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(PLNm)
FINANCIAL HIGHLIGHTS
for the year ended December 31st 2013
PLNm EURmM
Jan 1-Dec 31 Jan 1-Dec 31 Jan 1-Dec 31 Jan 1-Dec 31
FINANCIAL HIGHLIGHTS 2013 2012 2013 2012
. Revenue 27,186 25,686 6,456 6,154
1. Operating profit 2,133 1,804 507 432
I1I. Profit before tax 2,113 2,252 502 540
IV. Net profit 1,688 1,910 401 458
V. Total comprehensive income 1,767 1,709 420 409
VI. Net cash flows from operating activities 4,317 464 1,025 111
VII. Net cash flows from investing activities (413) (4,566) (98) (1,094)
VIII_. _N_et cash flows from financing (3,262) 4.210 (775) 1,009
activities
IX. Total net cash flows 642 108 152 26
X. Earnings/loss and diluted earnings/loss
per ordinary share (PLN/EUR) 029 032 0.07 0.08
As at Dec 31 As at Dec 31 As at Dec 31 As at Dec 31
2013 2012 2013 2012
Xl. Total assets 35,424 36,645 8,542 8,964
XII. Liabilities and provisions 12,455 14,683 3,003 3,592
XlIl. Non-current liabilities 7,023 7,287 1,693 1,782
XIV. Current liabilities 5,432 7,396 1,310 1,810
XV. Equity 22,969 21,962 5,539 5,372
XVI. Share capital 5,900 5,900 1,423 1,443
XV_II_. Weighted average number of shares 5.900 5.900 5.900 5.900
(million)
XVIII. Book value per share and diluted
book value per share (PLN/EUR) 389 3.12 0.94 0.91
XIX. Dividend per share declared or paid 013 ) 0.03 )

(PLN/EUR)

Items of the income statement, statement of comprehensive income and statement of cash flows were translated at the
EUR exchange rate computed as the arithmetic mean of mid rates quoted by the National Bank of Poland (NBP) for the
last day of each calendar month in a given reporting period.

Items of the statement of financial position were translated at the EUR mid rate quoted by the NBP as at the end of a given
period.

Average EUR/PLN exchange rates quoted by the NBP

Dec 31 2013 Dec 31 2012
Avgrage exchange rate for the 4.2110 41736
period
Exc'hange rate at end of the 41472 4.0882
period
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(PLNm)
SEPARATE INCOME STATEMENT
for the year ended December 31st 2013
Note Jan 1-Dec 31 2013 Jan 1-Dec 31 2012
(PLNm)
audited restated

Revenue 3 27,186 25,686
Raw material and consumables used 4.1 (16,625) (15,626)
Employee benefits expense 4.2 (970) (997)
Depreciation and amortisation expense (731) (603)
Services 4.3 (6,101) (5,815)
Work performed by the entity and capitalised 11 13
Other income and expenses 4.4 (637) (854)
Total operating expenses 4 (25,053) (23,882)
Operating profit 2,133 1,804
Finance income 5 1,020 728
Finance costs 5 (2,040) (280)
Profit before tax 2,113 2,252
Income tax 6 (425) (342)
Net profit 1,688 1,910
Earnings/loss and diluted earnings/loss per share 8 0.29 0.32

attributable to holders of ordinary shares (PLN)

SEPARATE STATEMENT OF COMPREHENSIVE INCOME

for the year ended December 31st 2013

Net profit

Other comprehensive income that will be reclassified to profit or loss

once specific conditions are met

Exchange differences on translating foreign operations

Hedge accounting

Deferred tax on other comprehensive income

Other comprehensive income that will not be reclassified to profit or

loss
Actuarial gains on employee benefits
Deferred tax

Other comprehensive income, net

Total comprehensive income

Jan 1-Dec 31 2013

Jan 1-Dec 31 2012

(PLNm)
audited restated

1,688 1,910
52 (211)
(6) 9)
72 (249)
(14) a7
27 10
34 12
) (2
79 (201)
1,767 1,709
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(PLNm)

SEPARATE STATEMENT OF FINANCIAL POSITION

as at Dec 31 2013

ASSETS
Non-current assets
Property, plant and equipment

Investment property

Intangible assets

Financial assets available for sale
Other financial assets

Deferred tax assets

Other non-current assets

Total non-current assets

Current assets

Inventories

Trade and other receivables

Current tax assets

Other assets

Derivative financial instrument assets
Cash and cash equivalents

Non-current assets held for sale
Total current assets

Total assets

LIABILITIES AND EQUITY

Equity

Share capital

Share premium

Accumulated other comprehensive income
Retained earnings

Total equity

Non-current liabilities

Borrowings and other debt instruments
Employee benefit obligations
Provisions

Deferred income

Deferred tax liabilities

Other non-current liabilities

Total non-current liabilities

Current liabilities

Trade and other payables

Borrowings and other debt instruments
Derivative financial instrument liabilities
Current tax liabilities

Employee benefit obligations
Provisions

Deferred income

Total current liabilities
Total liabilities

Total liabilities and equity

Note Dec 31 2013 Dec 31 2012 Jan 12012
(PLNm)
audited restated restated
10 13,775 14,094 13,035
11 1 2 3
12 282 204 159
13 7,796 7,246 6,454
14 4,668 5,780 2,902
15 380 397 350
16 44 47 26
26,946 27,770 22,929
17 2,707 2,427 1,897
18 3,695 5,185 3,172
19 - 24 5
20 18 18 28
34 307 105 285
22 1,683 1,043 936
23 68 73 1
8,478 8,875 6,324
35,424 36,645 29,253
24 5,900 5,900 5,900
1,740 1,740 1,740
14 (66) 135
15,315 14,388 12,475
22,969 21,962 20,250
25 4,432 4,390 -
26 154 89 97
27 1,156 1,576 1,154
28 621 559 257
29 609 632 634
30 51 41 16
7,023 7,287 2,158
31 2,888 2,774 2,660
25 1,691 3,879 3,591
34 123 393 417
19 175 - -
26 117 191 86
27 434 154 89
28 4 5 2
5,432 7,396 6,845
12,455 14,683 9,003
35,424 36,645 29,253
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SEPARATE STATEMENT OF CASH FLOWS
for the year ended December 31st 2013

Cash flows from operating activities
Net profit

Adjustments:

Depreciation and amortisation expense
Net foreign exchange gains

Net interest and dividend

Gain on investing activities

Current tax expense

Other items, net

Income tax expense

Cash flows from operating activities before changes in working
capital

Change in working capital:

Change in receivables

Change in inventories

Change in employee benefit obligations

Change in provisions

Change in current liabilities

Change in other assets

Change in deferred income

Net cash flows from operating activities

Cash flows from investing activities

Proceeds from disposal of property, plant and equipment and
intangible assets

Proceeds from disposals of shares in non-consolidated entities
Purchase of property, plant and equipment and intangible assets
Payments for tangible assets under construction - exploration for and
evaluation of mineral resources

Purchase of shares in related entities

Decrease in loans advanced

Loans advanced

Inflows from forward contracts

Outflows on forward contracts

Interest received

Dividends received

Proceeds from finance lease

Other items, net

Net cash flows from investing activities

Cash flows from financing activities
Proceeds from borrowings

Proceeds from issue of debt securities
Repayment of borrowings

Repayment of debt securities

Inflows from forward contracts
Outflows on forward contracts
Dividend paid

Interest paid

Other items, net

Net cash flows from financing activities

Net change in cash
Exchange differences on cash and cash equivalents
Cash and cash equivalents at beginning of the period

Cash and cash equivalents at end of the period

including restricted cash

Note

32

32

32
32
32
32

Jan 1-Dec 31 2013 Jan 1-Dec 31 2012

(PLNm)
audited restated

1,688 1,910
731 603
337 9
(438) (364)
652 148
425 342
(216) 179
(257) (378)
2,922 2,449
1,299 (1,801)
(280) (529)
8) 112
265 66
163 185
4 (22)
(40) 4
4,317 464
105 153
1 -
(824) (1,164)
(688) (499)
(916) (790)
1,675 194
(390) (3,119)
163 136
(146) (117)
125 22
355 320
38 5
89 293
(413) (4,566)
- 2,090
1,501 6,157
(70) -
(3,661) (3,580)
83 -
(116) (111)
(767) -
(240) (345)
8 )
(3,262) 4,210
642 108
o) )
1,043 936
1,683 1,043
476 238
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Polskie Goérnictwo Naftowe i Gazownictwo S.A.

Separate Financial Statements for the year ended December 31st 2013

(PLNm)

STATEMENT OF CHANGES IN EQUITY
for the year ended December 31st 2013

As at Jan 1 2013 (restated)

Payment of dividend to owners

Total comprehensive income
Net profit for 2013

Other comprehensive income,
net, for 2013

Effect of business combination

As at Dec 31 2013 (audited)

As at Jan 1 2012 (restated)

Total comprehensive income
Net profit for 2012
Other comprehensive income,
net, for 2012

Effect of business combination

As at Dec 31 2012 (restated)

Accumulated other comprehensive income, including

Exchange differences

. . - : . Actuarial Retained .
Share capital Share premium on translating foreign Hedge accounting : ) . Total equity
operations gains/(losses) earnings/(deficit)
(PLNm)

5,900 1,740 - (59) @) 14,388 21,962
- - - - - (767) (767)
- - (6) 58 27 1,688 1,767
- - - - - 1,688 1,688
- - (6) 58 27 - 79
- - - - - 6 6

5,900 1,740 (6) 1) 20 15,315 22,969

5,900 1,740 9 143 a7) 12,475 20,250
- - 9) (202) 10 1,910 1,709
- - - - - 1,910 1,910
- - 9) (202) 10 - (201)
: : - - - €) €)

5,900 1,740 - (59) (7) 14,388 21,962
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(PLNm)

NOTES TO THE SEPARATE FINANCIAL STATEMENTS OF PGNiG S.A. as at December
31st 2013

1. GENERAL INFORMATION

1.1. Company name, business profile and key registry data

Polskie Gornictwo Naftowe i Gazownictwo Spotka Akcyjna (“PGNIG S.A.”, “Company”), registered office
at ul. Marcina Kasprzaka 25, Warsaw, Poland, was established as a result of the transformation of the
state-owned enterprise Przedsiebiorstwo Panstwowe PGNIG into a state-owned stock company pursuant
to Art. 6.1 of the Polish Act on Privatisation of State-Owned Enterprises of July 13th 1990 (Journal of
Laws of 1990, No. 51, item 298, as amended) and the Regulation of the President of the Polish Council of
Ministers on the transformation of the state-owned enterprise Polskie Gornictwo Naftowe i Gazownictwo
of Warsaw into a state-owned stock company, dated September 30th 1996 (Journal of Laws No. 116,
item 553). Under the latter Regulation, a Deed of Transformation was drawn up on October 21st 1996.

On October 30th 1996, the Company was entered in the commercial register maintained by the District
Court for the Capital City of Warsaw, 16th Commercial Division, under No. RHB 48382. On November
14th 2001, PGNIG S.A. was entered in the Register of Entrepreneurs of the National Court Register
under entry No. KRS 0000059492, by virtue of a decision of the District Court for the Capital City of
Warsaw, 12th Commercial Division of the National Court Register.

The Company’s Industry Identification Number REGON is 012216736 and its Tax Identification Number
NIP is 525-000-80-28.

By virtue of a decision of Gietda Papierow Wartosciowych w Warszawie S.A. (the Warsaw Stock
Exchange) of September 16th 2005, Series A and Series B shares and Series B allotment certificates of
PGNIG S.A. were admitted to stock-exchange trading on the main market. Allotment certificates for Series
B ordinary bearer shares were first traded on September 23rd 2005. On October 18th 2005, Gietda
Papieréw Warto$ciowych w Warszawie S.A. approved introduction of Series A and Series B shares of
PGNIG S.A. to trading on the main market. The shares were first traded on October 20th 2005.

On January 14th 2013, the Management Board of Polskie Gérnictwo Naftowe i Gazownictwo S.A. was
served with a decision by the District Court for the Capital City of Warsaw in Warsaw, 12th Commercial
Division of the National Court Register, dated December 28th 2012, to register amendments to PGNIG
S.A.'s Articles of Association, adopted under Resolution No. 3/XI1/2012 of the Extraordinary General
Meeting of PGNIiG S.A. of December 6th 2012. The amendments were entered in the Register of
Entrepreneurs on December 31st 2012.

On July 31st 2013, the Company received the decision of the District Court for the Capital City of
Warsaw, XII Commercial Division of the National Court Register, concerning entry of the amendments to
the PGNIG Articles of Association, adopted by the Extraordinary General Meeting on June 26th 2013, in
the National Court Register — Register of Entrepreneurs. The amendments were entered into the register
on July 22nd 2013, and became effective as of that date. The amendments to the PGNIiG Articles of
Association did not change the scope of the Company’s business.

On November 8th 2013, the Company received the decision of the District Court for the Capital City of
Warsaw, 12th Commercial Division of the National Court Register, concerning registration of the
amendments to the PGNIG Articles of Association, adopted by the Extraordinary General Meeting on
September 5th 2013, in the National Court Register — Register of Entrepreneurs. The amendments were
entered into the register on October 29th 2013, becoming effective as of that date, and concerned
expansion of the Company’s scope of business to include activities of insurance agents and brokers.

As provided for in its Articles of Association, PGNIG S.A. performs activities aimed at ensuring the energy
security of Poland, including:

1) ensuring continuity of gas supplies to consumers and maintaining the necessary stocks,

2) ensuring safe operation of gas networks,

3) ensuring gas fuels balance, managing the operations and capacity of power equipment
connected to the common gas distribution network;

4) production of natural gas.
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Separate Financial Statements for the year ended December 31st 2013
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Pursuant to its Articles of Association, the scope of the Company's business, including production,
rendering of services and trading, comprises:

1)

2)

3)

4)

5)

6)

7)

8)

9)

10)
11)
12)
13)
14)
15)
16)
17)
18)
19)
20)
21)
22)
23)
24)
25)
26)
27)
28)
29)
30)
31)
32)
33)
34)
35)
36)
37)
38)
39)
40)
41)
42)
43)

44)
45)
46)
47)
48)
49)
50)
51)
52)
53)
54)
55)
56)

trade of gas fuel through mains,

natural gas extraction,

crude oil extraction,

test drilling and boring,

construction of transmission pipelines and distribution systems,

service activities incidental to oil and gas extraction,

service activities incidental to other extraction and quarrying,

extraction of chemical and fertiliser minerals,

other extraction and quarrying n.e.c.,

manufacture and processing of refined petroleum products,

production of gas fuels,

wholesale of chemical products,

wholesale of other intermediate products,

retail sale of automotive fuel in specialised stores,

wholesale of fuels and related products,

construction of plumbing, heating, gas and air conditioning installations,

repair and maintenance of machinery,

repair of motor vehicles other than motorcycles,

transport of gas fuels via pipelines,

transport of other products via pipelines,

freight transport by road,

storage and warehousing of gas fuels,

storage and warehousing of other products,

manufacture of industrial gases,

manufacture of other chemical products n.e.c.,

wholesale of waste and scrap,

other research and experimental development on natural sciences and engineering,
engineering activities and related technical consultancy,

other professional, scientific and technical activities n.e.c.,

other technical testing and analysis,

installation of industrial machinery and equipment,

production and supply of steam, hot water and air for air-conditioning systems,
other specialised construction activities, n.e.c.,

wired telecommunications activities,

wireless telecommunications activities other than satellite telecommunications activities,
satellite telecommunications activities,

other telecommunications activities,

production of electricity,

distribution of electricity,

trade of electricity,

renting and leasing of other machinery, equipment and tangible goods n.e.c.,
financial leasing,

other financial service activities, except insurance and pension funding n.e.c., including debt
trading for own account,

other activities auxiliary to financial services, except insurance and pension funding,
other credit granting,

dealing in financial markets on behalf of others (e.g. stock broking) and related activities,
securities brokerage,

commodity contracts brokerage,

other activities auxiliary to insurance and pension funding,

administration of financial markets,

accounting and book-keeping activities; tax consultancy,

activities of head offices and holding companies other than financial holdings,
activities of agents involved in the sale of fuels, ores, metals and industrial chemicals,
activities of agents involved in the sale of a variety of goods,

wholesale of hardware, plumbing and heating equipment and supplies,

computer facilities management activities,
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57) data processing; hosting and related activities,
58) other information technology and computer service activities,
59) computer programming activities,

60) reproduction of recorded media,
61) repair and maintenance of electronic and optical equipment,
62) repair and maintenance of electrical equipment,

63) wholesale of computers, computer peripheral equipment and software,
64) wholesale of electronic and telecommunications equipment and parts,

65) wholesale of other office machinery and equipment,

66) wholesale of other machinery and equipment,

67) publishing of directories and mailing lists,

68) other software publishing,

69) computer consultancy activities,

70) web portals,

71) other information service activities n.e.c.,

72) activities of insurance agents and brokers

73) renting and leasing of office machinery and equipment (including computers),
74) leasing of intellectual property and similar products, except copyrighted works,
75) repair and maintenance of computers and computer peripheral equipment,
76) repair and maintenance of (tele)communications equipment,

77) repair and maintenance of consumer electronics,

78) other service activities n.e.c.,

79) call centre activities,

80) other publishing activities,

81) service activities related to printing,

82) other printing,

83) photocopying, document preparation and other specialised office support activities,
84) other human resources provision,

85) other business support service activities n.e.c.,

86) water collection, treatment and supply,

87) non-specialised wholesale,

88) library activities,

89) archive activities,

90) museums activities,

91) buying and selling of own real estate,

92) operating of real estate on a fee or contract basis,

93) renting and operating of own or leased real estate,

94) other education n.e.c.,

95) renting and leasing of cars and light motor vehicles,

96) renting and leasing of other motor vehicles excluding motorcycles,

97) tour operator activities,

98) hotels and similar accommodation,

99) holiday and other short-stay accommodation,

100) camping grounds, recreational vehicle parks and trailer parks,

101) other accommodation,

102) retail sale in non-specialised stores with food, beverages or tobacco predominating,
103) other retail sale in non-specialised stores,

104) retail trade not in stores, stalls or markets,

105) organisation of conventions and trade shows,

106) other amusement and recreation activities.

1.2. Duration of the Company

The Company was incorporated for an unspecified time.

1.3. Reporting period of these financial statements

These separate financial statements (“financial statements") present data covering the annual period from
January 1st to December 31st 2013, with comparative data for the period from January 1st to December
31st 2012.
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1.4. Scope of disclosure

PGNIG S.A. has a multi-branch structure, which as at December 31st 2013 comprised the following

entities:

- Head Office, Warsaw

- Trading Branch in Wroctaw,

- Trading Branch in Zabrze,

- Trading Branch in Tarnéw,

- Trading Branch in Warsaw,

- Trading Branch in Gdansk,

- Trading Branch in Poznan,

- Odolanéw Branch,

- Sanok Branch,

- Zielona Goéra Branch,

- Geology and Hydrocarbon Production Branch in Warsaw

- Central Measurement and Testing Laboratory in Warsaw,

- Well Mining Rescue Station in Krakéw,

- Mogilno Underground Gas Storage Cavern Facility Branch in Paledzie Dolne,

- Wholesale Trading Branch in Warsaw,

- Wierzchowice Underground Gas Storage Facility Branch in Czarnogrozdzice,
as well as the following foreign branches:

- Operator Branch in Pakistan,

- Branch in Egypt,

- Branch in Denmark.

On February 12th 2013, by virtue of Resolution No. 99/2013, the Management Board of PGNIG S.A.
adopted the “Concept for storage business reorganisation at the PGNIG Group”, to streamline the
organisational structure of the Group's Storage segment by transferring the storage assets and storage-
related technical and management competencies to Operator Systemu Magazynowania Sp. z 0.0. The
first stage of the process consisted in spinning off separate branches from PGNiG S.A., based on storage
assets and human resources required to operate those assets.

As a result, the Mogilno Underground Gas Storage Cavern Facility Branch in Paledzie Dolne and the
Wierzchowice Underground Gas Storage Facility Branch in Czarnogrozdzice were established by virtue of
Management Board's Resolution No. 256/2013 of April 9th 2013 and Resolution No. 762/2013 of October
22nd 2013, respectively.

On September 3rd 2012, by virtue of Resolution No. 592/2012, the Management Board of PGNIiG S.A.
adopted the “Concept for reorganisation of the wholesale trading function at the PGNIG Group, " to
optimise and streamline the Group's wholesale trade in gas, electricity and related products, and to adjust
the wholesale function to the changing internal and external environment of the Company. The Concept
provided for establishing a new Wholesale Trading Division within PGNIG S.A., to operate as a decision-
making centre responsible for effective identification and use of the Group’s optimisation potential. The
Wholesale Trading Division in Warsaw was established by virtue of Management Board’'s Resolution No.
383/2013 of May 27th 2013.

Pursuant to Resolution No. 435/2013 of June 19th 2013 concerning the date of liquidation of the Denmark
Branch, the PGNiG Management Board determined the date of liquidation of the branch to be the date of
receipt of the decision to remove the company from the Danish register of entrepreneurs.

PGNIG S.A., as the Parent, also prepares consolidated financial statements containing the data of 14
subsidiaries (of which three are parents of their own groups), one associate and one jointly-controlled
entity.

1.5. Composition of the PGNiG Management Board

Pursuant to PGNIG S.A.’s Articles of Association, its Management Board may consist of two to seven
members. The number of Management Board members is determined by the body appointing the
Management Board. Management Board members are appointed for a joint term of three years.
Individual members or the entire Management Board are appointed by the Supervisory Board. Each
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member of the Management Board may be removed from office or suspended from duties by the
Supervisory Board or the General Meeting.

As long as the State Treasury remains a shareholder of the Company and the Company’s annualised
average workforce exceeds 500, the Supervisory Board appoints one person elected by the Company's
employees to serve on the Management Board during its term.

As at December 31st 2013, the Company’s Management Board consisted of:

Mr Mariusz Zawisza — President of the Management Board (appointed on December 30th 2013,
with effect as of January 1st 2014);

Mr Jarostaw Bauc — Vice-President, Finance;

Mr Jerzy Kurella — Vice-President, Trade;

Mr Andrzej Parafianowicz — Vice-President, Corporate Affairs;

Mr Zbigniew Skrzypkiewicz — Vice-President, Exploration & Production.

The following changes in the composition of the PGNiG Management Board occurred in 2013:

On January 22nd 2013, Mr Stawomir Hinc tendered his resignation as Member of the PGNIG
Management Board, effective as of March 31st 2013;

On February 27th 2013, by virtue of Resolution No. 37/V1/2013, the PGNIG Supervisory Board
appointed, with effect as of April 1st 2013, Mr Krzysztof Bocian as Vice-President of the
Management Board, Exploration & Production, for a joint term of office expiring on March 13th
2014,

On February 27th 2013, by virtue of Resolution No. 38/V1/2013, the PGNIG Supervisory Board
appointed, with effect as of April 1st 2013, Mr Jacek Murawski as Vice-President of the PGNIiG
Management Board, Finance, for a joint term of office expiring on March 13th 2014;

On April 2nd 2013, the PGNIG Supervisory Board passed Resolution No. 65/V1/2013 to repeal
PGNIG Supervisory Board Resolution No. 37/VI1/2013 of February 27th 2013 concerning the
appointment of Vice-President of the Management Board, Exploration & Production;

On April 29th 2013, the PGNIG Supervisory Board passed Resolution No. 75/VI/2013 to remove
President of the PGNiIG Management Board from office;

On April 29th 2013, the PGNIG Supervisory Board passed Resolution No. 76/VI/2013 to remove
Vice-President of the PGNiG Management Board, Trade, from office;

On June 11th 2013, by virtue of Resolution No. 103/V1/2013, the PGNIiG Supervisory Board
appointed Mr Jerzy Kurella as Vice-President of the PGNIG Management Board, Trade, with
effect as of June 14th 2013, for a joint term of office expiring on March 13th 2014;

On September 16th 2013, by virtue of Resolution No. 139/V1/2013, the PGNiG Supervisory Board
delegated Mr Zbigniew Skrzypkiewicz to temporarily serve as Member of the PGNIG
Management Board, Corporate Affairs, in the period from September 16th 2013 to December
16th 2013;

On December 20th 2013, Mr Mirostaw Szkatuba tendered his resignation as Member of the
PGNIG Management Board, effective as of December 20th 2013;

On December 30th 2013, by virtue of Resolution No. 198/V1/2013, the PGNIG Supervisory Board
removed the Company’s Management Board, including Mr Jerzy Kurella — Vice-President, and Mr
Jacek Murawski — Vice-President;

On December 30th 2013, by virtue of Resolution No. 199/V1/2013, the PGNIG Supervisory Board
appointed, with effect as of December 30th 2013, Mr Jarostaw Bauc to the PGNiG Management
Board as Vice-President of the PGNIG Management Board, Finance, for a joint term of office
expiring on December 30th 2016;

On December 30th 2013, by virtue of Resolution No. 200/V1/2013, the PGNIG Supervisory Board
appointed, with effect as of December 30th 2013, Mr Jerzy Kurella to the PGNiG Management
Board as Vice-President of the PGNIG Management Board, Trade, for a joint term of office
expiring on December 30th 2016;
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- On December 30th 2013, by virtue of Resolution No. 201/V1/2013, the PGNIG Supervisory Board
appointed, with effect as of December 31st 2013, Mr Andrzej Parafianowicz to the PGNIG
Management Board as Vice-President of the PGNiG Management Board, Corporate Affairs, for a
joint term of office expiring on December 30th 2016;

- On December 30th 2013, by virtue of Resolution No. 202/V1/2013, the PGNIiG Supervisory Board
appointed, with effect as of January 1st 2014, Mr Mariusz Zawisza to the PGNiG Management
Board as President of the PGNIG Management Board, for a joint term of office expiring on
December 30th 2016;

- On December 30th 2013, by virtue of Resolution No. 203/V1/2013, the PGNIiG Supervisory Board
appointed, with effect as of December 31st 2013, Mr Zbigniew Skrzypkiewicz to the PGNIiG
Management Board as Vice-President of the PGNIG Management Board, Exploration &
Production, for a joint term of office expiring on December 30th 2016.

1.6. Commercial proxies

As at December 31st 2013, Ms Violetta Jasinska-Jaskowiak served as commercial proxy for PGNiIG
S.A. pursuant to the power of proxy granted on December 20th 2013.

1.7. Composition of the PGNiG Supervisory Board

Pursuant to the provisions of PGNIG S.A.’s Articles of Association, its Supervisory Board is composed of
five to nine members, appointed by the General Meeting for a common term of three years. As long as
the State Treasury holds an interest in the Company, the State Treasury, represented by the minister
competent for matters pertaining to the State Treasury, acting in consultation with the minister competent
for economic affairs, has the right to appoint and remove one member of the Supervisory Board.

One member of the Supervisory Board appointed by the General Meeting should satisfy the
independence criteria (independent member of the Supervisory Board). The term ‘independent member
of the supervisory board’ means an independent member as defined by the Commission
Recommendation of February 15th 2005 on the role of non-executive or supervisory directors of listed
companies and the committees of the (supervisory) board (2005/162/EC), with due regard to the
provisions of the Code of Best Practices for WSE-Listed Companies.

Pursuant to Par. 36.3 of PGNIG S.A.’s Articles of Association, the Supervisory Board elects the member
satisfying the above criteria in a separate vote. Written proposals of candidates for the position of a
Supervisory Board member who satisfies these criteria may be submitted to the Chairman of the General
Meeting by shareholders present at the General Meeting whose agenda includes election of such
Supervisory Board member. If no candidates for the position are proposed by the shareholders,
candidates to the Supervisory Board who satisfy the above criteria are nominated by the Supervisory
Board.

If the Supervisory Board is composed of up to six members, two members are appointed from among
candidates elected by the Company’s employees. If the Supervisory Board is composed of seven to nine
members, three members are appointed from among candidates elected by the Company’s employees.

As at December 31st 2013, the composition of the PGNIG Supervisory Board was as follows:

Mr Wojciech Chmielewski — Chairman of the Supervisory Board,
Mr Marcin Moryn — Deputy Chairman of the Supervisory Board,
Mr Mieczystaw Kawecki — Secretary of the Supervisory Board,
Ms Agnieszka Chmielarz — Member of the Supervisory Board,
Mr Jézef Glowacki — Member of the Supervisory Board,

Mr Janusz Pilitowski — Member of the Supervisory Board,

Ms Ewa Sibrecht-Oska — Member of the Supervisory Board,

Ms Jolanta Siergiej — Member of the Supervisory Board.

The following changes in the composition of the PGNIG Supervisory Board occurred in 2013:

On June 26th 2013, the Extraordinary General Meeting of PGNiG S.A. removed Mr Mieczystaw Putawski
from the Supervisory Board by virtue of Resolution No. 7/V1/2013, and appointed Mr Zbigniew
Skrzypkiewicz to the Supervisory Board by virtue of Resolution No. 8/VI1/2013.
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On September 16th 2013, by virtue of Resolution No. 139/V1/2013, the PGNIG Supervisory Board
delegated Mr Zbigniew Skrzypkiewicz to temporarily serve as Member of the PGNIiG Management Board,
Corporate Affairs, in the period from September 16th 2013 to December 16th 2013;

On December 30th 2013, Mr Zbigniew Skrzypkiewicz resigned as Member of the PGNIG Supervisory
Board.

1.8. Shareholder structure of PGNiG S.A.

As at the date of release of these separate financial statements for 2013, the State Treasury was the only
shareholder holding 5% or more of total voting rights at the General Meeting of PGNIG S.A. PGNIG S.A.’s
shareholder structure was as follows:

Shareholder Registered office Number of shares % . % .
ownership interest total voting rights

As at Dec 31 2013

State Treasury Warsaw 4,271,740,477 72.40% 72.40%
Other shareholders - 1,628,259,523 27.60% 27.60%
Total - 5,900,000,000 100.00% 100.00%
As at Dec 31 2012

State Treasury Warsaw 4,271,810,954 72.40% 72.40%
Other shareholders - 1,628,189,046 27.60% 27.60%
Total - 5,900,000,000 100.00% 100.00%

The cause of the change in PGNIG S.A.'s shareholder structure is the ongoing process of distribution of
the Company shares to eligible employees. As at December 31st 2013, the process had not been
completed, mainly due to pending inheritance proceedings. The shares to which eligible employees are
entitled but which have not yet been distributed are held by the State Treasury.

1.9. Going-concern assumption

These financial statements have been prepared based on the assumption that the Company will continue
as a going concern for the foreseeable future. As at the date of preparation of these financial statements,
no circumstances were identified which would indicate any threat to the Company’s continuing as a going
concern.

1.10. Business combinations of commercial-law companies

On July 23rd 2013, the merger of PGNIG S.A. with PGNIG Energia S.A. was entered in the Register of
Entrepreneurs by the District Court for the Capital City of Warsaw. As at the merger date, the both
companies remained under joint control.

Comparative data was restated and presented in Note 2.5.

1.11. Approval of the financial statements

These financial statements will be submitted to the PGNIG Management Board for approval and
published on March 5th 2014.

2 ACCOUNTING POLICIES

2.1. Basis of preparation

These consolidated financial statements have been prepared in accordance with the historical cost

convention, except with respect to financial assets available for sale, financial derivatives measured at fair
value, and loans and receivables measured at adjusted cost.
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The presentation currency of these financial statements is the Polish zioty (PLN). Unless stated
otherwise, all amounts are given in PLN million. Differences, if any, between the totals and the sum of
particular items are due to rounding off.

Cash flows from operating activities are presented in accordance with the indirect method.
2.1.1. Statement of compliance

These financial statements have been prepared in accordance with the International Financial Reporting
Standards (IFRS) as endorsed by the European Union (“EU”) and effective as at December 31st 2013.

According to IAS 1 Presentation of Financial Statements, the IFRSs comprise the International Financial
Reporting Standards (IFRS), the International Accounting Standards (IAS) and the Interpretations issued
by the International Financial Reporting Interpretations Committee (IFRIC).

The scope of information disclosed in these financial statements is consistent with the provisions of the
IFRS and the Regulation of the Minister of Finance on current and periodic information to be published by
issuers of securities and conditions for recognition as equivalent of information whose disclosure is
required under the laws of a non-member state, dated February 19th 2009 (Journal of Laws No. 33, item
259, as amended).

2.2. 2.2. Changes in applied accounting policies and changes to the scope of disclosure

2.2.1. First-time adoption of standards and interpretations

In the period covered by these financial statements, the Group adopted all the new and revised standards
and interpretations issued by the International Accounting Standards Board and the International
Financial Reporting Interpretations Committee, and endorsed by the EU, which apply to the Group’s
business and are effective for annual reporting periods beginning on or after January 1st 2013.

2.2.1.1. Application of revised IAS 1

The revised IAS 1 requires separate presentation of the effect of other comprehensive income on future
financial performance of a company, as it requires separate subtotals for those elements which may be
reclassified to profit or loss and those elements that will not, in accordance with the requirements of
individual IFRS standards.

Application of this amendment in these financial statements has had no effect on the values of items
previously disclosed in the statement of comprehensive income.

2.2.1.2. Application of revised IAS 19

Revised IAS 19 introduces material changes in accounting for defined employee benefits plans. The
corridor method, which allowed deferred recognition of actuarial gains/losses, has been eliminated. This
means that actuarial gains/losses should be recognised immediately upon origination.

The amendments to the standard also refer to the manner of presentation of changes in assets and
liabilities of defined benefits plans. The amendments, in particular, require permanent recognition of
impacts of remeasurement of assets and obligations of a benefits plan in the statement of comprehensive
income, with respect to post-employment benefits. The impacts of remeasurement of assets and
obligations of a benefits plan with respect to benefits paid during the employment period, as well as
employment costs and interest are to be recognised in profit or loss for a given period, as under the
previous regime.

Having adopted revised IAS 19, the Company changed the presentation of actuarial gains/(losses) and
recognises them in other comprehensive income and not in net profit/loss for the current period. Actuarial
gains/(losses) on remeasurement of long-term employee benefits paid during the employment period
(jubilee awards) are, as earlier, charged against net profit/loss for current reporting period. The Company
made a one-off recognition of past service cost in profit/(loss). Formerly, the cost was recognised on a
straight-line basis. The impact of the amendments on these separate financial statements is presented in
Note 2.5.
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2.2.2. Standards and interpretations published and endorsed for use in the EU but not yet effective

As at the date of these financial statements, the Company did not apply the following standards,
amendments and interpretations which have been published and endorsed for application in the EU but
have not yet become effective:

¢ |FRS 10 Consolidated Financial Statements endorsed by the EU on December 11th 2012 (effective for
annual periods beginning on or after January 1st 2014),

e |FRS 11 Joint Arrangements endorsed by the EU on December 11th 2012 (effective for annual periods
beginning on or after January 1st 2014);

e |IFRS 12 Disclosure of Interests in Other Entities endorsed by the EU on December 11th 2012
(effective for annual periods beginning on or after January 1st 2014);

e |AS 27 (revised 2011) Separate Financial Statements endorsed by the EU on December 11th 2012
(effective for annual periods beginning on or after January 1st 2014);

e |AS 28 (revised 2011) Investments in Associates and Joint Ventures endorsed by the EU on
December 11th 2012 (effective for annual periods beginning on or after January 1st 2014).

o Amendments to IAS 32 Financial Instruments: Presentation— Offsetting Financial Assets and Financial
Liabilities endorsed by the EU on December 13th 2012 (effective for annual periods beginning on or
after January 1st 2014).

¢ Amendment to IFRS 10 Consolidated Financial Statements, IFRS 12 Disclosure of Interests in Other
Entities, and IAS 27 Separate Financial Statements — Investment Entities, endorsed by the EU on
November 20th 2013 (effective for annual periods beginning on or after January 1st 2014).

o Amendments to IAS 36 Impairment of Assets — Recoverable Amount Disclosures for Non-Financial
Assets, endorsed by the EU on December 19th 2013 (effective for annual periods beginning on or
after January 1st 2014).

e Amendment to IAS 39 Financial Instruments: Recognition and Measurement — Novation of Derivatives
and Continuation of Hedge Accounting, endorsed by the EU on December 19th 2013 (effective for
annual periods beginning on or after January 1st 2014).

The Company decided not to elect the option of early adoption of the above amendments.

The Company estimates that the above standards, interpretations and amendments to standards would
not have had a material bearing on the financial statements if they had been applied by the Company as
at the end of the reporting period.

2.2.3. Standards and interpretations adopted by the IASB but not yet approved for use by the EU

The IFRSs endorsed by the EU do not significantly differ from the regulations adopted by the International
Accounting Standards Board (IASB), except to the extent of the following standards, amendments and
interpretations, which as at December 31st 2013 had not yet been endorsed for use:

¢ |FRS 9 Financial Instruments (effective for annual periods beginning on or after January 1st 2015);

e Amendments to IAS 19 Employee Benefits — Employee Contributions (effective for reporting periods
beginning on or after July 1st 2014);

e Amendments to IFRS (2010-2012) — changes in the procedure of introducing annual amendments to
IFRS (effective for reporting periods beginning on or after July 1st 2014);

¢ Amendments to IFRS (2011-2013) — changes in the procedure of introducing annual amendments to
IFRS (effective for reporting periods beginning on or after July 1st 2014);

e |FRIC 21 Levies (effective for annual periods beginning on or after January 1st 2014).

The Company estimates that the above standards, interpretations and amendments to standards would
not have had a material bearing on the financial statements if they had been applied by the Company as
at the end of the reporting period.
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2.3. Accounting policies

Below are presented the principal accounting policies applied by the PGNIG S.A..

2.3.1. Property, plant and equipment

Property, plant and equipment comprises assets which the Company intends to use in the production or
supply of merchandise or services, for rental to others (under a relevant agreement), or for administrative
purposes for more than one period, where it is probable that future economic benefits associated with the
assets will flow to the Company. The category of property, plant and equipment also includes tangible
assets under construction. The cost of property, plant and equipment includes:

e expenditure incurred at initial recognition,
¢ expenditure incurred on improvements (modernisation) which increase future economic benefits.

Property, plant and equipment is initially disclosed at cost (i.e. measured at historical cost). Borrowing
costs are also disclosed at cost (for a description of the capitalisation policies applied to borrowing costs
see Section 2.3.3.).

Spare parts and maintenance equipment are recorded as inventories and disclosed in the separate
income statement (“income statement”) as at the date of their use. Significant spare parts and
maintenance equipment may be disclosed as property, plant and equipment if the Company expects to
use such spare parts or equipment for a period longer than one period and they may be assigned to
specific items of property, plant and equipment.

The Company does not increase the carrying amount of property, plant and equipment items to account
for day-to-day maintenance costs of the assets. Such costs are recognised in profit or loss when incurred.
The costs of day-to-day maintenance of property, plant and equipment, i.e. cost of repairs and
maintenance works, include the cost of labour and materials used, and may also include the cost of less
significant spare parts.

Property, plant and equipment, initially disclosed as assets, are recognised at cost less accumulated
depreciation and impairment losses.

The initially recognised value of gas pipelines and gas storage facilities includes the value of gas used to
fill the pipelines or facilities for the first time. The amount of gas required to fill a pipeline or a storage
chamber for the first time equals the amount required to obtain the minimum operating pressure in the
pipeline or chamber.

In the event of a leak, the costs of partial or complete refilling of a pipeline are carried through profit or
loss in the period when incurred.

Depreciable amount of property, plant and equipment, except for land and tangible assets under
construction, is allocated on a systematic basis using the straight-line method over the estimated
economic useful life of an asset:

e Buildings and structures 2 - 40 years
e Plant and equipment, vehicles and other tangible assets 2 - 35 years

Property, plant and equipment used under lease or similar contract and recognised by the Company as
its assets are depreciated over their economic useful lives, but not longer than for the term of the
contract.

On disposal or when no future economic benefits are expected from the use or disposal of property, plant
and equipment, its carrying amount is derecognised from the separate statement of financial position
("statement of financial position”), and any gains or losses arising from the derecognition are charged to
profit or loss.

Tangible assets under construction are measured at cost or aggregate cost incurred in the course of their
production or acquisition, less impairment losses. Tangible assets under construction are not depreciated
until completed and placed in service.
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2.3.2. Exploration and evaluation assets

Natural gas and crude oil exploration and evaluation expenditure covers geological work performed to
discover and document deposits and is accounted for with the successful efforts method.

Natural gas and/or crude oil (mineral) deposits can be evaluated once the Company obtains:

e alicence for evaluation of mineral deposits,
e alicence for exploration for and evaluation of mineral deposits,
e asigned agreement establishing mining rights.

The cost of a licence for evaluation of natural gas and/or crude oil deposits and the cost of its extension is
the charge for operations executed under the licence, recognised in the Company’s statement of financial
position under intangible assets.

At the subsequent stage of exploration and evaluation work, the Company incurs expenses on seismic
surveys, which are capitalised under "Exploration and evaluation assets".

Expenditure incurred on individual wells is first capitalised in "Tangible assets under construction” as a
separate item of exploration and evaluation assets.

If exploration activities are successful and lead to a discovery of commercial reserves, the Company
assesses the areas and prospects in terms of economic viability of production.

If a decision to produce minerals is made following the evaluation, the Company reclassifies relevant
exploration and evaluation assets at the start of production into property, plant and equipment or
intangible assets, depending on the type of the asset. Seismic survey expenses are disclosed under a
separate item of property, plant and equipment.

If exploration is unsuccessful or the Company does not file for a licence for evaluation of natural gas
and/or crude oil following the analysis of economic viability of production from the areas or prospects, the
capitalised expenses incurred in relation to the wells drilled during exploration are recognised in profit or
loss in full, in the period in which the decision to discontinue exploration was made. Capitalised seismic
survey expenses related to a given prospect are also charged to profit or loss.

The Company recognises provisions for production and storage well decommissioning costs. The value
of the discounted provision is added to the initial value of the wells and depreciated over their expected
useful economic lives.

2.3.3. Borrowing costs
The Company capitalises borrowing costs.
Borrowing costs directly attributable to acquisition, construction or production of assets, which are assets

that necessarily take a substantial period of time to become ready for their intended use or sale, are
capitalised at part of cost of the asset.

Gains earned on short-term investment of particular borrowings pending their expenditure on acquisition,
construction or production of assets is deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss when incurred.

These cost capitalisation policies do not apply to:

e assets measured at fair value, and
e inventories produced or otherwise generated in significant volumes in the course of a repetitive
process.

Borrowing costs may comprise:

e interest expense calculated using the effective interest rate method,

o financial liabilities under finance lease agreements,

e exchange differences arising on borrowings denominated in foreign currency, to the extent that they
are regarded as an adjustment to interest costs.
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In the case of funds borrowed without a specific purpose, borrowing costs are calculated by applying the
capitalisation rate to the capital expenditure on that asset. The capitalisation rate is the weighted average
of rates applied to all borrowing costs which are recognised as Company’s liabilities in the period, other
than funds borrowed specifically for the purpose of acquiring qualifying assets.

2.3.4. Investment property

Investment property is the property (land, buildings, parts of buildings, or both) treated by the Company,
as the owner or lessee under finance lease, as a source of rental income or held for capital appreciation,
or both.

Investment property is initially recognised at cost and the initial recognition includes transaction costs.
The Company has selected the cost model to measure its investment property and, after initial
recognition, measures all its investment property in line with the requirements of IAS 16 defined for that
model, i.e. at cost less accumulated depreciation and impairment losses.

Investment property is derecognised from the statement of financial position upon its sale or
decommissioning if no benefits from its sale are expected in the future.

All gains or losses arising from the sale or discontinuation of use of investment property are determined
as the difference between net proceeds from sale and the carrying amount of the asset, and are
recognised in profit or loss in the period in which the liquidation or sale is performed.

The Company depreciates investment property based on the straight-line method over the following
useful economic life periods:

e Buildings and structures 2-40 years

2.3.5. Intangible assets

Intangible assets are identifiable non-monetary assets without physical substance, controlled by the
Company as a result of past events. In line with the Company’s expectations, such assets will cause an
inflow of economic benefits to the Company in the future and their cost can be reliably established.

Taking into account the nature of the Company’'s operations, the following intangible assets can be
identified:

development expenses;

goodwiill;

perpetual usufruct right to land — acquired for consideration;
licenses, mining rights and geological information;

software;

greenhouse gas emission allowances purchased for redemption.

Intangible assets generated in the course of development work are recognised in the statement of
financial position only if the Company is able to demonstrate:

the technical feasibility of completing the intangible asset so that it is fit for use or sale,

its intention to complete and to use or sell the intangible asset,

its ability to either use or sell the intangible asset,

the manner in which the intangible asset will generate future economic benefits,

the availability of appropriate technical, financial and other means which are necessary to complete
the development work and to use or sell the intangible asset,

o the feasibility of a reliable determination of the expenditure incurred in the course of development
work.

Research expense is recognised in profit or loss when incurred.
Intangible assets also include expenditure on acquisition of a perpetual usufruct right to land.

The Company holds perpetual usufruct rights:
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e acquired for consideration,
e acquired free of charge.

Perpetual usufruct rights to land acquired for consideration (from other entities) are presented as
intangible assets and amortised over their useful life. The useful life of a perpetual usufruct right to land
acquired for consideration from an entity other than the State Treasury or local government unit is equal
to the period from the acquisition date of the perpetual usufruct right to the last day of the perpetual
usufruct period set out in the perpetual usufruct agreement.

The useful life of the excess of the first payment over the annual perpetual usufruct charge is equal to the
perpetual usufruct period specified in the perpetual usufruct agreement.

Perpetual usufruct rights to land acquired free of charge pursuant to an administrative decision issued
under the Amendment to the Act on Land Management and Expropriation of Real Estate of September
20th 1990 are presented only in off-balance-sheet records.

In its exploration and production operations, the Company uses licences obtained under the Polish
Geological and Mining Law, rights to geological information, and mining rights. The costs of licences for
exploration and production of natural gas and/or crude oil and charges for establishment of mining rights
payable to the State Treasury are disclosed as expenditure capitalised and presented under intangible
assets.

Pursuant to the Act on Trading in Greenhouse Gas Emission Allowances, the Company holds CO2
emission allowances, allocated for individual installations.

The Company distinguishes the following emission allowances:
e purchased for redemption,

e purchased for resale,

e received free of charge.

Emission allowances purchased for redemption at an installation are disclosed in the accounting books as
intangible assets at actual acquisition price.

Emission allowances purchased for resale are recognised as inventory and measured initially at cost. At
the end of the reporting period, they are measured at the lower of cost or net realisable value.

Emission allowances received free of charge under the National Allocation Plan are recognised as off-
balance-sheet items at nominal value (equal to zero).

The Group initially recognises intangible assets at cost and afterwards they are carried at cost less
accumulated amortisation and impairment losses.

The adopted amortisation method reflects the pattern of consumption of economic benefits associated
with an intangible asset by the Company. If the pattern of consumption of such benefits cannot be reliably
determined, the straight-line method is applied. The amortisation method is applied consistently over
subsequent periods, unless there is a change in the expected pattern of consumption of economic
benefits.

Intangible assets are amortised with the amortisation rates reflecting their expected useful economic life.
The estimated amortisation period and expected amortisation method are reviewed at the end of each
financial year. If the forecast useful life of an asset is significantly different from previous estimates, the
amortisation period is changed. If the expected pattern of consumption over time of economic benefits
associated with an intangible asset has altered significantly, a different amortisation method is applied.
Such transactions are recognised by the Company as revision of estimates and are recognised in profit or
loss in the period in which such estimates are revised.

Intangible assets are amortised over the following useful economic live periods:

e Acquired licences, patent rights and similar items 2-15 years
e Acquired software 2-10 years
e Perpetual usufruct right to land 40-99 years
e Licences - period specified in relevant decisions of the President of the Energy Regulatory Office.
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Intangible assets with an indefinite useful life are not amortised. Intangible assets with an indefinite useful
life and intangible assets not yet available for use are tested for impairment periodically (once a year or
whenever there is indication of impairment).

2.3.6. Leases

A lease is classified as a finance lease if the lease agreement provides for the transfer of substantially all
risks and benefits resulting from the ownership of the leased asset onto the lessee. All other types of
leases are treated as operating leases.

2.3.6.1. The Company as alessor

Finance leases are disclosed in the statement of financial position as receivables, at amounts equal to net
investment in the lease.

Lease payments relating to a given financial period, excluding costs of services, reduce the value of gross
investment in the lease, reducing both the principal amount and the amount of unrealised finance income.

Finance income on a finance lease is disclosed in subsequent periods at a constant rate of return on the
net investment in the lease.

Income from operating leases is recognised in profit or loss on a straight-line basis over the lease term,
unless the application of a different systemic method better reflects the pattern of reduction over time of
the benefits derived from a leased asset.

The difference between the carrying amount of leased assets and their fair value is posted to the deferred
income.

2.3.6.2. The Company as a lessee

Non-current assets used under a finance lease are recognised as assets of the Company. As at the
commencement of the lease term, the Company discloses finance leases in the statement of financial
position under assets and liabilities at the lower of the fair value of the leased assets as at the first day of
the lease term or present value of the minimum lease payments as at the first day of the lease term. The
resultant liability to the lessor is disclosed in the statement of financial position under "Borrowings and
other debt instruments", with breakdown into current and non-current portion.

Minimum lease payments are apportioned between finance costs, representing the interest portion of
lease payments, and the reduction of the outstanding lease liability. Finance costs are spread over
individual reporting periods, and represent a fixed percentage of the outstanding lease liability in each of
the reporting periods. Finance costs are determined using the internal rate of return (IRR) method.

Lease payments under operating leases are recognised as costs on a straight-line basis over the lease
term, unless the application of a different symmetric method better reflects the pattern of spreading over
time of benefits derived by the user.

The same presentation policies are used by the Company for agreements which meet the criteria for
being classified as leases, but are not called leases.

2.3.7. Impairment of property, plant and equipment and intangible assets

As at the end of each reporting period, the Company tests its property, plant and equipment and
intangible assets for impairment. If any indication of impairment is found to exist, the recoverable amount
of a particular asset is estimated in order to determine whether the asset is impaired. If a given asset
does not generate cash flows which are to a large extent independent of the cash flows generated by
other assets, the recoverable amount of the cash-generating unit to which the asset belongs is
determined.

In case of an intangible asset with an indefinite useful life, such an asset is tested for impairment on an
annual basis, by way of comparing the recoverable amount of the asset with its carrying amount, and
each time there is evidence of impairment of the asset.
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The recoverable amount is determined as the higher of the fair value less cost to sell or value in use of
the asset or cash-generating unit. Value in use corresponds to the present value of estimated future cash
flows expected to be obtained from the continued use of an asset or cash-generating unit, discounted at a
discount rate reflecting the current market time value of money and the risk specific to a particular asset.

If the recoverable amount is lower than the carrying amount of an asset (or cash-generating unit), the
carrying amount is decreased to the recoverable amount of the asset (or cash-generating unit). An
impairment loss is recognised as other expenses of the period in which the impairment loss arose.

If an impairment loss is reversed, the carrying amount of the asset (or cash-generating unit) is increased
to the newly estimated recoverable amount, which should not be higher than the carrying amount that
would have been determined (net of accumulated depreciation/amortisation) had no impairment of that
asset (or cash-generating unit) been recognised in previous years. Reversal of an impairment loss is
recognised in profit or loss.

2.3.8. Financial assets

Due to their nature and purpose, the Company’s financial assets are classified to the following categories:

o financial assets measured at fair value through profit or loss (positive valuation of derivatives which
are not measured pursuant to the principles of hedge accounting),

¢ hedge derivatives,

o financial assets available for sale,

e loans and receivables.

2.3.8.1. Financial assets measured at fair value through profit or loss

This category comprises financial assets held for trading and financial assets designated at initial
recognition at fair value through profit or loss.
A financial asset is classified as held for trading if it is:

e acquired principally for the purpose of selling it in the near term;

e part of a portfolio of identified financial instruments that are managed together in accordance with a
recent actual pattern of short-term profit-taking;

e aderivative (except for a derivative that is a designated and effective hedging instrument).

The Company classifies the following financial assets as held for trading:

e derivatives with positive valuation which are not measured pursuant to the principles of hedge
accounting (e.g. swaps, CCIRSs, options).

The Company did not apply hedge accounting to CCIRS transactions as the valuation of both the hedged
item, i.e. exchange differences on a loan, and the hedge is reflected in profit or loss for the same
reporting period.

2.3.8.2. Hedge derivatives

The category comprises valuation of derivative instruments to which the Company applies hedge
accounting. For description of the applied hedge accounting policies, see Section 2.3.10.

2.3.8.3. Financial assets available for sale

Non-derivative financial assets that are designated as available for sale or which are not financial assets
included in any other category are classified as financial assets available for sale and are measured at
fair value. Profit gained or loss incurred as a result of changes in fair value is recognised in equity under
accumulated other comprehensive income. Investments in equity instruments that do not have a quoted
market price on an active market and whose fair value cannot be reliably measured are carried at cost
(without remeasurement as at each balance sheet date to reflect changes in currency exchange rates).

The Company classifies the following financial assets as loans and receivables:
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e investments in unlisted equity instruments (including shares in subsidiaries, jointly controlled and
associated entities),

e investments in listed equity instruments not held for trading (including shares in subsidiaries, jointly
controlled and associated entities),

e investments in debt instruments that the Company does not have a firm intention to hold to maturity.

If impairment is identified, the Company recognises an appropriate impairment charge. In the statement
of financial position, the value of the interests is presented net of impairment charges.

2.3.8.4. Loans and receivables

Loans and receivables comprise non-derivative financial assets with fixed or determinable payments
which are not quoted on an active market.

Loans and receivables are measured at amortised cost, using the effective interest rate method.
Measurement differences are recognised in profit or loss. The Company does not discount receivables
maturing in less than 12 months from the end of the reporting period and where the discounting effect
would be immaterial.

The Company classifies the following financial assets as loans and receivables:

e all receivables (excluding taxes, grants, customs duties, social security and health insurance
contributions and other benefits),

e loans advanced,

e receivables from buy sell back and reverse repo transactions.

Uncollectible receivables are charged to costs when recognised as irrecoverable accounts. If receivables
are written off or cancelled due to their expiry or irrecoverability, impairment losses recognised on such
receivables, if any, are reduced.

Receivables cancelled or written off due to their expiry or irrecoverability for which no impairment losses
have been recognised or the impairment losses that have been recognised were lower than the full
amounts of receivables, are charged to other expenses.

2.3.8.5 Trade and other receivables

Trade receivables are initially recognised at nominal value (provided that the discounting effect is
immaterial). Following initial recognition, receivables are measured at amortised cost using the effective
interest rate method. Measurement differences are recognised in profit or loss. The Company does not
discount receivables maturing in less than 12 months from the end of the reporting period and where the
discounting effect would be immaterial.

Receivables are revalued through the recognition of impairment losses based on the probability of their
recovery, if there is objective evidence that the receivables will not be fully recovered.

Uncollectible receivables are charged to profit or loss when recognised as irrecoverable accounts. If
receivables are written off or cancelled due to their expiry or irrecoverability, impairment losses
recognised on such receivables, if any, are reduced.

Receivables cancelled or written off due to their expiry or irrecoverability with respect to which no
impairment losses were recognised or the impairment losses that were recognised were lower than the
full amounts of the receivables, are charged to other expenses or finance costs, as appropriate.

2.3.8.6. Cash and cash equivalents

Cash and cash equivalents disclosed in the statement of financial position include cash at bank and in
hand as well as short-term financial assets with high liquidity and the original maturity not exceeding three
months, which are readily convertible into specific cash amounts and subject to an insignificant risk of
fluctuation in value.
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The balance of cash and cash equivalents disclosed in the separate statement of cash flows (“statement
of cash flows”) consists of the aforementioned cash and cash equivalents, less outstanding overdraft
facilities.

2.3.9. Impairment of financial assets

As at the end of each reporting period, the Group assesses whether there is an objective evidence of
impairment of a financial asset or a group of financial assets. A financial asset or a group of financial
assets is deemed impaired if there is objective evidence of impairment following from one or more events
which took place after initial recognition of such asset or group of financial assets, and the event leading
to impairment has an adverse effect on the estimated future cash flows related to the asset or group of
assets, which can be reliably estimated.

The value of loans and receivables or investments held to maturity measured at amortised cost takes into
account the probability of collection. The amount of impairment losses equals the difference between the
carrying amount of an asset and the present value of estimated future cash flows discounted at the
asset’s original effective interest rate.

The Company recognises impairment losses on receivables using the individual method if the receivable
is past due by more than 90 days or if the receivable is at risk (e.g. the debtor has filed for bankruptcy).
Impairment loss covers 100% of the amount of such a receivable.

Impairment losses on receivables for gas deliveries to customers from tariff groups 1-4 are determined
using the statistical method. The impairment losses are determined based on the analysis of historical
data regarding the payment of past due receivables in particular maturity groups. The results of the
analysis are then used to calculate recovery ratios on the basis of which the amounts of impairment
losses on receivables in each maturity group are determined.

Impairment losses are charged to other expenses or finance costs, as appropriate, depending on the type
of receivables for which an impairment loss is recognised.

If the amount of impairment loss on financial assets, except for financial instruments available for sale, is
reduced, the previously recognised loss is reversed through profit or loss. The reversal may not result in
increasing the carrying amount of the financial asset above the amount that would have been the
amortised cost of the asset as at the date of reversal had no impairment losses been recognised. The
amount of the reversed loss is recognised in profit or loss.

The amount of the impairment loss on investments in equity instruments classified as available for sale is
not subject to reversal through profit or loss. Any increase in fair value after the recognition of impairment
losses is disclosed directly in equity.

2.3.10. Hedge accounting

Hedge accounting specifies the rules for accounting of hedging instruments and hedged items in the
event these transactions are formally designated to hedge certain risks.

The Company defines hedging as designating one or more hedging instruments, in accordance with
hedge accounting rules, so that the change in their fair value offsets, in full or in part, the change in fair
value of the hedged item or future cash flows related to the hedged item.

Hedging instruments designated for hedge accounting are recognised in accordance with fair value or
cash flow hedge accounting rules, if all of the following conditions are met:

e the hedging relationship is formally designated and documented, including the entity’'s risk
management objective and strategy for the hedge, at the time when the hedge is undertaken,

e the hedge is expected to be highly effective in offsetting changes in the fair value or cash flows
attributable to the hedged risk, based on the originally documented risk management strategy
pertaining to a given hedging relationship,

e in the case of a cash flow hedge, the contemplated transaction to which the hedge relates is
highly probable and exposed to variability in cash flows, which may ultimately affect the profit or
loss,
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o the effectiveness of the hedge can be reliably assessed by way of reliable measurement of the
fair value of the hedged item or of the related cash flows and fair value of the hedging instrument,

e the hedge is assessed on an ongoing basis and determined to have been highly effective
throughout the reporting periods for which the hedge was designated.

The Company does not apply hedge accounting retroactively, that is it does not recognises hedges with
past dates.

A fair value hedge is a hedge of the exposure of the financial result to changes in fair value of a
recognised asset, liability or highly probable future liability (or an identified portion of such asset, liability
or highly probable future liability) that is attributable to a particular risk (e.g. currency or interest rate risk).

If fair value hedge accounting is applied:

e the Company charges gain or loss on remeasurement of fair value of hedging instrument to profit
or loss; and

e gains or losses connected with the hedged item and resulting from the risk hedged adjust the
carrying amount of the hedged item and are charged to profit or loss. This principle applies to the
hedged item which under different circumstances is measured at cost.

Cash flow hedging consists in mitigating the effect on profit or loss of changes in cash flows attributable
to certain risks (exchange rate risk, interest rate risks, price risk etc.) related to assets and liabilities
recognised in the accounting records, probable future liabilities or highly probable planned transactions.

The portion of gains or losses on the hedging instrument that is determined to be an effective hedge is
recognised in other comprehensive income. The non-effective value is charged to profit or loss.

The Company ceases to apply hedge accounting if the derivative expires or is sold, terminated or
exercised, if the Company revokes its designation as a hedge, the hedge no longer meets the criteria of
hedge accounting, or if the hedged transaction is no longer expected to be executed.

2.3.11. Interests in joint ventures

A joint venture is a contractual relationship between two or more parties, under which such parties
undertake an economic activity and jointly control such activity. Strategic financial and operating
decisions concerning the joint venture need to be made unanimously by all parties.

A party to a joint venture discloses assets controlled and liabilities incurred in relation to its interests in
such joint venture as well as costs incurred and such party’s interests in revenues from products sold and
services rendered, generated by the joint venture.

2.3.12. Inventories

Inventories include assets intended to be sold in the ordinary course of business, assets in the process of
production intended to be sold and assets in the form of materials or raw material deliveries used in the
production process or assets used in the course of rendering of services. Inventories comprise materials
and consumables, merchandise, finished products, work in progress and certificates of origin for
electricity.

The value of inventories is established at the lower of cost and net realisable value. Cost comprises all
costs of purchase and processing, as well as other costs incurred to bring the inventories to their present
location and condition.

Gas fuel at storage facilities is measured jointly for all storage units, at the average weighted cost.
Changes in the inventories of gas fuel stored in the Underground Gas Storage Facilities due to own
consumption, as well as balance-sheet differences, are measured at the average actual cost, which
comprises costs of purchase of gas fuel from all foreign sources, actual costs of its production from
domestic sources, costs of nitrogen removal and costs of its acquisition from other domestic sources.

The Company is obliged to obtain and surrender for cancellation certificates of origin for electricity
corresponding to the volume of electricity sold to end customers.
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Under inventories, the Company recognises certificates of origin for electricity obtained in connection with
electricity production and certificates of origin for electricity purchased in order to be surrendered for
cancellation. The certificates of origin obtained in connection with the production of electricity are
recognised at market value when their grant becomes probable. Purchased certificates of origin are
recognised at cost. Decreases in the purchased certificates of origin are measured using the weighted
average method.

Upon sale of electricity, a provision is recognised for the certificates of origin surrendered for cancellation
in connection with the sale of electricity to end customers. The provision and the registered certificates of
origin disclosed under inventories are accounted for at the time of registering their cancellation in the
Register of Certificates of Origin maintained by the Polish Power Exchange (“TGE").

If the cost of inventories is not recoverable, the Company recognises an impairment loss on such
inventories to net realisable amount.

The amount of all impairment losses on inventories to their net realisable amount and all losses on
inventories are charged to expense of the period when occurred.

Impairment losses on inventories are determined by way of a case-by-case assessment of the usefulness
of inventories, based on the following assumptions:

e For inventory of purchased materials which are idle for a period of 1-5 years, the Company generally
recognises an impairment loss of 20% of their value at the time of initial recognition; Where the case-
by-case usefulness assessment and the possibility of using a category of materials and their cycle
structure are taken into account, the Company may recognise impairment losses of 5% and 10% of
the value of the materials;

e For inventory of purchased materials which are idle for a period of 5-10 years, the Company
recognises an impairment loss of 20%-100% of their value at the time of initial recognition;

e For materials remaining in warehouses for more than 10 years, which are completely useless and
intended for liquidation, the Company recognises an impairment loss of 100% of their value at the
time of initial recognition.

2.3.13. Non-current assets held for sale

The Company classifies a non-current asset (or a disposal group) as available for sale if its net carrying
amount is to be recovered principally through a sale transaction rather than through continuing use. This
is the case if an asset (or a disposal group) is available for immediate sale in its present condition, subject
only to usual and customary terms applicable to the sale of such assets (or a disposal group), and its sale
is highly probable.

An asset (or a disposal group) is classified as available for sale after an appropriate decision is made by
the Company's duly authorised body. In addition, an asset (or a disposal group) must be actively offered
for sale at a reasonable price corresponding with its present fair value. It should also be expected that the
sale will be effected within one year from the date of such classification.

Non-current assets available for sale are measured at the lower of their net carrying amount and fair
value less cost to sell. If the fair value is lower than the net carrying amount, the difference is recognised
in profit or loss as an impairment loss. Any reversal of the difference is also recognised in profit or loss,
but only up to the amount of the previously recognised loss.

Non-current assets available for sale (or a disposal group) are not subject to depreciation or amortisation.

In the statement of financial position, assets available for sale (or a disposal group) are presented as a
separate item of current assets.

2.3.14. Equity

Equity is disclosed in the statement of financial position by type and in accordance with the rules
stipulated by applicable laws and the Company’s Articles of Association.

Share capital is disclosed at par value and in the amount specified in the Company's Articles of
Association and the entry in the court register.
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Declared but not made contributions to equity are disclosed under “Called-up share capital not paid”.
Treasury shares and called-up share capital not paid reduce the Company’s equity.

Reserve funds include the surplus of the issue proceeds over the par value of shares (share premium)
remaining after covering issue costs.

Share issue costs incurred upon establishment of a joint-stock company or share capital increase reduce
the share premium account to the amount of the difference between the issue proceeds and the par value
of the shares, and their balance is charged to other capital reserves, disclosed under Retained
earnings/deficit.

The effects of adjustments related to the first-time adoption of the IAS were charged to Retained
earnings/(deficit).

In accordance with the IAS, net profit for the previous financial year can be allocated by an entity only to
equity or dividends to shareholders. The option provided by the Polish law, whereby profit can be
allocated to the Company Social Benefits Fund, the Restructuring Fund or for other purposes, is not
reflected in the IAS. Therefore, the Company recognises the aforementioned reductions in profit as the
cost of the period.

2.3.15. Provisions

Provisions are recognised when the Company has a present obligation (legal or constructive) resulting
from past events, and when it is probable that the discharge of this obligation will cause an outflow of
funds including economic benefits, and the amount of the obligation, whose amount and maturity date is
not certain, may be reliably estimated.

The Company reviews provisions at the end of each reporting period in order to reflect the current best
estimate. If the effect of changes in the time value of money is material, provisions are discounted. If the
provisions are discounted, an increase in the provisions as a result of lapse of time is disclosed as costs
of external funding.

The Company recognises the following provisions:
e  provision for well decommissioning costs,
provision for environmental liabilities,
provision for claims under extra-contractual use of land,
provision for the buy-out price payable under the Energy Efficiency Act,
other provisions.

2.3.15.1. Provision for well decommissioning costs

The Company recognises a provision for future well decommissioning costs and contributions to the
Extraction Facilities Decommissioning Fund.

The provision for future well decommissioning costs is calculated based on the average cost of well
decommissioning at the individual extraction branches over the last three full years preceding the
reporting period, adjusted for the projected consumer price index (CPI) and changes in the time value of
money. The adoption of a three-year time horizon was due to the varied number of decommissioned wells
and their decommissioning costs in the individual years.

If a provision relates to the cost of liquidation of property, plant and equipment, the initial value of the
provision is added to the value of the property, plant and equipment. Any subsequent adjustments to the
provision resulting from changes in estimates are also treated as an adjustment to the value of the
property, plant and equipment. Changes in provisions resulting from a change of discount are
charged/credited against finance income or costs.

The Extraction Facilities Decommissioning Fund is created on the basis of Art. 26¢ of the Mining and
Geological Law of February 4th 1994 (Dz.U. 05.228.1947, as amended).

The funds accumulated in the Extraction Facilities Decommissioning Fund may be used only to cover the
costs of decommissioning of an extraction facility or its specific part, in particular the costs of:
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abandonment of and securing production, storage, discharge, observation and monitoring wells;
liquidation of redundant facilities and disassembly of machinery and equipment;

reclamation of land and development of areas after completion of extraction activities;

maintenance of facilities intended for decommissioning in an order ensuring safety of extraction
facility operations.

The Group makes contributions to the Extraction Facilities Decommissioning Fund in the amount of 3% to
10% of the value of the annual tax depreciation of extraction property, plant and equipment (determined
in accordance with income tax laws) with a corresponding increase in other expenses.

The amount of the provision for future well decommissioning costs is adjusted for any unused
contributions to the Extraction Facilities Decommissioning Fund.

2.3.15.2. Provision for environmental liabilities

Future liabilities for the reclamation of contaminated soil and water resources, if there is a relevant legal
or constructive obligation, are recognised under provisions. The provision recognised for such liabilities
reflects potential costs projected to be incurred, which are estimated and reviewed periodically based on
current prices.

2.3.15.3. Provision for claims under extra-contractual use of land

In the ordinary course of business, the Company installs technical equipment used for transmission and
distribution of gas on land properties owned by third parties, which are often natural persons.

Where possible, at the time of installing the elements of the infrastructure the Company enters into
agreements establishing standard land easements and transmission easements. Transmission easement
is a civil law construct governed by Art. 305'-305* of the Polish Civil Code of April 23rd 1964 (Journal of
Laws No. 16, item 93 as amended).

In line with the materiality principle, the Company estimates the amount of the provision for claims under
extra-contractual use of land if the exchange of correspondence with a claimant has continued for the last
three years and such claims have been confirmed to be valid.

The Company estimates the amount of the provision based on:

e an estimate survey made by an expert appraiser, or

e its own valuation, taking into account the size of the controlled area in square meters, the amount of
annual rent per square meter for similar land in a given municipality, and the period of extra-
contractual use of land (not more than ten years), or

o if it is not possible to obtain reliable data required to apply the method described above, the Company
analyses submitted claims on a case-by-case basis.

2.3.15.4 Provision for buy-out price payable under the Energy Efficiency Act

The Energy Efficiency Act of April 15th 2011 (Journal of Laws of May 10th 2011) introduces the system of
white certificates, imposing an obligation to obtain the certificates and surrender them for cancellation to
the President of the Energy Regulatory Office, or pay a buy-out price. The obligation applies to
companies selling electricity, heat and gas fuels to end users.

White certificates, i.e. energy savings certificates, may be obtained for efficiency-improving measures
implemented or planned to be implemented by a company. An energy savings certificate may be obtained
for a measure that results in annual energy savings of at least 10 tonnes of oil equivalent (toe) or a group
of such measures that results in total annual savings in excess of 10 toe.

The Company estimates the amount of the provision for the buy-out price in accordance with the formula
set forth in the Energy Efficiency Act.

2.3.15.5. Other provisions

The Company recognises other provisions for future expenses related to its activities and operations,
such as a provision for penalties and other claims, if the costs of such claims are so material that failure to
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recognise them in profit or loss for a given period would distort the true view of the Company's assets and
financial position.

2.3.16. Accruals and deferrals

The Company recognises as prepayments those costs incurred upfront that relate to future reporting
periods.

In the statement of financial position prepayments are disclosed as non-current (under Other non-current
assets) and current (under Other assets).

Accruals are outstanding liabilities due for merchandise or services which have been delivered/provided
but have not yet been paid, invoiced or formally agreed upon with the supplier/provider. Accruals are
disclosed together with trade and other payables as an item of equity and liabilities in the statement of
financial position.

In deferred income, the Company recognises deferred income from additional charges for uncollected
gas and government grants relating to assets.

Deferred income from additional charges for uncollected gas is generated under take-or-pay contracts.
Under this item the Company recognises the amount of income based on bookkeeping notes issued for
uncollected gas, which is then adjusted pro rata to the actual volume of delivered gas. If a trading
partner fails to collect the declared volume of gas by the deadline specified in the contract, deferred
income is reclassified to income from compensations, penalties, fines, etc.

Government grants relating to assets are recognised as deferred income when it is certain that they
have been awarded. They are subsequently charged to profit or loss pro rata to depreciation charges on
the corresponding assets.

Deferred income is broken down into a non-current and current portion and disclosed under liabilities in
the statement of financial position.

2.3.17. Financial liabilities

Financial liabilities are classified into two categories: financial liabilities measured at fair value through
profit or loss and other financial liabilities (including trade and other payables, borrowings and debt
securities).

Upon initial recognition, financial liabilities are measured at fair value increased, in the case of financial
liabilities not classified as measured at fair value through profit or loss, by transaction costs which may be
directly attributed to the acquisition or issue of a given financial liability.

2.3.17.1. Financial liabilities measured at fair value through profit or loss

A financial liability at fair value through profit of loss is a financial liability that meets either of the following

conditions:

e tis classified as held for trading, or

e it was designated by the Company as measured at fair value through profit or loss upon initial
recognition.

A financial liability is classified as held for trading if it is:

e incurred principally for the purpose of selling or repurchasing it in the near term;
e aderivative (except for a derivative that is a designated and effective hedging instrument).

Changes in the fair value of derivatives included in the above category of financial instruments are
recognised as income or expense in a reporting period in which a given derivative is remeasured.

The Company classifies as liabilities at fair value through profit or loss those derivative financial
instruments that are not measured pursuant to the principles of hedge accounting and whose measured
value is negative.
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2.3.17.2. Financial liabilities measured at amortised cost

The other financial liabilities category includes all liabilities with the exception of salaries and wages,
taxes, grants, customs duties, social security and health insurance contributions and other benefits.

Upon initial recognition, liabilities included in this category are measured at fair value plus transaction
cost, which may be directly attributed to the acquisition or issue of a given financial liability.

Following initial recognition, they are measured at amortised cost with the use of the effective interest rate
method. The adjusted acquisition cost includes cost of obtaining the borrowing as well as discounts or
premiums obtained at settlement of the liability. The difference between net funding and redemption value
is disclosed under finance income or costs over the term of the borrowing.

2.3.17.3. Other financial liabilities
Other financial liabilities comprise liabilities other than those recognised at fair value through profit or loss.

Following initial recognition, they are measured at amortised cost with the use of the effective interest rate
method. The adjusted acquisition cost includes cost of obtaining the borrowing as well as discounts or
premiums obtained at settlement of the liability.

2.3.18. Trade and other payables

Trade payables are liabilities due for goods or services which have been delivered/provided and have
been paid, invoiced or formally agreed upon with the supplier/provider.

2.3.18.1. Employee benefit obligations

Employee benefits are all forms of consideration given by the Company in exchange for services
rendered by employees or upon termination of employment.

Short-term employee benefits are employee benefits (other than termination benefits) which fall due
wholly within 12 months after the end of the annual reporting period in which the employees render the
related service.

Post-employment benefits are employee benefits (other than termination benefits and short-term
employee benefits) which are payable after the completion of employment.

Short-term employee benefits paid by the Company include:

e salaries, wages and social security contributions,

e short-term compensated absences where the absences are expected to occur within 12 months after
the end of the period in which the employees render the related employee service;

e profit-sharing and bonuses payable within 12 months after the end of the period in which the
employees render the related service,

e non-monetary benefits for current employees.

Short-term employee benefits, including payments towards defined contribution plans, are recognised in
the periods in which the employee provides the services to the entity, and in the case of profit-sharing and
bonus payments — when the following conditions are met:

e the Company has a legal or constructive obligation to make such payments as a result of past
events, and
e areliable estimate of the expected cost can be made.

The Company recognises expected short-term employee benefit expenses related to compensated
absences in the case of accumulated compensated absences (that is absences to which the entitlement
is transferred to the future periods and can be used in the future if the absences were not fully used in the
current period), and in the case of non-accumulating absences (which cause obligations on the part of the
Company upon their occurrence).
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Post-employment benefits in the form of defined benefit plans (retirement severance) and other long-term
employee benefits (e.g. “jubilee” benefits, long-term disability pensions) are determined using the
projected unit credit method, with the actuarial valuation made as at the end of the reporting period.

Actuarial gains and losses related to post-employment benefits are presented in other comprehensive
income, whereas gains and losses related to other post-employment benefits are charged to profit or loss
of the current reporting period.

The Company recognised a provision in the form of the Central Restructuring Fund in order to provide
redundancy-related benefits for the eligible employees under the Restructuring Programme. The detailed
rules of operation of the Fund as well as the list of mark-ups and expenses from the Fund are specified in
the Company’s internal regulations. For more information, see Note 40.1.

2.3.18.2. Other liabilities

Other liabilities include all liabilities not classified by the Company as trade and other payables, taxes,
customs duties, social security contributions, other benefits, salaries and wages.

The category of other non-current liabilities includes liabilities under bank settlements, arrangement and
recovery proceedings, liabilities under licences, property, plant and equipment assigned and still used by
the Company, which are to be repaid in instalments over a period longer than one year.

Other current liabilities include in particular liabilities towards:

o suppliers (trade and other payables related to acquisition or construction of property, plant and
equipment and intangible assets) and sellers of securities,

e insurance companies,

employees (other than salaries and wages),

shareholders (dividends),

suppliers (bid bonds),

lessors (operating leases),

trading partners (performance bonds),

other liabilities.

2.3.19. Revenue

The Company's business consists in production of and trade in high-methane and nitrogen-rich natural
gas, generation and sale of electricity and heat, as well as production and sale of crude oil.

The Company's business consists in sales of goods, rendering of services and leasing out the Company's
assets to third parties. Goods include the Company's products intended for sale and goods purchased for
resale, e.g. merchandise, lands, and property.

Revenue comprises amounts receivable (excluding VAT and other amounts received on behalf of third
parties) for goods and services delivered in the ordinary course of business. Revenue is measured at fair
value of the consideration received or receivable, less any discounts, sales taxes (VAT, excise duty) and
other charges.

2.3.19.1. Sales of goods

Sales of goods are recognised when the goods and products are delivered to the customer and
significant risks and benefits related to their ownership are transferred.

In order to correctly recognise revenue from gas sales in appropriate reporting periods, estimates are
made — as at the end of the reporting period — of the quantity and value of gas delivered, but not invoiced,
to retail customers.

Estimated sales, not invoiced in a given reporting period, are determined using industry standards based
on gas off-take characteristics by retail customers in comparable reporting periods. The value of
estimated gas sales is defined as the product of quantities assigned to the individual tariff groups and the
rates defined in a current tariff.

The Company also sells crude oil, helium, electricity and other goods. For more information on sales
structure, see Note 3.2.
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2.3.19.2. Rendering of services

The Company's business also includes rendering of services, such as real estate rental, gas services,
well services as well as transport, geological, exploration, finance lease and other services.

When the outcome of the transaction involving the rendering of services can be reliably estimated,
revenue is recognised by reference to the stage of completion of the transaction at the end of the
reporting period.

2.2.20. Lease/rental income

Use of the Company's assets by third parties results in income in the form of interest, royalties, and
dividends. Such income is recognised when it is probable that the economic benefits associated with the
transaction will flow to the Company and the amount of income can be measured reliably.

2.3.20.1. Interest income

Interest income is recognised on a time apportionment basis by reference to the principal due, using the
effective interest rate, i.e. the real interest rate calculated on the basis of cash flows related to a
transaction.

2.3.20.2. Royalties

Revenue from royalties is recognised on accrual basis, taking into account the substance of a relevant
agreement.

2.3.20.3. Dividends
Dividend income is recognised when the shareholders’ right to receive dividend is recorded.
2.3.21. Grants

The Company distinguishes the following types of grants:

e grants related to assets, receivable on the condition that the Company purchases, produces, or
otherwise obtains plant, property and equipment.

e grants related to revenue.

A grant is recognised only when there is reasonable assurance that the Company will comply with any
conditions attached to the grant and the grant will be received.

Grants related to assets are recognised in the statement of financial position as deferred income and
subsequently recognised — through equal annual write-offs — in profit or loss throughout the expected
useful life of the assets. Non-monetary grants are accounted for at fair value.

Grants, which are generally disclosed under Revenue, may also reduce relevant costs.

A grant receivable as compensation for costs or losses already incurred or as immediate financial support
for the entity, with no future related costs, should be recognised in profit or loss in the period in which it
becomes receivable.

2.3.22. Income tax

Mandatory increases in loss/decreases in profit include current income tax (CIT) and deferred tax.

Current tax is calculated based on the taxable profit/(loss) (tax base) for a given financial year.
Profit/(loss) established for tax purposes differs from net profit/(loss) established for accounting purposes
due to different time of recognising income as earned and expenses as incurred and because of
permanent differences between tax and accounting treatment of income and expenses.

Deferred tax is determined using the balance-sheet method based on temporary differences between the
carrying amounts of assets and liabilities for accounting purposes and the amounts used for taxation
purposes.

Current tax is calculated based on the tax rates effective in a given financial year.
Deferred tax liabilities are recognised for all temporary differences which are taxable when realised for tax

purposes, while a deferred tax asset is recognised to the extent that it is probable that taxable profit will
be available against which deductible temporary differences, including tax losses, can be utilised.
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Deferred tax liabilities are not recognised with respect to recognised goodwill. Deferred tax liabilities
(assets) are also not recognised in connection with initial recognition of an asset or liability in a
transaction which is not a business combination and when it does not affect either the accounting or the
taxable profit at the moment of transaction.

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in
subsidiaries or associates, and interests in joint ventures, unless the Company, acting as the parent,
investor or venturer is able to control the timing of the reversal of the temporary differences and it is
probable that the temporary difference will not reverse in the foreseeable future.

The amount of deferred tax assets is reviewed at the end of each quarter, and is updated only for
changed items. If future foreseen taxable profit is insufficient for deductible temporary differences to be
utilised, impairment losses on deferred tax assets are recognised.

Deferred tax assets and liabilities are measured at tax rates that are expected to apply to the period when
the asset is realised or the liability is settled.

Deferred tax assets and liabilities are offset if, and only if, the Company:

o has a legally enforceable right to set off current tax assets against current tax liabilities; and
e the deferred tax assets and the deferred tax liabilities relate to income taxes levied by the same
taxation authority on either the same taxable entity or different taxable entities.

Deferred and current tax is recognised as income or expense, except to the extent that the tax arises
from a transaction or event that is credited or charged directly to other comprehensive income or to equity
(deferred tax is then credited or charged directly to equity).

2.3.23. Contingent assets and liabilities

a possible obligation that arises from past events and whose existence will be confirmed only by the
occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the
Company; or

Contingent assets are not recognised in the statement of financial position as this might result in
recognition of income that may never be realised. However, when the realisation of income is probable,
then the Company discloses a brief description of the nature of such contingent assets at the end of the
reporting period in the notes and, where practicable, estimate their financial effects using the principles
set out for provisions.

Contingent assets are assessed continually to ensure that developments are appropriately reflected in the
financial statements. If it has become virtually certain that an inflow of economic benefits will arise, the
asset and the related income are recognised in the financial statements of the period in which the change
occurs. If an inflow of economic benefits has become probable, the Company discloses the contingent
asset.

A contingent liability is:

e a possible obligation that arises from past events and whose existence will be confirmed only by
the occurrence or non-occurrence of one or more uncertain future events not wholly within the
control of the Company; or

e a present obligation that arises from past events but is not recognised, because it is not probable
that an outflow of resources embodying economic benefits will be required to settle the obligation,
or the amount of the obligation (liability) cannot be measured with sufficient reliability.

The Company does not recognise contingent liabilities in the consolidated statement of financial position,
except contingent liabilities assumed as a result of business combinations, which are recognised in the
statement of financial position as provisions for liabilities.

Unless the possibility of any outflow in settlement is remote, the Company shall disclose for each class of
contingent liability at the end of the reporting period a brief description of the nature of the contingent
liability and, where practicable:
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e an estimate of its financial effect, measured using the principles set out for provisions,
e an indication of the uncertainties relating to the amount or timing of any outflow; and
e the possibility of any reimbursement.

2.3.24. Foreign currencies

The Polish ztoty (PLN) is the functional currency (measurement currency) and the reporting currency of
PGNIG S.A. Transactions denominated in foreign currencies are initially disclosed at the exchange rate of
the functional currency effective as at the transaction date. Cash assets and liabilities denominated in
foreign currencies are translated at the exchange rate of the functional currency effective as at the end of
the reporting period. All foreign exchange gains and losses are recognised in profit or loss, except for the
foreign exchange gains and losses from the translation of assets, equity and liabilities of foreign entities,
which, until the disposal of interests in such entity, are disclosed directly in equity. Non-cash items valued
at their historical cost in a foreign currency are translated at the exchange rate effective as at the date of
transaction. Non-cash items valued at fair value in a foreign currency are translated at the exchange rate
effective as at the date of determining the fair value.

To hedge against foreign currency risk, the Company enters into derivatives transactions (for a
description of the accounting policies applied by the Company to derivative financial instruments see
Section 2.3.10).

2.4. Key reasons for uncertainty of estimates

In connection with the application by the Company of the accounting policies described above, the
Company made certain assumptions as to the uncertainty and the estimates which had the most material
effect on the amounts disclosed in the financial statements. Accordingly, there is a risk that there might be
significant changes in the next reporting periods, mainly concerning the areas listed below.

2.4.1. Impairment of non-current assets

The Company’s key operating assets include mining assets, transmission infrastructure and gas fuel
storage facilities. These assets were tested for impairment. The Company computed and recognised
material impairment losses on the assets, based on an assessment of their current and future usefulness
or planned decommissioning or sale. For certain assets, the assumptions made in connection with the
potential use, liquidation and sale of such assets may change. For information on the value of recognised
impairment losses see Note 10.2.

In the case of the mining assets, there is uncertainty connected with the estimates of natural gas and
crude oil resources, on the basis of which the related cash flows are estimated. Any changes in the
estimates of the resources directly affect the amount of the impairment losses on the extraction assets.

2.4.2. Useful lives of property, plant and equipment

The useful lives of the main groups of property, plant and equipment are set forth in Section 2.3.1. of
these financial statements. The useful lives of the property, plant and equipment were determined on the
basis of assessments made by the engineering personnel who are in charge of their operation. Any such
assessment is connected with uncertainty as to the future business environment, technology changes
and market competition, which could lead to a different assessment of the economic usefulness of the
assets and their remaining useful lives and ultimately have a material effect on the value of the property,
plant and equipment and the future depreciation charges.

The Company reviews the useful lives of property, plant and equipment on an annual basis. The most
recent review was carried out as at December 31st 2013.

2.4.3. Estimating sales of natural gas

In order to correctly recognise revenue from gas sales in appropriate reporting periods, estimates are
made — as at the end of the reporting period — of the quantity and value of gas delivered, but not invoiced,
to retail customers.

The value of natural gas which has been supplied to retail customers, but has not been invoiced, is
estimated on the basis of the customers’ consumption patterns seen to date in comparable reporting
periods. There exists a risk that the actual final volume of the gas fuel sold might differ from the estimate.
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Therefore result for a given period might account for a portion of the estimated sales volume which will
never be realised.

2.4.4. Provisions for well decommissioning costs and environmental liabilities

The provision for well decommissioning costs and provisions for environmental liabilities presented in
Note 27 represent significant items among the provisions disclosed in the financial statements. These
provisions are based on the estimates of future decommissioning and reclamation costs, which largely
depend on the adopted discount rate and the estimated future cash-flow period.

2.4.5. Provision for claims under extra-contractual use of land

In accordance with the materiality rule, the Company estimated the amount of the provision for claims
under extra-contractual use of land (see Section 2.3.15.3).

As the amounts used in the above calculations were arrived at based on a humber of variables, the actual
amounts of compensation for extra-contractual use of land that the Company will be required to pay may
differ from amounts of the related provisions.

2.4.6. Provision for the buy-out price payable under the Energy Efficiency Act

The Energy Efficiency Act of April 15th 2011 introduces the system of white certificates, imposing an
obligation to obtain the certificates and surrender them for cancellation to the President of the Energy
Regulatory Office, or pay a buy-out price. The obligation applies to companies selling electricity, heat and
gas fuels to end users.

The Company estimates the amount of the provision for the buy-out price in accordance with the act and
based on the assumption that customers submit the statutory representations on the volume of gas used
in 2013 for the purposes defined in the act.

If the Company does not receive such representations from customers, it will be required to pay a buy-out
price that net of deductions of revenue derived from certain customer groups specified in the act, i.e. the
buy-out price will be ca. PLN 32m higher than the PLN 132m provision recognised for this purpose as at
the end of the reporting period.

2.5. Presentation changes in the financial statements

In the financial statements for the period ended December 31st 2013, the Company made changes to

comparative financial data relating to:

- adoption of amended IAS 19 Employee Benefits, with two significant changes relating to provisions for
retirement severance:

e elimination of the corridor approach,
o transfer of the actuarial gains and losses from the income statement to actuarial gains and
losses related to post-employment benefits recognised in other comprehensive income.

- the merger of PGNIG S.A. and PGNIG Energia S.A.

As a result of the changes, the following adjustments were made in the comparative data for the year
ended December 31st 2012. Only restated items are presented in the tables below.
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Income statement

Revenue

Raw material and consumables used
Employee benefits expense
Services

Other income and expenses

Total operating expenses

Operating profit/(loss)
Profit/(loss) before tax

Net profit/(loss)

Statement of financial position

ASSETS

Total non-current assets
Property, plant and equipment
Financial assets available for sale
Deferred tax assets

Total current assets
Trade and other receivables
Other assets

Cash and cash equivalents

Total assets

LIABILITIES AND EQUITY

Total equity

Accumulated other comprehensive income
Retained earnings

Total non-current liabilities
Employee benefit obligations

Total current liabilities
Trade and other payables
Employee benefit obligations
Provisions

Total liabilities

Total liabilities and equity

3 OPERATING SEGMENTS

3.1. Reportable segments

Adjustments

Adjustments

Period before corr?Sas:Jargi]l?ty _ cor:SS:J;L?I?ty _ Period after the

the change change of IAS business change
19 combinations

25,539 - 147 25,686

(15,483) - (143) (15,626)

(990) 2 9 (997)

(5,811) - (4) (5,815)

(853) - (1) (854)

(23,727) 2 (157) (23,882)

1,812 2 (10) 1,804

2,260 2 (10) 2,252

1,918 2 (10) 1,910

Adjustments

Adjustments

Period before ensurir_lg ensurir_lg Period after the
the change comparability — compa_rablllty - change
change of IAS business
19 combinations
27,789 2 (21) 27,770
14,098 - @) 14,094
7,263 - a7) 7,246
395 2 - 397
8,852 - 23 8,875
5,172 - 13 5,185
17 - 1 18
1,034 - 9 1,043
36,641 2 2 36,645
21,981 ©) (12) 21,962
(59) (7 - (66)
14,400 - (12) 14,388
7,278 9 - 7,287
81 9 - 89
7,382 - 14 7,396
2,763 - 11 2,774
190 - 1 191
152 - 2 154
14,660 14 14,683
36,641 2 36,645

For information on the operating segments, see the Consolidated Annual Report of the PGNIG Group.
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3.2. Geographical areas

The Company conducts its business activity primarily on the domestic market. In 2013, revenue from
export sales to external customers accounted for 5.03% (2012: 2.70%) of total net revenue from sales to
external customers. The main export markets were Switzerland, Germany, and Ukraine.

Jan 1-Dec 31 Jan 1-Dec 31
2013 2012
Domestic sales: 25,818 24,992
High-methane gas 21,789 22,100
Nitrogen-rich gas 1,417 1,394
Crude oil (+ natural gasoline) 1,007 694
Helium 29 48
Propane-butane gas 76 67
LNG 58 54
Electricity 633 132
Certificates of origin for electricity 2 -
Geophysical and geological services 13 10
Drilling and well services 60 24
Other services 68 43
Other products 40 39
Merchandise and materials 8 10
Entitlement to operate storage facilities 554 365
CO2 emission allowances 64 12
Export sales: 1,368 694
High-methane gas 131 -
Nitrogen-rich gas 21 -
Crude oil 1,051 569
Helium 155 113
Electricity 6 1
Other services 3 9
Other products 1 1
Merchandise and materials - 1
Total 27,186 25,686
% share of exports in total sales: 5.03% 2.70%

Most of the Company’s non-current assets (other than financial instruments) are located in Poland. The
value of non-current assets located abroad as at December 31st 2013 represented 1.05% of the
Company's total assets (other than financial instruments) (December 31st 2012: 1.08%).

Dec 31 2013 Dec 31 2012
audited restated

Value of_ non-current assets other than financial instruments 13,911 14,146
located in Poland

Value of non-current assets other than financial instruments 147 154
located abroad

Total 14,058 14,300
% share of assets located abroad in total assets 1.05% 1.08%

3.3. Key customers

The Company does not have any single external customer which would account for 10% or more of total
revenue earned by the Company.
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4 OPERATING EXPENSES

4.1. Raw material and consumables used

Gas

Electricity

Other raw material and consumables used
Total

4.2. Employee benefits expense

Salaries and wages

Social security contributions

including: contributions to the Employee Retirement Scheme
Other employee benefits expense

Cost of future benefits

Total

Jan 1-Dec 31 Jan 1-Dec 31
2013 2012
(15,854) (15,350)
(678) (49)
(93) (227)
(16,625) (15,626)
Jan 1-Dec 31 Jan 1-Dec 31
2013 2012
(637) (714)
(153) (156)
(39) (40)
(75) (79)
(105) (48)
(970) (997)

Higher costs of future benefits result from the increase in provision for length-of-service awards. The
Company reviewed its assumptions with respect to future employee benefits in connection with the
statutory retirement age in Poland being extended to 67 years, which brought about an increase in the
es