% increase on the analogous period of 2003.

A further rise (by 23.1%) was seen in the volume of retail fuel sales under the FLOTA loyalty programme, attributable to a range of promotional activities organised by PKN ORLEN. At the same time, the share of fuel sales under the VITAY programme in the total retail sales of fuel shrank slightly – by 5.0 pp. 

All of the above factors contributed PLN 19m to the segment’s profit as compared with Q3 2003, which amounted to PLN 81m (in Q3 2003 – PLN 62m). The German operations attributable to the segment recorded an operating profit of PLN 4m in Q3 2004, while in Q3 2003 the German companies had achieved an operating profit of PLN 9m.
As at the end of September 2004, the segment’s result was PLN 114m as compared to a PLN 77m profit as at the end of the nine months of 2003.
Petrochemicals

Petrochemicals
9 months ended

Sep 30 2004

(unaudited data)
3 months

ended

Sep 30 2004

(unaudited data)
9 months ended

Sep 30 2003

(unaudited data)
3 months

ended

Sep 30 2003

(unaudited data)
% change 

9 months
% change 

3 months

Results according to IFRS
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm

Revenue, including:
3,985
1,056
1,474
407
3,381
869
1,085
276
17.9%
21.5%
35.9%
47.5%

Revenue on sales to third parties
2,872
761
1,050
290
2,350
604
744
189
22.2%
26.0%
41.1%
53.4%

Intra-company revenue
1,074
285
406
112
1,031
265
341
87
4.2%
7.5%
19.1%
28.7%

Settlement of hedging transactions.
39
10
18
5









Costs and expenses
3,430
909
1,258
347
3,035
780
1,031
262
13.0%
16.5%
22.0%
32.4%

Result*
555
147
216
60
346
89
54
14
60.4%
65.2%
300.0%
328.6%

Sales to third parties (thousand tonnes)
1,648

579

1,641

575

0.4%

0.7%


*) The segment’s operating result, net of the costs not attributed to any of the segments, incurred at the Group’s level.

The segment’s result for Q3 2004 amounted to PLN 216m, while in the corresponding quarter of 2003 it had totalled PLN 54m. The revenue on petrochemicals was higher by PLN 389m (up by 35.9%) with a slight improvement in the volume of sales to external customers (by 0.7%), which was attributable to a stronger demand for petrochemicals, chiefly for the products of PKN ORLEN and Anwil SA. In Q3 2004, sales volume for the main products of the two companies increased. The quantitative rise was associated with an even higher increase in the value of sales of such products as ethylene (by 46.3%), propylene (53.1%), benzene (226.1%), ammonium nitrate (22.4%), polyvinyl chloride (41.3%), and CANWIL (35.5%). The Q3 2004 operating profit of PKN ORLEN and Anwil SA attributable to the segment stood at PLN 182m and PLN 64m, respectively, as compared with a PLN 31m profit earned by PKN ORLEN in Q3 2003. The good performance of the segment was driven by peak demand on global markets and stronger demand on the fertilisers market.

The implementation of the comprehensive Operating Expenses Reduction Programme ushered in PLN 8.6m in savings for the segment.

As at the end of September 2004, the segment’s results stood at PLN 555m, thus rising by 60.4% from the figure recorded in the same period of 2003.

Other Activities

Other activities
9 months ended

Sep 30 2004

(unaudited data)
3 months

ended

Sep 30 2004

(unaudited data)
9 months ended

Sep 30 2003

(unaudited data)
3 months

ended

Sep 30 2003

(unaudited data)
% change 

9 months
% change 

3 months

Results according to IFRS
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm
PLNm
USDm

Revenue, including:
1,051
278
332
92
1,210
311
407
103
-13.1%
-10.6%
-18.4%
-10.7%

Revenue on sales to third parties
478
127
157
43
371
95
134
34
28.8%
33.7%
17.2%
26.5%

Intra-company revenue
573
151
175
49
839
216
273
69
-31.7%
-30.1%
-35.9%
-29.0%

Costs and expenses
979
259
319
88
1,165
299
376
95
-16.0%
-13.4%
-15.2%
-7.4%

Result*
72
19
13
4
45
12
31
8
60.0%
58.3%
-58.1%
-50.0%

Sales to third parties (thousand tonnes)
144

56

63

23

128.6%

143.5%


*) The segment’s operating result, net of the costs not attributed to any of the segments, incurred at the Group’s level.

In addition to the companies involved in the production of energy and provision of services to PKN ORLEN, the “other activities” segment includes a number of undertakings which were spun off, mainly as part of the Group restructuring.

In Q3 2004, the segment generated a profit of PLN 13m. To compare, in the preceding year the segment had recorded a profit of PLN 31m. The worse result followed mainly from the fact that PKN ORLEN created larger provisions for possible future liabilities towards the Plock Power Utility, in the amount of PLN 28.1m (under claim for power-generation charges). In the period, the implementation of the comprehensive Operating Expenses Reduction Programme ushered in PLN 56.9m in savings for the segment.

As at the end of the three quarters of 2004, the segment’s profit was PLN 72m as compared with the PLN 45m in profit generated in the analogous period of 2003.

Financial Review

Profit and Loss Account

The profit on sales for Q3 2004 totalled PLN 1,735m, rising by PLN 613m (54.6%) from the result reported for Q3 2003. The improvement comes from stronger sales revenue (an increase of PLN 1,860m) that is greater than the corresponding rise in cost of sales (an increase of PLN 1,247m). The value of external sales increased in all segments, with the largest improvement seen in Refining (Production + Wholesale), where sales to third parties grew by PLN 1,504m (57.4%), and Petrochemicals, where sales to third parties grew by PLN 306m (41.1%). The amount of revenue derived from Refining (Production + Wholesale) was significantly affected by the decision to consolidate some activities conducted by companies operating in Germany and by higher market fuel prices. The Q3 2004 sales of our German operations stood at PLN 2,241m, while in Q3 2003, they had amounted to PLN 1,912m.

In the third quarter of 2004, the selling costs shrunk by PLN 41m (7.2%) relative to Q3 2003, to amount to PLN 528m. In the same period, the general administrative expenses fell by PLN 30m (12.9%) on Q3 2003, to PLN 202m.

In Q3 2004, a profit of PLN 10m was recorded on other operating activities. Financial income in the third quarter of 2004 was PLN 90m, going down by PLN 14m on the Q3 2003 figure. At the same time, the Group’s financial expenses fell by PLN 83m. This was partially the result of a decrease in its interest-bearing liabilities. The better financial result came also thanks to a drop in F/X rates which ushered in positive exchange differences. As a result, the profit of this segment totalled PLN 21m in the third quarter of 2004, while in the analogous period of 2003, the Group had posted a loss of PLN 48m.

The share of undertakings consolidated with the equity method in the financial result amounted to PLN 25m in Q3 2004, relative to PLN 21m of Q3 2003.

As a result of a higher pre-tax profit, the Q3 2004 income tax was PLN 205m, which represents a PLN 145m increase year on year.

The above factors produced a net profit of PLN 837m for Q3 2004, up by PLN 584m on Q3 2003. 

For the nine months ended September 30th 2004, the net profit totalled PLN 1,832m, thus rising by PLN 1,064m year on year.
Balance Sheet

As at the end of the third quarter of 2004, the total assets amounted to PLN 19,199m, up by 12.0% from December 31st 2003. The value of fixed assets fell by PLN 98m (0.9%) from the December 31st 2003 figure, and amounted to PLN 10,617m, chiefly upon a PLN 160m drop in tangible fixed assets in relation to their value as at December 31st 2003. As at the end of Q3 2004, current assets grew from PLN 6,434m (as at December 31st 2003) to PLN 8,582m mainly due to an increase in stocks, trade debtors and other accounts receivable, short-term securities, as well as cash and cash equivalents: by PLN 438m (14.3%), PLN 846m (33.7%) and PLN 873m (138.8%), respectively.

Shareholders’ equity stood at PLN 11,045m as at the end of Q3 2004, up by PLN 1,535m (16.1%) in relation to the end of 2003. The main contributing item was a higher retained profit (PLN 1,554m). Long-term liabilities amounted to PLN 2,866m, rising by PLN 121m in comparison with the end of 2003, chiefly due to an increase in liabilities on loans and provisions. Short-term liabilities rose as well, from PLN 4,467m as at December 31st 2003 to PLN 4,835m as at September 30th 2004. As for short-term liabilities, liabilities, accruals and deferred income grew in value (by PLN 1,131m) while loans and borrowing dropped in value (PLN 849m). The Group’s total debt (loans, borrowings, and securities) reached PLN 2,239m as at September 30th 2004, which means a drop of PLN 792m as compared with the end of 2003.

Cash Flow

The Q3 2004 net operating cash flow stood at PLN 1,149m, having increased slightly by PLN 162m relative to the analogous quarter of 2003, attributable mainly to higher by PLN 584m net profit and a positive trend noted in liabilities and accruals and deferred income (in Q3 2004 they grew by PLN 299m while in Q3 2003 they had increased by PLN 243m). As compared with Q3 2003, the Group’s balance of liabilities and stocks deteriorated (in Q3 2004, up by PLN 183m and PLN 128m, respectively; while in Q3 2003 they were down by PLN 16m and PLN 147m, respectively.)

Investment cash outflow amounted to PLN 544m in Q3 2004, up by PLN 254m on the corresponding quarter of the previous year. The improvement was achieved foremost thanks to the acquisition of short-term securities. In Q3 2004, the Group made such purchases on the secondary markets (treasury bills and bonds as well as commercial papers) as a means of investing the Group’s short-term financial surplus. As was true of the analogous period of the preceding year, at the end of the third quarter of 2004, the Group recorded a negative balance of financing cash flow of PLN 416m (Q3 2003 – PLN 428m). Such an outflow was caused by repayment of the Group’s debt under loans and borrowings and debt securities. In the third quarter of 2004, the net outflow on contracted and repaid loans and borrowings and debt securities stood at PLN 120m, while in Q3 2003 the corresponding inflow had amounted to PLN 339m.

As at the end of September 2004, operating cash flows amounted to PLN 2,793m, rising by PLN 1,352m from the amount recorded in the analogous period of 2003.

Investing cash inflow of PLN 1,333m as at the end of Q3 2004 results chiefly from CAPEX on tangible fixed assets (PLN 1,057m) and the acquisition of short-term securities (PLN 504m); at the end of Q3 2003, it had totalled PLN 1,151m, comprising mainly investments in tangible fixed assets (PLN 929m) and the acquisition of operations in Germany (PLN 292m).

A decrease in short- and long-term loans and borrowings as well as dividend payments to shareholders led to a decrease in net financing cash, which as at the end of Q3 2004 totalled PLN 996m.

Net cash at the end of Q3 2004 totalled PLN 1,026m, rising by PLN 377m on the analogous period of 2003. The increase is the by-product of the Group’s good operating result. The Group’s financial surplus is by and large short-term in nature; the Group plans to use it mainly to finance the acquisition of Unipetrol.

APPENDIX I

PKN ORLEN

 ABBREVIATED CONSOLIDATED PROFIT AND LOSS ACCOUNTS

for the periods of 9 and 3 months 

ended September 30th 2004 and September 30th 2003

(PLNm)

ITEM
9 months ended 

Sep 30 2004

(unaudited data)
3 months ended 

Sep 30 2004 

(unaudited data)
9 months ended 

Sep 30 2003

(unaudited data)
3 months ended

Sep 30 2003

(unaudited data)
% change

9 months
% change

3 months









Sales revenue
22,222
8,469
17,504
6,609
27.0%
28.1%

Cost of sales
17,729
6,734
14,211
5,487
24.8%
22.7%

Profit (loss) on sales
4,493
1,735
3,293
1,122
36.4%
54.6%









Other operating income
209
85
310
73
-32.6%
16.4%









Selling costs
1,595
528
1,595
569
0.0%
-7.2%

General and administrative expenses
621
202
691
232
-10.1%
-12.9%

Other operating expenses
307
75
202
44
52.0%
70.5%

Operating profit (loss)
2,179
1,015
1,115
350
95.4%
190.0%









Financial income
270
90
236
104
14.4%
-13.5%

Financial expenses
209
69
322
152
-35.1%
-54.6%

Share in profit (loss) of undertakings consolidated with equity method
71
25
42
21
69.0%
19.0%

Pre-tax profit (loss)
2,311
1,061
1,071
323
115.8%
228.5%









Corporate income tax
436
205
276
60
58.0%
241.7%

Net profit (loss)
1,875
856
795
263
135.8%
225.5%









Profit (loss) attributable to minority interests
43
19
27
10
59.3%
90.0%

Net profit (loss)
1,832
837
768
253
138.5%
230.8%

APPENDIX II

PKN ORLEN

ABBREVIATED CONSOLIDATED BALANCE SHEETS

as at September 30th 2004 and December 31st 2003 

 (PLNm)

ITEM
Sep 30 2004

(unaudited data)
Dec 31 2003
% change

ASSETS




Fixed assets




Tangible fixed assets
9,647
9,807
-1.6%

(Negative) goodwill
-246
-273
-9.9%

Intangible fixed assets
112
121
-7.4%

Financial assets
546
534
2.2%

Shares and equity interests in undertakings consolidated with equity method 
527
493
6.9%

Deferred tax assets
22
15
46.7%

Other fixed assets
9
18
-50.0%

Total fixed assets
10,617
10,715
-0.9%






Current assets




Stocks
3,496
3,058
14.3%

Trade debtors and other accounts receivable
3,359
2,513
33.7%

Taxes receivable
1
65
-98.5%

Short-term securities
476
67
610.4%

Prepayments
122
80
52.5%

Cash and cash equivalents
1,026
562
82.6%

Other financial assets 
102
89
14.6%

Total current assets
8,582
6,434
33.4%






Total assets
19,199
17,149
12.0%






SHAREHOLDERS’ EQUITY AND LIABILITIES




Shareholders’ equity




Share capital
534
534
0.0%

Reserve funds
1,359
1,359
0.0%

Hedging accounting – cash flows 
20



Revaluation capital reserve
856
856
0.0%

Currency-translation differences on subsidiary undertakings
23
62
-62.9%

(Accumulated loss)/retained profit brought forward
8,253
6,699
23.2%

Total shareholders’ equity
11,045
9,510
16.1%






Minority interests
453
427
6.1%






Long-term liabilities




Loans and borrowings
1,893
1,836
3.1%

Provisions
709
616
15.1%

Deferred income tax provisions
264
293
-9.9%

Total long-term liabilities
2,866
2,745
4.4%






Short-term liabilities




Liabilities and accrued expenses
4,362
3,231
35.0%

Corporate income tax payable
75
-


Loans and borrowings
346
1,195
-71.0%

Deferred income
36
14
157.1%

Other financial liabilities 
16
27
-40.7%

Total short-term liabilities
4,835
4,467
8.2%






Total shareholders’ equity and liabilities
19,199
17,149
12.0%

APPENDIX III

PKN ORLEN

ABBREVIATED CONSOLIDATED CASH FLOW STATEMENTS

for the periods of 9 and 3 months 

ended September 30th 2004 and September 30th 2003

 (PLNm)

ITEM
9 months ended 

Sep 30 2004

(unaudited data)
3 months ended 

Sep 30 2004 

(unaudited data)
9 months ended 

Sep 30 2003

(unaudited data)
3 months ended

Sep 30 2003

(unaudited data)
% change

9 months
% change

3 months









Net operating cash flow







Net profit (loss)
1,832
837
768
253
1064
584

Total adjustments:



0



Profit (loss) attributable to minority interests
43
19
27
10
16
9

Share in profit (loss) of undertakings consolidated with equity method
-71
-25
-42
-21
-29
-4

Depreciation and amortisation
907
298
890
297
17
1

Net dividends and interest
-41
8
29
13
-70
-5

Corporate income tax as disclosed in profit and loss account
436
205
276
60
160
145

(Profit) loss on investment activities
34
-29
-2
27
36
-56

Decrease / (increase) in accounts receivable
-872
-183
-228
16
-644
-199

Decrease / (increase) in stocks
-449
-128
-113
147
-336
-275

(Decrease) / increase in liabilities and accrued expenses
1,235
299
126
243
1,109
56

(Decrease) / increase in provisions
100
20
-30
-40
130
60

Other adjustments
-26
2
-15
60
-11
-58

Corporate income tax paid
-335
-174
-245
-78
-90
-96

Net operating cash
2,793
1,149
1,441
987
1,352
162









Investing cash flow







Acquisition of intangible and tangible fixed assets
-1,057
-420
-929
-463
-128
-43

Disposal of tangible fixed assets
51
36
23
15
28
21

Disposal of assets available for sale
40
33
6
3
34
30

Acquisition of assets available for sale
-44
-17
-40
-2
-4
-15

Acquisition of businesses in Germany less total acquired cash and cash equivalents
0
0
-292
127
292
-127

Purchase of short-term securities
-504
-211
-42
-13
-462
-198

Disposal of short-term securities
90
25
24
5
66
20

Dividends and interest received
88
4
71
5
17
-1

Other
3
6
28
33
-25
-27

Net investing cash outflow
-1,333
-544
-1,151
-290
-182
-254









Financing cash flow







Increase in long- and short-term loans and borrowings
784
139
3,576
1,420
-2,792
-1,281

Decrease in long- and short-term loans and borrowings
-1,448
-259
-3,228
-1,759
1,780
1,500

Interest paid
-46
-15
-102
-27
56
12

Dividend payments to shareholders
-278
-278
-59
-59
-219
-219

Other
-8
-3
-6
-3
-2
0

Net financing cash inflow/(outflow)
-996
-416
181
-428
-1,177
12









Change in net cash
464
189
471
269
-7
-80

Cash at beginning of period
562
837
178
380
384
457

Cash at end of period
1,026
1,026
649
649
377
377

APPENDIX IV

PKN ORLEN

KEY FINANCIAL DATA BY BUSINESS SEGMENT

for the periods of 9 and 3 months 

ended September 30th 2004 and September 30th 2003

 (PLNm)

ITEM
9 months ended 

Sep 30 2004

(unaudited data)
3 months ended 

Sep 30 2004 

(unaudited data)
9 months ended 

Sep 30 2003

(unaudited data)
3 months ended

Sep 30 2003

(unaudited data)
% change

9 months
% change

3 months









REVENUE ON SALES TO THIRD PARTIES1







Refining (production + wholesale)
10,211
4,124
7,176
2,620
42.3%
57.4%

Refining (retail)
8,622
3,120
7,608
3,112
13.3%
0.3%

Petrochemicals
2,872
1,050
2,350
744
22.2%
41.1%

Other activities
478
157
371
134
28.8%
17.2%

TOTAL
22,183
8,451
17,505
6,610
26.7%
27.9%









FINANCIAL RESULT2







Refining (production + wholesale)
1,752
770
973
313
80.1%
146.0%

Refining (retail)
114
81
77
62
48.1%
30.6%

Petrochemicals
555
216
346
54
60.4%
300.0%

Other activities
72
13
45
31
60.0%


Exclusions







Total of non-attributed items
-314
-65
-326
-110



TOTAL
2,179
1,015
1,115
350
95.4%
190.0%









EXPENDITURE ON FIXED ASSETS







Refining (production + wholesale)
290
150
396
142
-26.8%
5.6%

Refining (retail)
189
74
154
66
22.7%
12.1%

Petrochemicals
406
133
358
225
13.4%
-40.9%

Other activities
48
19
89
26
-46.1%
-26.9%

Total of non-attributed items
23
8
27
7
-14.8%
14.3%

TOTAL
956
384
1,024
466
-6.6%
-17.6%









DEPRECIATION AND AMORTISATION







Refining (production + wholesale)
455
152
481
157
-5.4%
-3.2%

Refining (retail)
171
54
125
45
36.8%
20.0%

Petrochemicals
170
56
150
48
13.3%
16.7%

Other activities
110
36
127
42
-13.4%
-14.3%

Total of non-attributed items
25
7
27
9
-7.4%
-22.2%

TOTAL
931
305
910
301
2.3%
1.3%









1. Revenue on sales to third parties represents exclusively sales to undertakings outside of the ORLEN Group.

2. Financial result comprises revenue on sales to third parties and transfer to other segments.

APPENDIX V

PKN ORLEN

KEY OPERATING DATA

for the periods of 9 and 3 months

ended September 30th 2004 and September 30th 2003

 (tonnes)

ITEM
9 months ended 

Sep 30 2004

(unaudited data)
3 months ended 

Sep 30 2004 

(unaudited data)
9 months ended 

Sep 30 2003

(unaudited data)
3 months ended

Sep 30 2003

(unaudited data)
% change

9 months
% change

3 months









CRUDE OIL THROUGHPUT (’000 tonnes)
9,328
3,372
9,119
3,089
2.3%
9.2%









REFINERY OUTPUT







 Gasoline
2,055,875
727,048
2,020,961
678,630
1.7%
7.1%

 Diesel fuel
2,551,337
887,380
2,285,578
759,747
11.6%
16.8%

 Fuel oil (III)
462,003
185,697
521,680
120,041
-11.4%
54.7%

 Ekoterm
1,168,538
426,118
1,101,146
386,453
6.1%
10.3%

 Jet A-1
247,009
112,596
190,532
95,144
29.6%
18.3%

 LPG
146,280
50,704
157,852
43,536
-7.3%
16.5%

 Other refining products
1,063,178
502,654
1,081,041
454,024
-1.7%
10.7%

TOTAL
7,694,220
2,892,197
7,358,790
2,537,575
4.6%
14.0%

SALES OF REFINING PRODUCTS







 Gasoline
2,812,382
1,004,657
2,672,832
1,063,447
5.2%
-5.5%

 Diesel fuel
2,988,526
1,099,283
2,729,843
1,055,328
9.5%
4.2%

 Fuel oil (III)
325,039
108,493
386,522
82,634
-15.9%
31.3%

 Ekoterm
1,342,816
520,168
1,258,510
448,547
6.7%
16.0%

 Jet A-1
264,068
119,274
203,145
103,892
30.0%
14.8%

 LPG
227,126
79,702
241,392
94,785
-5.9%
-15.9%

 Other refining products
1,156,367
486,431
1,266,460
587,913
-8.7%
-17.3%

TOTAL
9,116,324
3,418,008
8,758,704
3,436,546
4.1%
-0.5%









PETROCHEMICALS OUTPUT







 Polyethylene
0
0
26,868
0
-100.0%
 -

 Polypropylene
0
0
25,103
0
-100.0%
 -

 Ethylene
117,071
42,141
97,982
42,001
19.5%
0.3%

 Glycol
77,788
27,589
75,294
23,643
3.3%
16.7%

 Propylene
159,021
62,674
144,057
58,655
10.4%
6.9%

 Ammonium nitrate
371,539
100,838
315,655
101,567
17.7%
-0.7%

 CANWIL
235,279
81,947
233,795
96,940
0.6%
-15.5%

 Polyvinyl chloride (PVC)
167,055
61,503
163,350
59,426
2.3%
3.5%

 Other petrochemical products
491,705
180,442
479,347
152,197
2.6%
18.6%

TOTAL
1,619,458
557,134
1,561,451
534,429
3.7%
4.2%

SALES OF PETROCHEMICAL PRODUCTS







 Polyethylene
16,334
2,524
42,148
7,441
-61.2%
-66.1%

 Polypropylene
14,074
2,546
41,784
5,732
-66.3%
-55.6%

 Ethylene
116,834
41,476
96,689
40,431
20.8%
2.6%

 Glycol
79,297
27,392
75,460
26,138
5.1%
4.8%

 Propylene
158,607
61,839
139,266
55,454
13.9%
11.5%

 Ammonium nitrate
372,723
113,961
343,904
106,476
8.4%
7.0%

 CANWIL
238,369
92,218
234,167
73,417
1.8%
25.6%

 Polyvinyl chloride (PVC)
168,723
58,567
164,367
61,904
2.7%
-5.4%

 Other petrochemical products
482,880
178,646
502,732
197,684
-3.9%
-9.6%

TOTAL
1,647,841
579,169
1,640,517
574,677
0.4%
0.8%









APPENDIX VI

PKN ORLEN

SALES OF MAIN PRODUCTS

for the periods of 9 and 3 months 

ended September 30th 2004 and September 30th 2003

 (tonnes)

Sales of light products in 

the ORLEN Group 

(by volume)
9 months ended 

Sep 30 2004

(unaudited data)
3 months ended 

Sep 30 2004 

(unaudited data)
9 months ended 

Sep 30 2003

(unaudited data)
3 months ended

Sep 30 2003

(unaudited data)
% change

9 months
% change

3 months









Wholesale of main light products, including:
5,009,473
1,886,382
4,123,494
1,536,616
21.5%
22.8%

 - Gasoline
1,365,132
488,577
1,155,132
436,393
18.2%
12.0%

 - Diesel fuel
2,037,802
758,472
1,669,978
610,334
22.0%
24.3%

 - Jet A-1
264,068
119,274
203,145
103,892
30.0%
14.8%

 - Ekoterm
1,342,471
520,059
1,095,239
385,997
22.6%
34.7%

Retail sales of engine fuels, including:
2,491,752
893,298
2,652,166
1,000,363
-6.0%
-18.8%

 - Gasoline
1,447,250
516,080
1,517,700
627,024
-4.6%
-17.7%

 - Diesel fuel
950,724
340,811
1,059,865
444,994
-10.3%
-23.4%

 - LPG
93,778
36,407
74,601
28,315
25.7%
28.6%

Total sales of fuels, including:
7,634,918
2,823,084
7,105,722
2,765,999
7.4%
2.1%

- Engine fuels
6,292,102
2,302,916
5,847,212
2,317,452
7.6%
0.6%

4
20
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