DIRECTORS' REPORT ON THE OPERATIONS
OF THE PGNIG GROUP AND PGNIG S.A.
FOR H1 2014

=

PGNIG

Polskie Gérnictwo Naftowe
i Gazownictwo SA

Warsaw, July 31st 2014



Directors' Report on the Operations of the PGNIGuprand PGNIG S.A.

in H1 2014
Contents
CONTENES .. e 2
SeCtion |: PGINIG GIOUP ...ooiiiiiiiiiie e et ceeemm e e e e ettt e e eeesiin s e e e e e e eesmmmnnees 4
I 0] =TT = U o = 4
A o ] N [T € o TH] o JE] {1 o (= 4
3. WOTKIOICE ...ttt e e et e e e e e eas 7
Section Il: Parent's governing bodies..........ccoiiiiiiiiiiiiiiiiiicei e 8
1. Management BOAIT ..........ooeiiiiiiiiiiceeeeee ettt e e e e e 8
2. SUPEIVISOIY BOArd........ccooo i 8
Section lll: Shareholding Structure ...........cccooovviiiiiie e 10
Section 1V: Operating review of the PGNIG Group...........cccuuveiviiiiieeeiinnnnnn. 11
Section V: Regulatory enVirONMENt.........cooeeemiiiiiiiieeeeeeiiiie e 13.
O I [T (o] =2 SO P TP PPT P PPPPRPP PPN 13
2. Changes in PGNIG S.A.'S tariffS .......cooeeeeeeii i 13
3. REGUIALOIY TISKS ..o 16
Section VI: Exploration and ProducCtion .......ccccc..cooeeiiiiiiiiiiieeiiiiineeeeeeeeinnns 9.1
I T 0] (o] = LT o 19
2. JOINEVENTUIES ...ttt e et e e e s et e e e e e e e e e e e b e e e e e 19
2.1 J0iNt VENTUres iN POIANG...............oemmme e e e e 19
2.2..30INt VENTUIES @DIOBM ...t 20
I I o o [F o1 1] o PP PP PO PPPPPPPPEPPPRPN 22
4. SAlES Of KEY PrOUUCES .....ceiiiiiiiiiitmmmmmm e e ettt e e e e e e et e e e e e e e e e e e e e e e e e b nnreeaeeas 23
5. SEIVICE ACHVITIES ....eeiiiiiitiiieeiits ettt ettt e e et e e esme e e st e e e et e e e e e e e e e inneeas 23
6. Plann@d GCHIVITIES .........uuiiiiiiiiiii ettt 24
7. Risks related to exploration and prodUCHiON...............uuuueiiriiiuiii e 26
Section VII: Trade and StOrage............. e eerrrniieeereeriniiaseeeeeeeesnnneeeaees 29
1. PUrchases Of NALUIEI g8S ........ueeiiiicmmeee e e e e e e e e e 29
2. .5alES Of NATUAI GBS ...t e e e e e e e e e e 29

Page 2 of 65



Directors' Report on the Operations of the PGNIGuprand PGNIG S.A.

in H1 2014
G T [T o1 o Y/ 31
Y 0] = [ 32
5. Plann@d @CHIVITIES .........uuiiiiiiiiiii ettt 33
6. Risks related to Trade and STOTAQE. ......uuuuuuiiiiieie e e 34
Section VI DIsStribUtioN..........ooeeiiiiii e 36
1. COrE DUSINESS ...ttt ettt e e e e et e e e e s e e e e e e e e e s e b rnnr e e e e e e e e aaan 36
2. Plann@d @CHIVITIES .........uuiiiiiiiiiii ettt e e ettt et 38
3. Risks related to diStriDULION ............coommiiiiiiii e 39
SecCtion IX: GENEIALION ......cceiieeiiiie i eeeeee ettt ee e 40
1. SEQMENL'S OPEIALIONS ......cii ittt emmmm skttt e e e e e s e e e e et e e e s eemr e e e e e e e e e e sn b nn e e e e eeeeeaaanas 40
2. PlAanN@d GCTIVITIES .....ccoiiiiiiiie it e ettt e e e e e e e e e e s e e r e e e e e e e e a e 41
R CT = 1T =i [o] o I ] PP TP PPPPPPPPRPPPPR 42
Section X: Other ACHVILIES .........iiiiie e 43
1. SEOMENL'S OPEIALIONS ......eeiiiiiuiiiitcmmmnnme ettt e ettt e ettt e e et e e e ean e s e s b e e e e e asbr e e e e s airreeeeea 43
2. Plann@d @CHIVITIES .......c.uviiiiiiiiii ettt ettt 44
3. Risks related to Other ACHIVITIES ... oo rereeeeeeeeieiiiie et e e e e e e e e e e 44
Section X1 INVESIMENTS ...uviiiiii e e e e s eemne e e 45
Section XIlI: Environmental protection ........cccccevvvevvvciiiieeeeeeeiiciie e 48,
Section XIII: Other INfOrmMation ...........ooo e 50
Section XIV: Financial performance...........ccccc oo, 52.
1. Financial data of the Parent...........occeoeriiiiiii e 52
2. Financial performance of the PGNIG GrouUp cocccecoooo oo, 55
3. Projected future financial Standing.......ccccceeeeeiiiiei i, 63

Page 3 of 65



Directors' Report on the Operations of the PGNIGuprand PGNIG S.A.
in H1 2014

Section I: PGNIG Group

1. Business range

The PGNIG Group operates in the energy sector larldoand abroad. The parent of the PGNIG
Group is Polskie Gornictwo Naftowe i Gazownictwé\S.

The PGNIG Group holds the leading position in neegments of the Polish gas sector, i.e. in oil and
gas exploration and production, gas fuel storagtyral gas trading and natural gas distributiore Th
Group's oil and gas upstream operations, carrigdpdmarily in Poland and on the Norwegian
Continental Shelf, provide it with a competitivevadtage on the liberalised gas market. The Group
sells natural gas imported from other countriepraduced from domestic fields, and provides gas
supplies at times of peak demand. The distribubiperations involve the supply of gas to customers
via the distribution network, as well as extendengd upgrading of the gas network. The PGNIG
Group also generates and sells heat and electricity

Pursuant to its Articles of Association, the PGNB@..'s role is to perform activities aimed at emsyrr

energy security of Poland. These relate in padictd:

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

* ensuring safe operation of gas networks,

e balancing the gas system, managing the operatiods capacity of the power equipment
connected to the common gas network,

e production of natural gas.

2. PGNIG Group structure

As at June 30th 2014, the Group comprised PGNIG @h& Parent), and 30 subsidiaries, including:
. 22 direct subsidiaries of PGNIG S.A.

. 8 indirect subsidiaries of PGNIG S.A.

The list of the PGNIG Group companies as at Jutie 3014 is presented in the table below.
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Companies of the PGNIG Group

Share capital Value of share!

Name held by PGNIG
(FEY) S.A.y(PLN)
Direct subsidiaries of PGNIG S.A. — first tier
Exalo Drilling S.A. 981,500,000 981,500,000
GEOFIZYKA Krakow S.A. 64,400,000 64,400,000
GEOFIZYKA Torua S.A. 66,000,000 66,000,000
PGNIG Upstream International AS (NOK) 1,092,000,000 1,092,000,000
Polish Oil and Gas Company — Libya B.V. (EUR)1) 20,000 20,000
PGNIG Sales & Trading GmbH (EUR) 10,000,000 10,000,000
Operator Systemu Magazynowania Sp. z 0.0. 15,200,00 15,290,000
Polska Spoétka Gazownictwa Sp. z 0.0. 10,454,206,280454,206,550
Geovita S.A. 86,139,000 86,139,000
B|ogazpwn|a Ostrowiec Sp. z 0.0. w likwidacji (in 165,000 165,000
liquidation)
PGNIG Technologie S.A. 182,127,240 182,127,240
BUI_D-G_AZ PPUH Sp. z 0.0. w likwidacji (in 51.760 51.760
liquidation)
I?ollskle. Elektrownie Gazowe Sp. z 0.0. w likwidd@ji 1,212,000 1,212,000
liquidation)
PGNIG TERMIKA S.A. 670,324,950 670,324,950
PGNiIG Finance AB (SEK) 500,000 500,000
PGNIG Serwis Sp. z 0.0. 9,995,000 9,995,000
PGNIG Obrot Detaliczny Sp. z o.0. 1,000,000 1,000,000
PGNIG SPV 5 Sp. z o.0. 250,000 250,000
PGNIG SPV 6 Sp. z o.0. 250,000 250,000
PGNIG SPV 7 Sp. z o.0. 250,000 250,000
B.S. i P.G. Gazoprojekt S.A. 4,000,000 900,000
NYSAGAZ Sp. z 0.0. 9,881,000 6,549,000
Value of share!
: N : : Share capital nele] 5 [PERIE
Indirect subsidiaries of PGNIG S.A. — second tier S.A's
(PLN) L
subsidiaries
(PLN)
Powisle Park Sp. z 0.0. 81,131,000 81,131,000
XOOL GmbH (EURY 500,000 500,000
Oil Tech International F.Z.E. (USB) 20,000 20,000
Zaktad Gospodarki Mieszkaniowej Sp. z 0.0. 1,808,50 1,806,500
Poltava Services LLC (EUR) 20,000 19,800

Osrodek Badawczo-Rozwojowy Gornictwa Surowc(

Chemicznych CHEMKOP Sp. z 0.0. 3,000,00C 2,565,350
GAZ Sp. z o.0. 300,000 240,000
Zaktad Separacji Popiotéw Siekierki Sp. z o.0. 1,000,000 700,000

Y1n foreign currencies

Ownership
interest held
by PGNIG
S.A.

100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%

100.00%
100.00%
100.00%

100.00%

100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
22.50%

66.28%

Ownership
interest held
by PGNIiG
S.A's
subsidiaries
100.00%
100.00%
100.00%
100.00%

99.00%

85.51%

80.00%
70.00%

2 PGNIG S.A. has the right to appoint the majorityte company's Supervisory Board members.
Also, PGNIG S.A. holds a 52.50% indirect inteliesthe company through PGNIG Technologie S.A.

Changes in the PGNIG Group's structure in H1 2014:

% of total
voting rights
held by
PGNIG S.A.

100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%

100.00%
100.00%
100.00%

100.00%

100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
100.00%
22.50%
66.28%
% of total
voting rights
held by
PGNIG
S.A's
subsidiaries
100.00%
100.00%
100.00%
100.00%
99.00%

85.51%

80.00%
70.00%
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* On January 20th 2014, following completion of thguidation process, PT Geofizyka Torun
Indonesia LLC w likwidacji (in liquidation) was dskd from the commercial register; the
company was a subsidiary of GEOFIZYKA Tar8.A.

 On May 22nd 2014, Zaktad Separacji Popiotow SiékiSp. z 0.0. was established with the share
capital of PLN 1,000,000, divided into 10,000 skavéith a par value of PLN 10 per share;
PGNIG S.A. holds indirectly, through PGNIiG TERMIKRA., 70% of shares in that company.

PGNIG Obroét Detaliczny Sp. z 0.0. was establisime@d13 in order to meet the requirement to sell
gas on the exchange market, introduced under therggnLaw. In H1 2014, the company was
preparing the launch of operations in the areaetdilr trade in gas. It will commence full-scale
operating activities on August 1st 2014. PGNIG Q@Iétaliczny Sp. z 0.0. will take over PGNIG
S.A.'s existing retail sales business and its stapéal will be increased. The capital increask lve
effected through the contribution of an organiser pf business connected with retail gas sales.

As at June 30th 2014, the consolidation includedNiBGS.A. (the Parent) and 19 subsidiaries. The
chart below presents the consolidated companieheofPGNIG Group as at June 30th 2014 (by
segment).

Consolidated PGNiIG Group companies

Ownership interest
SEYNET! Name held by PGNIiG S.A
Exalo Drilling S.A. 100%
Qil Tech International F.Z.E. 100%
Poltava Services LLC 99%
Exploration and | GEOFIZYKA Krakéw S.A. 100%
Production
GEOFIZYKA Torun S.A. 100%
PGNIG Upstream International AS 100%
Polish Oil and Gas Company — Libya B.V. 100%
Operator Systemu Magazynowania Sp. z 0.0. 100%
PGNIG Sales & Trading GmbH 100%
Trade and Storage
XOOL GmbH (EUR) 100%
PGNIG Finance AB 100%
Polska Spétka Gazownictwa Sp. z 0.0. 100%
Distribution Powile Park Sp. z o.o0. 100%
GAZ Sp. z o.0. 80%
Generation PGNIG TERMIKA S.A. 100%
Geovita S.A. 100%
PGNIG Technologie S.A. 100%
Other Activities
PGNIG Serwis Sp. z 0.0. 100%
B.S. i P.G. Gazoprojekt S.A.* 75%

* PGNIG S.A. has the right to appoint the majonfythe company's Supervisory Board members.
PGNIG S.A.'s direct interest in the share capit®.&. i P.G. Gazoprojekt S.A. is 22.50%.
Also, PGNIG S.A. holds a 52.50% indirect interesttie company through PGNIG Technologie S.A.
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3. Workforce

The table below presents PGNIiG S.A.'s and the PQBli@up's workforce as at June 30th 2014, by
segment. Employees of the PGNIG Head Office adeidea in the Trade and Storage segment.

Workforce by segment (no. of staff)

Exploration and Production 4,161 9,891
Trade and Storage 3,869 4,030
Distribution - 12,821
Generation - 1,055
Other Activities 37 1,968

STee  Boer 2765

In H1 2014, the Voluntary Termination Programme ueasnched at PGNIiG S.A. 208 Company
employees participated in the programme, with thajonity (199 persons) terminating their
employment contracts with effect from June 30th4201
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Section II: Parent's governing bodies

1. Management Board

As at January 1st 2014, the composition of the FEIGManagement Board was as follows:

* Mariusz Zawisza - President

e Jarostaw Bauc — Vice-President, Finance

o Jerzy Kurella — Vice-President, Trade

* Andrzej Parafianowicz — Vice-President, Corporatmaits

»  Zbigniew Skrzypkiewicz — Vice-President, Explorati®& Production

On April 3rd 2014, the Supervisory Board of PGNi@ . Sappointed Waldemar Wojcik as member of
the Management Board of PGNIG S.A. for a joint ghyear term of office ending December 30th
2016. Waldemar Wojcik is a Management Board merelested by the PGNIG S.A. employees in
the election held in January and February 2014.

On June 18th 2014, the Supervisory Board of PGNi@. $esolved to suspend Mr Andrzej
Parafianowicz from duties as Vice-President ofRBNiG Management Board for Corporate Affairs.

As at June 30th 2014, the Management Board of PGBl was composed of the following six

persons:

* Mariusz Zawisza - President

» Jarostaw Bauc — Vice-President, Finance

e Jerzy Kurella — Vice-President, Trade

* Andrzej Parafianowicz — Vice-President, Corporattaifs
(suspended from duties)

e Zbigniew Skrzypkiewicz — Vice-President, Explorati®& Production

*  Waldemar Wojcik — Member of the Management Board

2. Supervisory Board

As at January 1st 2014, the composition of the RE&s8lipervisory Board was as follows:

*  Wojciech Chmielewski — Chairperson

* Marcin Moryh — Deputy Chairperson
*  Mieczystaw Kawecki — Secretary

* Agnieszka Chmielarz — Member

» Jozef Glowacki — Member

» Janusz Pilitowski — Member

» Ewa Sibrecht-Gka — Member

» Jolanta Siergiej — Member

On March 26th 2014, the Extraordinary General Meetif PGNIG S.A. appointed Mr Andrzej Janiak
as member of the Company's Supervisory Board. Mir2ej Janiak meets the independence criteria
defined in the Company's Articles of Association.

In connection with the expiry of the SupervisoryaBdis term of office, on May 15th 2014 the Annual

General Meeting of PGNIG S.A. removed all membdrhe Supervisory Board and appointed, for a
joint three-year term of office commenced on Mayh18014, the Supervisory Board composed of:
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Wojciech Chmielewski, Stawomir Borowiec, Andrzejnigk (independent member), Bogustaw
Nadolnik, Janusz Pilitowski, Agnieszka Trzaskalslkyszard \Vdsowicz, Agnieszka W&o and
Magdalena Zegarska.

Janusz Pilitowski represents the State Treasurywasdappointed in consultation with the Minister of
Economy.

Stawomir Borowiec, Ryszard ¥8owicz and Magdalena Zegarska are Supervisory Boenmahbers
elected by the PGNIG S.A. employees in the eledisld in January and February 2014.

On May 20th 2014, at its first meeting, the Supmwy Board constituted itself with Wojciech
Chmielewski as Chairperson, Agnieszka 3\&s Deputy Chairperson and Magdalena Zegarska as
Secretary.

As at June 30th 2014, the Supervisory Board of R&HIA. was composed of the following nine
persons:

*  Wojciech Chmielewski — Chairperson

* Agnieszka Wé — Deputy Chairperson
* Magdalena Zegarska — Secretary

*  Stawomir Borowiec — Member

* Andrzej Janiak — Member

*  Bogustaw Nadolnik — Member

» Janusz Pilitowski — Member

* Agnieszka Trzaskalska — Member

* Ryszard Wsowicz — Member

On July 30th 2014, Agnieszka Trzaskalska resigrseeember of the Supervisory Board of PGNIG
S.A.
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Section Ill: Shareholding structure

As at June 30th 2014, the share capital of PGNi& 8mounted to PLN 5,900,000,000 and was

divided into 5,900,000,000 shares with a par valuBLN 1 per share. The Polish State Treasury was
the only shareholder with a large direct holdingP@NiG shares. The shares of all series, that is
Series A, Al and B, were ordinary bearer shareseasti share conferred the right to one vote at the
General Meeting. The shareholding structure of R&sHIA. as at June 30th 2014 is presented in the

table below.

Shareholding structure

. % ownership Number of votes % of total vote
Shareholder ggrgtb;:rfggh%i; interest conferred by at GM
as at Jun 30 201« shares held as at Jun 30 2014
State Treasury 4,271,737,336 72.40% 4,271,737,33€ 72.40%
Other 1,628,262,664 27.60% 1,628,262,664 27.60%
shareholders
Total 5,900,000,000 100.00% 5,900,000,000 100.00%

PGNIG shares and shares in PGNIG S.A.'s relateitiesnheld by management and supervisory
personnel

The table below presents the management and sspgrpersonnel's holdings of PGNIG shares as at
June 30th 2014.

PGNIG shares held by the management and superpsospnnel

" Par value
Name Position Number of shares of shares (PLN)
Waldemar Wojcik Member of the Management Board 09,5 19,500
Ryszard Wsowicz | Member of the Supervisory Board 19,500 19,500
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Section IV: Operating review of the PGNIG Group

In H1 2014, the PGNIG Group reported revenue of RlBNtbn, ca. 76% of which was derived from

sales of natural gas.

Revenue (PLNm)

Natural gas, including: 12,496
- high-methane gas 11,771
- nitrogen-rich gas 725
Crude oil 1,605
Electricity 866
Heat 582
Geophysical and geological services 129
Drilling and well services 255
Construction and assembly services 68
Connection charge 45
Other sales 337

The tables below set forth natural gas and crudepaiduction volumes, electricity and heat

generation volumes, as well as sales volumes &setiproducts in H1 2014.

Output of key products

Natural gas mcm 2,314.5
Crude oil '000 tonnes 631.9
Electricity GWh 2,381.6
Heat TJ 20,923.8
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Sales of key products

Natural gas, including: mcm 8,213.6

- Trade and Storage mcm 7,825.7

- Exploration and Production mcm 387.9
Crude oil '000 tonnes 659.2
Electricity, including: GWh 5,266.7

- Trade and Storage GWh 5,242.2

- Generation GWh 245
Heat TJ 20,770.0
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Section V: Regulatory environment

1. Licences

As at June 30th 2014, PGNIG S.A. held the followlisgnces granted by the President of the Polish
Energy Regulatory Office (URE) under the Energy Law

* one licence to trade in gas fuels

* one licence to trade in natural gas with foreigringas
* one licence to trade in liquid fuels

* one licence to produce electricity

» one licence to trade in electricity.

As at June 30th 2014, PGNIG S.A. held the followlingnces, granted pursuant to the Geological and
Mining Law:

» 81 licences for exploration and appraisal of craidlend natural gas deposits

e 229 licences for production of crude oil and ndtges from deposits

* 9licences for storage of gas in underground taslilunderground gas storage facilities)
» 3licences for storage of waste.

2. Changes in PGNIG S.A.'s tariffs

In H1 2014, the PGNIG Gas Fuel Tariff (Part A GaelFSupply Tariff No. 6/2014), approved by
decision of the President of the Energy Regula@ffice dated December 17th 2013, was in effect.
On average, the prices and charge rates for thalysop high-methane gas type E, and nitrogen-rich
gas types Lw and Ls were increased by 1.5%, 4. 14 &%, respectively.

On June 13th 2014, the President of the Energy IRegy Office (URE) approved an amendment to
the PGNIG Gas Fuel Tariff. (Part A Gas Fuel Supyiff No. 6/2014) and extended its validity until
December 31st 2014. The amendment was designedrioohise the tariff with the Minister of
Economy's Regulation dated June 28th 2013, undmhwhtarting from August 1st 2014, settlements
with customers are to be based on energy unitdewhrlier they were based on units of volume. The
new settlement rules will not significantly affabie amounts of payments for gas fuel supplies. The
prices of gas fuels, as well as distribution arehdémission charge rates were recalculated from
amounts expressed per cubic metre into amountessgad per 1 kWh, with use of the calorific value
adopted to determine prices per unit of volume.gka in payments, if any, may result from
differences between calorific values at differelaicps of the gas network or rounding recalculation
results (which should not exceed +/-1%).

The following tables present the average rates (Blbic metre) applicable in H1 2014 in settlements

with customers purchasing gas fuels, by fuel type place of delivery. The amounts do not include
excise duty introduced on November 1st 2013.
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Area covered by Polska Spotka Gazownictwa Sp. ZWroctaw Branch

W-1.1 2.4969 2.6150 4.7%
W-2.1 1.9816 2.0512 3.5%
wW-3.1 1.8029 1.9005 5.4%
W-4 1.6693 1.7912 7.3%
W-5-W-7C 1.7071 1.7001 -0.4%
W-8A — W-10C 1.4651 1.4653 0.0%

S-1 1.7900 1.8950 5.9%
S-2 1.4044 1.5152 7.9%
S-3 1.3013 1.4098 8.3%
S-4 1.1801 1.3035 10.5%
S-5-S-7B 1.2338 1.2468 1.1%
S-8-S-9 1.1225 1.1394 1.5%

Z-1 1.4156 1.5102 6.7%
Z-2 1.2888 1.3774 6.9%
Z-3 1.1623 1.2508 7.6%
Z-4 1.0841 1.1759 8.5%
Z-5-27-7B 1.1793 1.1772 -0.2%

Area covered by Polska Spo6tka Gazownictwa Sp. zzabrze Branch

W-1.1 2.4726 2.6051 5.4%
W-2.1 2.0440 2.1095 3.2%
W-3.1 1.7660 1.8807 6.5%
W-4 1.6909 1.8102 7.1%
W-5-W-7C 1.7314 1.7379 0.4%
W-8A - W-11C 1.4681 1.4696 0.1%

Area covered by Polska Spo6tka Gazownictwa Sp. ZTmméw Branch

W-1.1 2.3594 2.4663 4.5%
W-2.1 1.9590 2.0228 3.3%
W-3.1 1.7288 1.8246 5.5%
W-4 1.6843 1.7779 5.6%
W-5 -W-7BC 1.7355 1.7524 1.0%
W-8A — W-10C 1.4310 1.4423 0.8%
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Area covered by Polska Spotka Gazownictwa Sp. zZWarsaw Branch

W-1.1 2.7039 2.7874 3.1%
W-2.1 1.8693 1.9397 3.8%
wW-3.1 1.6877 1.7924 6.2%
W-4 1.6755 1.7673 5.5%
W-5-W-7C 1.7086 1.7275 1.1%
W-8A — W-10C 1.3669 1.3700 0.2%

Area covered by Polska Spotka Gazownictwa Sp. z@daisk Branch

W-1.1 2.5658 2.6739 4.2%
W-2.1 2.0058 2.0806 3.7%
W-3.1 1.8006 1.9066 5.9%
W-4 1.7451 1.8457 5.8%
W-5-W-7C 1.7606 1.7742 0.8%
W-8A — W-10C 1.4601 1.4500 -0.7%

Area covered by Polska Spotka Gazownictwa Sp. zRoana Branch

W-1.1 2.5856 2.6962 4.3%
W-2.1 1.9143 1.9939 4.2%
W-3.1 1.7881 1.8870 5.5%
W-4 1.7032 1.8098 6.3%
W-5-W-7C 1.6715 1.6640 -0.5%
W-8A — W-10C 1.4140 1.4110 -0.2%

S-1 1.8046 1.9231 6.6%
S-2 1.3774 1.5069 9.4%
S-3 1.2602 1.3967 10.8%
S-4 1.1889 1.3290 11.8%
S-5-S-7B 1.2365 1.2772 3.3%

Z-1 1.6422 1.7424 6.1%
Z-2 1.2408 1.3500 8.8%
Z-3 1.1208 1.2362 10.3%
Z-4 1.0570 1.1753 11.2%
Z-5-7-7B 1.1157 1.1464 2.8%
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Customers connected to the transmission grid of GBRP-SYSTEM S.A.

Amendment to Tariff No. 5/2012 Tariff No. 6/2014 Change (%
1 2 2/1
E-1A—E-2C 1.3302 1.3141 -1.2%
Lw-1 — Lw-2 1.0196 1.0283 0.8%
Ls-1 —Ls-2 0.8537 0.8794 3.0%

Exemption from the obligation to submit wholesades ¢ariffs for approval

On February 19th 2013, the President of the EnBepulatory Office announced that energy utilities
holding gas fuel trading licences were exempt fiibi® obligation to submit wholesale gas trading
tariffs for approval. However, energy utilities niisdividually apply to the President of the Energy
Regulatory Office for the exemption.

On August 30th 2013, PGNIG S.A. applied to the ilmg of the Energy Regulatory Office to be
exempted from the obligation to submit wholesale gading tariffs for approval. As at the date of
this report, the proceedings were still pending.

Furthermore, on October 23rd 2013, PGNIG S.A. apptd the President of the Energy Regulatory
Office to be exempted from the obligation to subfoitapproval tariffs for high-methane natural gas

(E) traded at a virtual gas trading point (OTC nadykAs at the date of this report, the proceedtogs
approve the new Distribution Grid Code were s#@#hgding.

3. Regulatory risks

Polish Energy Law

On September 11th 2013, the Act Amending the Enksyy and Certain Other Acts (the so-called
"Small Three Pack") came into force. The amendmettbduced a number of changes in the
regulatory regime governing the natural gas mamating, in particular, to the need to harmonise
Polish legislation with the provisions of the 3mkegy package, as well as the necessity to detegula
the gas market, especially by imposing the requerdrto sell gas on the exchange market.

The requirement to sell gas on the exchange maskéth now applies to the Company, is aimed to
deregulate the Polish gas market and boost congpetiThe mechanism improves the market's
transparency and allows market participants tolmge products on equal terms. On the other hand, it
may cause PGNIG to gradually lose its market shdogvever, the actual rate at which PGNIG S.A.'s
market share might shrink will depend on the nunavet size of new players entering the gas market
and the price differentials between the tariff prand the contractual prices offered on the exahang
markets.

Meeting the requirement to sell gas on the exchamaket

In terms of supply, PGNIG S.A. is fully preparedhteet its statutory obligation to sell gas throtlgg
exchange market. In 2014, the Company is requeskll 40% of its total sales volume through the
exchange market. Starting from January 1st 2018, réguirement will cover 55% of the total gas
sold. If an energy utility fails to meet the reauirent to sell gas through the exchange market, the
President of the Energy Regulatory Office may ingpos it a fine of up to 15% of its full-year
revenue generated from the licensed activity inpiteeious fiscal year. Due to the low demand fa& ga
on the exchange market, in 2013 the Company fdidedell the required volume of gas via this
channel. In order to ensure the meeting of theireouent, a new company PGNIG Obrét Detaliczny
Sp. z o.0. will launch its operations in August 201t will buy natural gas at the Polish Power
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Exchange, and then sell it to retail customers. él@x, there is still the risk that in 2014 PGNI@&.S.
may fail to sell the required gas volumes throdghéxchange market.

Tariff calculation

Dependence of the PGNIG Group's revenue on taaifisroved by the President of the Energy
Regulatory Office is the key factor affecting theo@'s regulated business. Tariffs are cruciahéo t
Company's ability to generate revenue that woulecds reasonable costs and deliver a return en th
capital employed. Currently, a significant portiointhat revenue depends on the selling prices sf ga
fuel, which — except to the extent that the gasdkl through the Polish Power Exchange — are
regulated prices. The tariff determination rules defined in the regulations issued under the Bnerg
Law, including primarily the Tariff Regulation. Thariff determination methodology is based on
planned volumes. Inaccurate estimates of customeemadd for gas (affecting the accuracy of
projected purchase and supply volumes), changesgarted gas prices which cannot be accurately
projected, as well as unpredictable fluctuationgumrency exchange rates (ultimately affecting the
cost of gas imports) may have an adverse effeth®financial performance of the Group.

Act on Stocks of Crude QOil, Petroleum Products atural Gas

Meeting the statutory requirements related to mamygatocks exposes PGNIG S.A. to balancing and
technology risks, and threatens the performandts abntractual obligations.

The balancing risk is related to the Company'silitalbo meet peak demand for natural gas in autumn
and winter months. During longer spells of low temgtures, it may happen that — despite maximum
gas supplies under long-term contracts and fronergrdund gas storage facilities (remaining at the
disposal of PGNIG S.A.) — the demand for gas wilteed the volumes which the Company is able
provide. This risk may arise even assuming the mari use of import capacities. To note, given the
legally required technical parameters necessargieliver mandatory gas stocks to the system, a
significant portion of the stocks had to be plaeédhe Mogilno underground gas storage cavern,
which is a peak-demand storage facility. As a teghe mandatory stocks significantly limit the
commercial use of the facility's storage capaaity deliverability. As gas from mandatory stocks may
be withdrawn only upon the Minister of Economy'sisent and only after gas supply limits have been
introduced for users, the Company may fail to emstontinuity of gas supplies to consumers.
Notwithstanding the above, withdrawal of gas frdotks may lead to a situation where users face gas
supply limits despite high volumes of gas heldtorage.

The technology risk follows from the fact that theed to maintain mandatory stocks has a negative
impact on the operating parameters of undergrotimihge facilities. In a longer run, if gas is not
drawn from water-drive storage facilities (suchtees Huséw Underground Gas Storage Facility), gas
will migrate to the reservoir section with pooresrgsity and permeability, which will lead to a
decrease in gas withdrawal capacity. This couldargds withdrawal more difficult at the end of the
withdrawal process, and will reduce withdrawal aajyain the next cycle. In order to restore the
operating parameters of the facility, it may beassary to inject more gas to increase buffer vofyme
which will in turn entail additional costs.

Another consequence of maintaining mandatory steciiat the storage capacities remain partially
filled after the winter season is over, which rezhit¢he injection capacities in the summer. In the
2013/2014 season, nearly a half of the total undergl gas storage capacities was filled with
mandatory stocks and base gas enabling mandatmiyssto be withdrawn by the statutory deadline.
Injection of gas into storage during the summerseerawhen demand for gas is low, enables the
Company to receive the minimum volumes requiretbtédmported under the Yamal contract, as it
increases total demand for natural gas. A risktexisat PGNIiG may not be able to meet its
contractual obligations concerning offtake of impdrgas if the gas volumes in storage are higheat t
beginning of summer due to the maintenance of mangatocks.
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Geological and Mining Law

In the first half of 2014, legislative work contietl on a fundamental change in the regulatory regime
for the exploration and production segment, conmgistwo bills: the draft act amending the
Geological and Mining Law and certain other acty] the draft act on the special hydrocarbon tax,
and on amendment to the act on the tax on produdtficertain minerals and certain other acts. In
July 2014, the new acts were passed by the lowesehof the Polish Parliament. They provide for
increasing the fiscal burden on production of maferand for a change to the existing licensing
system. The introduction of the special hydrocartsonas of 2020 will considerably impair PGNiIG
S.A.'s capabilities to make new investments, wthke new licensing system (under which the open
door procedure will not apply) may significantlyowsl down the administrative processes, ultimately
leading to a decline in the number of hydrocarlbxpiaration and appraisal licences issued in Poland.
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Section VI: Exploration and Production

1. Exploration

Exploration in Poland

In H1 2014, PGNIG S.A. was engaged in exploratimnifoth conventional and unconventional gas
(shale gas and tight gas). In Poland, PGNIG S.Aiethout exploration and appraisal work, both on
its own and jointly with partners, in the Carpathidountains, Carpathian Foothills and Polish
Lowlands. Drilling work in Poland was performed d¢@n boreholes, including five exploration
boreholes, four core boreholes and one appraisehbte. Out of the ten boreholes mentioned, seven
were drilled in search for unconventional hydrocah

In H1 2014, two boreholes were classified as swsfaksincluding an exploration borehole in the
Polish Lowlands (drilled in the previous years) amdappraisal borehole in the Carpathian Foothills
(drilled in search for unconventional reserves) @iells failed to yield a commercial flow of
hydrocarbons and were abandoned, including onbeanCarpathian Foothills and five in the Polish
Lowlands (two of which had been drilled in previggsars).

Exploration abroad

In Egypt, PGNIG S.A. conducted exploration worktlire Bahariya licence area (Block 3) under an
Exploration and Production Sharing Agreement (EP8&%gcuted with the government of Egypt of
May 17th 2009. The Company held a 100% interedhe licence. As results of the exploration
campaign were negative, a decision was made tartatenthe licence and liquidate the Egypt branch.
In H1 2014, final settlements with Egyptian Gen&ratroleum Corporation (EGPC) were made.

2. Joint ventures

In H1 2014, the PGNIG Group conducted joint operatiwith other entities in licence areas awarded
to PGNIG S.A., FX Energy Poland Sp. z 0.0., and Baon Energy PLC (the company acquired

licence interests from the former partner, Aurel@ih& Gas PLC). Furthermore, the PGNIG Group

collaborated with other entities in carrying oupkxation work in Pakistan, Norway and Libya.

2.1 Joint ventures in Poland

On August 14th 2013, PGNIG S.A. and LOTOS PetrabatA. signed an agreement for joint
operations within the Kambe Pomorski licence area. The performance of the esgeat was
conditional upon fulfilment of certain conditionsepedent, i.e. obtaining positive tax interpretagio
from the Ministry of Finance and the Ministry of @ronment's approval of sub-lease of the mining
usufruct (mineral extraction rights). As at Jun¢éh32014, not all of the conditions precedent haehbe
fulfilled and thus the agreement had not takenceffe

On March 31st 2014, PGNIG S.A. entered into a boltation agreement with Chevron Polska Energy
Resources Sp. z 0.0. covering the first stage afirmmonventional hydrocarbon exploration project.
The agreement envisages joint evaluation of unauiweal gas reserves in four exploration licence
areas in south-eastern Poland, including the Zwigez and Grabowiec licences held by Chevron,
and the Tomaszow Lubelski and Wisznibw—Tarnoszganices held by PGNIiG S.A. The scope of
work includes drilling a vertical exploration boé.

Page 19 of 65



Directors' Report on the Operations of the PGNIGuprand PGNIG S.A.
in H1 2014

Under the licences awarded to PGNIG S.A., workiooed in the following areas:

» "Plotki" — under the agreement for joint operatiafsted May 12th 2000; licence interests:
PGNIG S.A. (operator) — 51%, FX Energy Poland Sp.oz — 49%;

» "Plotki" — "PTZ" (the Extended ZanierflyArea) — under the operating agreement dated @ctob
26th 2005; licence interests: PGNIG S.A. (operatdsl%, FX Energy Poland Sp. z 0.0. — 24.5%,
Calenergy Resources Poland Sp. z 0.0. — 24.5%;

 "Pozna" — under the agreement for joint operations datade 1st 2004; licence interests:
PGNIG S.A. (operator) — 51%, FX Energy Poland Sp.oz — 49%;

» "Bieszczady" — under the agreement for joint openat dated June 1st 2007; licence interests:
PGNIG S.A. (operator) — 51%, Eurogas Polska Spoz-624%, and Energia Bieszczady Sp. z
0.0. — 25%;

» "Sierakow" — under the agreement for joint operaidated June 22nd 2009; licence interests:
PGNIG S.A. (operator) — 51%, Orlen Upstream Spoz-649%.

In the "Pozna" licence area, wells were hooked up and productias launched in the Komorze gas
field, while the Ptawce-2 tight gas well was abametb due to low gas flows. In the "Sierakow" area,
production tests were carried out in the Szymanewii€ exploration well. The tests failed to yield

satisfactory results and the well was abandoned.

Under licences held by FX Energy Poland Sp. zwark was conducted in the "Warszawa-Potudnie"
area (bloc 254 and bloc 255), on the basis ofdhmt pperations agreement dated May 26th 2011. The
licence interests are as follows: FX Energy Pol&pd z 0.0. (operator) — 51%, and PGNIiG S.A. —
49%.

In H1 2014, FX Energy Poland Sp. z o.o. filed apliaption with the Ministry of Environment
declaring its relinquishment of the oil and gas lesgtion and appraisal licences in bloc 254.
However, the company was granted a new oil anégxgpleration and appraisal licence in bloc 255.

Under licences awarded to San Leon Energy PLC, wakconducted in the following areas:

» "Karpaty Zachodnie" — under the agreement for japerations dated December 17th 2009,
concluded with Energia Karpaty Zachodnie Sp. z 8. k. (a subsidiary of San Leon Energy
PLC); licence interests: Energia Karpaty Zachod®je z 0.0. Sp. k. (operator) — 60%, PGNIG
S.A. — 40%;

» "Karpaty Wschodnie" — under the agreement for japerations dated December 17th 2009,
concluded with Energia Karpaty Wschodnie Sp. z &p. k. (a subsidiary of San Leon
Energy PLC); licence interests: Energia Karpaty Nésinie Sp. z 0.0. Sp. k. (operator) — 80%,
PGNIG S.A. — 20%.

In H1 2014, San Leon Energy PLC filed an appligatith the Ministry of Environment declaring its

relinquishment of the Mszana Dolna and Jordanoé@nkies. Relinquishment of the licences will result
in termination of the "Karpaty Wschodnie" joint eagons agreement.

2.2. Joint ventures abroad

Pakistan

PGNIG S.A. conducts exploration work in Pakistamleman agreement for hydrocarbon exploration
and production in the Kirthar licence area execuietiveen PGNIG S.A. and the government of
Pakistan on May 18th 2005. Work in the Kirthar Wlois conducted jointly with Pakistan

Petroleum Ltd., with production and expenses shamefroportion to the parties' interests in the
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licence: PGNIG S.A. (operator) — 70%, PPL — 30%HIh 2014, work continued on preparations to
drill the Rizg-1 exploration borehole, and the tice holders also embarked on preparations to drill
the Rehman-2, Rehman-3 and Rehman-4 appraisaldiesefthese are planned to be drilled in 2014—
2015).

Norwa

PGNIG Upstream International AS, a PGNIiG Group canyp holds interests in exploratory and

production licences on the Norwegian Continenta!fSim the Norwegian Sea and in the Barents Sea.
Jointly with its partners, the company has beensying the Skarv project, which comprises

production from the Skarv and Idun fields, and dgwment of the Snadd field. In the other licence

areas, the company is engaged in exploration grojec

Hydrocarbons are produced using a floating produag¢ttorage and offloading vessel (FPSO), which
is moored in the vicinity of the field. In H1 201the company produced a total of 245.4 thousand
tonnes of crude oil and other fractions (measumetbanes of crude oil equivalent) and 232mcm of
natural gas. The oil is sold directly from the FP&3sel to Shell International Trading and Shipping
Company Ltd. and transported by the trading pagrféget of shuttle tankers. The produced gas is
transmitted over the Gassled Area B System gadimpépt® the onshore terminal in Karsto, and then
redirected to Germany over the Gassled Area D Bygtes pipeline, where it is received by PGNIG

Sales & Trading GmbH.

Also in H1 2014, the company continued work on tleelopment of the Snadd field and other
exploration licence areas. Among other things,dtked on evaluation of prospectivity of the PL646,
PL707, PL711, PL756 and PL648S licences and wasvad as a partner in drilling of an exploration
borehole (ultimately classified as a dry hole) e tPL558 licence area. Moreover, the company
participated in the acquisition of 3D seismic dad&ering a vast area in the eastern part of therB@ar
Sea and 2D seismic data from a large bloc in thmity of the Hoop uplift in the central part ofeth
Norwegian shelf of the Barents Sea.

In H1 2014, another licensing round was concludasl,a result of which PGNiG Upstream
International AS was granted the PL756 operat@niie in the Norwegian Sea. As the operator, the
company acquired a 50% interest in the licence. iB3Bpstream International's licence partners are
Idemitsu Petroleum Norge AS and Rocksource Exptmrdtiorway AS, with a 25% interest each. The
PL756 licence is located in a well appraised atlmse to a number of producing fields, including th
large Aasgard field. This licence is the secondraioe licence granted to PGNIG Upstream
International AS on the Norwegian Continental Shelf

Geological and geophysical analyses were perfoimetde PL599 and PL600 licence areas, on the
basis of which the exploration risk was assessedhigis, and so the company and its partners
relinquished the licences. As at June 30th 2014NiBQJpstream International AS held interests in
12 exploration and production licences on the Ngpame Continental Shelf.

Libya

Polish Oil and Gas Company — Libya B.V., the Greupibsidiary, conducted exploration work in
licence area No. 113 within the Murzuq petroleunsitbain Libya, under an exploration and
production sharing agreement of February 25th 2008luded with the Libyan government.

Due to the tense political situation and growingét to the safety of employees, the exploratiorkwo
in Libya was discontinued in January 2014.
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3. Production

In H1 2014, the PGNIG Group conducted hydrocarbordyction in Poland, in the Norwegian
Continental Shelf and in Pakistan.

Natural gas and crude oil in Poland is extractedway branches of PGNIG S.A.: the Zielona Géra
Branch and the Sanok Branch. The Zielona Géra Branocduces crude oil and nitrogen-rich natural
gas at 22 sites, including 13 gas production f#slj 6 oil and gas production facilities and 3 oil

production facilities. The Sanok Branch produceghhmethane and nitrogen-rich natural gas and
crude oil at 38 sites, including 20 gas producfiaxilities, 12 oil and gas production facilitiesda@

oil production facilities.

In H1 2014, the PGNIiG Group produced a total ofl2,3 mcm of natural gas (high-methane gas
equivalent), of which 2,053.4 mcm was produced fifatds in Poland, and 261.1 mcm from fields
abroad. Production of crude oil and other fractioeached 631.9 thousand tonnes of crude oil
equivalent. Natural gas and crude oil productiolum®s are presented in the table below.

Production volumes

Product Unit of measure H1 2014
1. | Natural gas, including: mcm 2,314.5
a. | high-methane gas, including: mcm 960.4
- Zielona Géra Branch mcm 0.0
- Sanok Branch mcm 728.4
- Norway mcm 232.0
b. | nitrogen-rich gas, including: mcm* 1,354.1
- Zielona Géra Branch mcm* 1,286.0
- Sanok Branch mcm* 39.0
- Pakistan mcm* 29.1
2. | Crude ail, including: '000 tonnes 631.9
- Zielona Géra Branch '000 tonnes 362.9
- Sanok Branch ‘000 tonnes 23.6
- Norway '000 tonnes 245.4

* Measured as high-methane gas equivalent.

In H1 2014, in the area of operations of the PGISI@. Zielona Go6ra Branch, one well (with a
production capacity of 1.2 thousand cubic metreshpar (high-methane gas equivalent)) was hooked
up in the Radlin field. In addition, the Komorzel#l, with a production capacity of 1.2 thousandicub
metres per hour (high-methane gas equivalent), akss brought on stream in partnership with FX
Energy Poland Sp. z 0.0.

Underground gas storage facilities

In H1 2014, the Exploration and Production segnuseid the working capacities of the Daszewo and
Bonikowo nitrogen-rich gas storage facilities. &g capacities used to meet the needs of the
Production segment are not storage facilities withe meaning of the Polish Energy Law.
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The table below presents the working capacitieshef underground storage facilities used by the
Exploration and Production segment as at June Z0IH.

Working capacities of the underground storage if&sl used by the Exploration and Production sedrtranm)

Nitrogen-rich gas H1 2014
Daszewo (Ls) 30.0
Bonikowo (Lw) 200.0

4. Sales of key products

The key products sold by the Trade and Storage eegane crude oil, high-methane gas and nitrogen-
rich gas. Other products, obtained in the procéssuae refining, include crude condensate, sulfur

and propane-butane. Some of the produced nitrdghrgas is further treated into high-methane gas at
the Odolan6éw and Grodzisk Wielkopolski nitrogereotion units. Apart from high-methane gas, the

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

In H1 2014, the Group's sales of natural gas &dall87.9 mcm, of which 359.2 mcm was sold in
Poland, and 28.7 mcm — in Pakistan. Moreover, thaakhe launch of production from the Lubiatow,
Miedzychdd and Grotow (LMG) fields and from one fiéhdthe Norwegian Continental Shelf, sales
of crude oil were up 210.1 thousand tonnes comparigld H1 2013. The table below presents
volumes of natural gas (including LNG) sold dirgdtlom the fields, and sales volumes of crude oil
and other fractions.

Sales of key products

Unit of measure H1 2014
Natural gas, including: mcm 387.9
- high-methane gas mcm 35.6
- nitrogen-rich gas* mcm 352.3
Crude oil '000 tonnes 659.2

*Measured as high-methane gas equivalent.

In Poland, the largest amounts of natural gas wele to industrial customers, accounting for about
83% of the total sales volume. PGNIG S.A. sold erad to Shell International Trading and Shipping
Company Ltd., Rafineria Trzebinia S.A., Rafineriafty Jedlicze S.A., TOTSA TOTAL OIL
TRADING S.A. and BP Europe SE.

5. Service activities

In H1 2014, the Exploration and Production compsmeere engaged in drilling exploration,
appraisal, core and production boreholes as welb@gholes required for the construction of
underground gas storage facilities. Other importargas of their activity included provision of
specialist well servicing and geophysical servidesilling services were performed mainly for
PGNIG S.A., while other services were chiefly pded to third-party customers.

Exploration, appraisal and core boreholes weréedriinainly in search for hydrocarbons, but also for
copper. Drilling services were rendered in Poland a@broad for both the PGNiIG Group and for third-
party customers. In Poland, contracts were perfdrfoecompanies exploring for:
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* conventional gas, e.g. for PGNIG S.A. and FX Ené?giand Sp. z 0.0,

* unconventional gas, e.g. for PGNIG S.A, Orlen Ugsstn Sp. z 0.0. (exploration for shale gas)
and the Polish Geological Institute (coalbed methan

» unconventional crude oil, for Wisent Oil & Gas m.o. (exploration for shale oil),

» copper deposits, for KGHM Polska Mie®.A., Zielona Géra Copper Sp. z 0.0. and Mozéw
Copper Sp. z o.0.

Furthermore, boreholes were drilled for PGNIG SaA.part of the Kosakowo underground storage

facility construction project.

On foreign markets, drilling was conducted in exatimn for conventional hydrocarbons for third-
party customers in Uganda, Ethiopia, Pakistan, Klagian, Lithuania, and in Ukraine. Furthermore,
the segment carried out contracts for productiorl welling projects, which were primarily
performed in Poland for PGNIG S.A. and abroad Fardtparty customers — mainly in Kazakhstan,
Pakistan, and in Ukraine.

The segment companies also provided specialistsgellicing services such as drilling fluid services
cementing services, recovery enhancement treatmsstgces consisting in provision of downhole
equipment and well testing, coiled tubing and wj&o unit operations, as well as remedial treatments
workovers, and well abandonment services. The met® for well servicing were PGNIG S.A. and
third parties, including mainly KGHM Polska Mig&.A., Zielona Goéra Copper Sp. z 0.0., Mozoéw
Copper Sp. z 0.0., LOTOS Petrobaltic S.A., FX Egd?gland Sp. z 0.0., Wisent Oil & Gas Sp. z 0.0.
and Geops Deep Drilling. The services providedoireign markets included well abandonment and
workover treatments in the Czech Republic, andeddiibing operations in Ukraine and Romania.

In H1 2014, companies of the Exploration and Prtdocsegment performed geophysical services in
the area of exploration geophysics (including asitjon, processing and interpretation of seismic
data) and downhole seismic surveys. In the domewiket, their most important customers included
PGNIG S.A., Chevron Polska Energy Resources Sm.zEX Energy Poland Sp. z 0.0., Lane Energy
Poland Sp. z 0.0. and KGHM Polska MieS.A. For PGNIG S.A., the Exploration and Produttio
segment companies performed exploration geophysésices; for third-party customers, they
provided both exploration geophysics and downhelsnsic data acquisition services. On foreign
markets, the Group performed seismic field work dostomers in Oman and Georgia, as well as
seismic data processing and interpretation maorg@istomers in Pakistan.

6. Planned activities

Exploration in Poland

In H2 2014, PGNIG S.A. will continue exploratoryogdiysical work and drilling in Poland on a
number of prospects in the Carpathian Mountainsp&hian Foothills and the Polish Lowlands. The
work will be conducted by PGNIG S.A. on its own jointly with partners. The exploration for

conventional reserves in the less-well appraisezh af the Carpathian Mountains will include
continuation of drilling the Fredropol-1 deep well.

The Company also intends to pursue projects focasezkploring new potential opportunities offered
by unconventional resources (shale gas/oil and tigh), where little appraisal has so far been made
In the Polish Lowlands, the Company plans to cadirdrilling the Mitowo-1 and Bdomin-1
boreholes and to commence drilling new wells.
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Exploration abroad

In Pakistan, in order to verify the potential oftltructure located to the north of the Kirthar
discovery, PGNIiG S.A. plans to drill the Rizg-1 el

In the Norwegian Continental Shelf, PGNiG Upstrelmternational AS will continue appraisal and
documentation work in the Snadd field (as a paytaed analysis of the seismic data acquired in
H1 2014. Also, PGNIG Upstream International AS mu® to acquire new licence areas by
participating in annual licensing rounds and byusrag interests from other entities. In the fututtee
company may participate, as a partner, in drilpngjects in deep-sea waters (below 1,000 metrak) an
in the Arctic Zone. This is connected with its ma&s in two licences (PL702 and PL703) in the
Vgring Basin in the Norwegian Sea shelf, wheredszth exceeds 1,000 metres, and in two licences
(PL707 and PL711) in the Barents Sea shelf, imttatic Zone.

Natural gas production

The PGNIG Group is implementing an investment paiogne aimed at maintaining, in a long-term
perspective, its natural gas production capacity.part of the programme, PGNIiG S.A. plans to
develop new deposits and wells, modernise and exg@ existing gas production facilities, build
new underground gas storage facilities and expam@xisting ones.

Plans for 2014 provide for an annual natural gaslgetion volume of approximately 4.63 bcm of
high-methane gas equivalent with a calorific vatie39.5 MJ/cm. Within the Sanok Branch area,
plans for H2 2014 include launch of production frovaw wells in the Przemdly Dzikow and
Lubliniec—Cieszanéw producing fields, as well asnizh of production from the new Pogwizddw
field. Within the Zielona Géra Branch area, them @lans to hook up the Lisewo-2k well.

Crude oil production

In 2014, the PGNIG Group plans to produce 1,18%ghod tonnes of crude oil. The Group will
produce crude oil from fields located in Poland anthe Norwegian Continental Shelf.

Service activities

In H2 2014, the PGNIG Group plans to provide drgliservices in Poland and abroad. In Poland, the
segment companies will conduct drilling for PGNiGASand for third-party customers. In foreign
markets, services will be provided for PGNiIG S.A. Rakistan and for third-party customers in
Ethiopia, Egypt, Kazakhstan, Pakistan, Lithuanikrdihe and elsewhere. Potential markets where the
Group companies have submitted bids to win cordrawtiude Tanzania, Congo, Iraq (Kurdistan
Region), Uzbekistan, Russia and the Czech Republic.

Specialist well servicing services are plannedd@eérformed in Poland chiefly for PGNIG S.A., but
also for foreign companies that hold licences tplae for minerals (mainly hydrocarbons), and in
foreign markets for third-party customers in CraaRomania, Slovakia, Czech Republic, Uzbekistan,
Ukraine, Lithuania and in other countries.

The segment companies will also perform seismi@ datquisition, processing and interpretation
services for PGNIG S.A. and third-party customeersg.( for PKN Orlen, AGH, LOTOS
Petrobaltic S.A.) and well logging services for thegment's own needs. On foreign markets, the
PGNIG Group plans to provide geophysical service$unisia, Oman, Pakistan, Kenya, Cameroon,
Uruguay, Yemen, India, Georgia and the EU counf{fasinstance in Germany and Hungary).
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7. Risks related to exploration and production

Resource discoveries and estimates

The main risk inherent in exploration activities tlee risk of failure to discover resources, i.e.
exploration risk. This means that not all the idesd potential deposit sites actually have depsosit
hydrocarbons which can qualify as an accumulation.

The reserves estimates and production projectianshe erroneous due to imperfections inherent in
the equipment and technology, which affect the iualf the acquired information concerning the
geological factors and the characteristics of thpogit site. Irrespective of the methods appliedad
on the volume and quality of commercial reservesratle oil and natural gas is always an estimate.
Actual production, income and expenses relating given deposit may significantly differ from the
estimates. The weight of this risk is further iraged by the fact that in the full business cycke th
period from the commencement of exploration to lthench of production from a developed field
takes six to eight years, while the productionsadsbm 10 to 40 years. Formation characteristics
determined at the stage of preparing the relevaotientation are reviewed after production starts.
Each downgrade of the size of the reserves or ptasuquantities may lead to a lower revenue and
adversely affect the PGNIG Group financial perfonoe

Exploration for unconventional deposits of gas

The risk associated with exploration for unconvaemai deposits of gas in Poland relates to the ddick
confirmed presence of shale gas and tight gashé&umbore, even if existence of in-place petroleum is
confirmed, its production may prove uneconomic dmensufficient gas recovery rates and high
investment expenditure necessary to drill wells aoadstruct production facilities. Another material
factor is connected with difficult access to uncamional gas plays given the environmental
regulations and the necessity to obtain the lan@osiiconsent for access to the area.

Delayed work

Under the applicable Polish legal regulations, iolrig a licence for exploration for and appraisil o
crude oil and natural gas deposits lasts from onene and a half years. On foreign markets, such
procedures may take even two years from the tirae ttte winning bid is awarded in a licensing
tender for until the relevant contract is ratifidérior to the commencement of field work, the
Company is also required to make a number of aeraegts, including obtaining formal and legal
permits and approvals for entering the area, mgeatimvironmental protection-related requirements
and, in some cases, requirements related to pimteof archaeological sites, and abiding by the
regulations governing tenders held to select araotur, which delays execution of an agreement with
a contractor by another few months. Frequentlywhéing time for customs clearance of imported
equipment is very long. These factors create gleai delays in the start of exploration work.

Formal and legal hurdles beyond PGNIG S.A.'s comticbude:

* local governments' failure to approve local zoniplgns or amendments to those already
approved,;

* obstacles in having investment projects incorparat® the local zoning plans;

* need to obtain and comply with administrative dneotformal and legal decisions, including
environmental decisions or building permits;

* amendments to the current investment project;

» oObstacles in obtaining permission from land ownemnter the site.

These factors significantly delay implementatiorinvestment projects and commencement of on-site
construction work. Further, PGNIG S.A.'s obligatitmn comply with the Public Procurement Law

Page 26 of 65



Directors' Report on the Operations of the PGNIGuprand PGNIG S.A.
in H1 2014

frequently protracts the tender procedure. Notafesppeal and complaints submitted by bidders lead
to lengthy court proceedings and, consequentlyddtays in implementing an entire project. A
protracted investment process exacerbates thealeted to estimation of capital expenditure.

Cost of exploration

Exploratory work is capital intensive, given thecps of energy carriers and materials. Cost of
exploratory work is especially sensitive to steetgs, which are passed onto prices of casing pipes
and lifting casing used in drilling. An increase prices of energy and materials translates into an
increase in the cost of exploratory work. Moreoverofitability of foreign exploration projects
depends to a significant extent on the prices bderivative products and on exchange rates. To
reduce drilling costs, PGNIG S.A. introduced thdlydaate system into its drilling contractors
selection procedure in 2011.

Qualified personnel

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

Competition

Both on the Polish market and abroad there iskaoficompetition from other companies in the area
of acquisition of licences for exploration for arappraisal of hydrocarbon deposits. Certain
competitors of PGNIG S.A., especially those actjlabally, enjoy strong market positions and have
greater financial resources than those availabld®@NiG S.A. Thus, it is probable that such
companies would submit their bids in tender procesiiand be able to acquire promising licences,
offering better terms than PGNIG S.A. could offéven its financial and human resources. This
competitive advantage is particularly importantloa international market.

Safety, environmental protection and health reouriat

Ensuring compliance with environmental laws in Rdlaand abroad may significantly increase
PGNIG S.A.'s operating expenses. Currently, PGNi& Bicurs significant capital expenditure and
costs on ensuring compliance of its operations withr more complex and stringent regulations
concerning safety and health at work, as well agr@mmental protection. The act of May 18th 2005
amending the Natural Environment Protection Law egrdiain other acts (Dz.U. No. 113, item 954 of
June 27th 2005) rendered the regulations goverttiegexecution of projects which might affect
Natura 2000 sites more stringent and enhancedimamental protection-related requirements with
regard to entering the areas of the occurrenceratbgted plant species and habitats of protected
animals.

Changes in laws and regulations

Frequent changes in laws and regulations (espgdraltountries with authoritarian regimes) may
cause difficulties for entities involved in expltica activity.

Political and economic situation in the regions rehthe PGNIG Group operates

In some countries where the PGNIG Group condugtéoeation activities there is a number or risks,
which may lead to a limitation, suspension or eslimgontinuation of the exploration and production
activities. These risks include armed conflictaydest attacks, social or political unrest, intairn
conflicts and civil disturbance.
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In February 2011, PGNIG S.A. evacuated all non-aibgmployees of POGC-Libya B.V. from the
country following the occurrence offarce majeure event. Operations were resumed in the second
half of 2012. A similar situation took place in dany 2014. PGNiG S.A. evacuated all Polish staff
working on the Murzuqg 113 licence back to Polante Bite was sealed and secured by Libyan
government forces and was left to be overseenda} kubcontractors.

In certain countries, operations of exploration pames may be hindered by the lack of adequate
infrastructure, which may be an obstacle in transpp equipment, personnel and materials to the

sites. Problems may also arise in providing supmied ensuring appropriate health care. These risks
may lead to a limitation or suspension of the Camyfsaexploration activities.

Unforeseen events

Hydrocarbon deposits developed by PGNIG S.A. atmllyslocated at great depths, which involves

extremely high pressures and, in many cases, #sepce of hydrogen sulfide. Consequently, the risk
of hydrocarbon blowout or leakage is very high, etthin turn may pose a threat to people (workers
and local population), natural environment and pobdidn equipment.
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Section VII: Trade and Storage

1. Purchases of natural gas

In H1 2014, the PGNIG Group purchased gas fromabmlnd, to a limited extent, from domestic
suppliers.

PGNIG S.A. bought natural gas mainly under the emgents and contracts specified below, i.e. the
long-term contract with OOO Gazprom Export and shamd medium-term gas supply contracts with
European suppliers:

» Contract with OOO Gazprom Export for sale of ndtgas to the Republic of Poland, dated
September 25th 1996, effective until December 3082;

* Individual Agreement with Vitol S.A. for sale of tuaal gas, dated May 13th 2011, effective until
October 1st 2014;

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

PGNIiG Sales & Trading GmbH purchased natural gasthen German market, mainly in OTC
transactions on the NCG (NetConnectGermany) angdsdwirtual trading platforms. The company
also purchased gas on the European Energy ExcliBEg0.

In H1 2014, to fulfil its trading obligations, tHeGNiIG Group purchased a total of 6,037.4 mcm of
natural gas. The table below presents the structuratural gas purchases from suppliers, measured
as high-methane gas equivalent.

Structure of natural gas purchases by supply squncen)

H1 2014 %
Foreign suppliers: 5,827.8 96.5%
- Gazprom Export 4,540.7 77.9%
- Other foreign suppliers 1,287.1 22.1%
Domestic suppliers 209.6 3.5%
Total 6,037.4 100.0%

2. Sales of natural gas

The key products sold by the Trade and Storage eegare high-methane gas and nitrogen-rich gas.
The PGNIG Group sold gas to customers in Polandaémdad (chiefly on the German market), and
on the power exchanges in Poland and Germany. 24, gas sales of the Trade and Storage
segment totalled 7,825.7 mcm and were ca. 7% loglative to H1 2013, owing mainly to the higher
average air temperature prevailing in H1 2014. #iie below presents sales of natural gas in the
Trade and Storage segment (measured as high-meajhamguivalent).
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Sales of natural gas (mcm)
H1 2014 %
Domestic sales 6,922.8 88.5%
- high-methane gas 6,666.7 96.3%
- nitrogen-rich gas 256.1 3.7%
Foreign sales (high-methane gas) 902.9 11.5%
Total 7,825.7 100.0%

On the domestic market, gas was purchased printayilgdustrial customers (mainly in the chemical,
oil refining, petrochemical and metallurgical sesjcand by households. The latter were identified a
the largest customer group (approximately 6.5mgpanting for 97% of the entire PGNIG Group
customer base. Industrial customers had the largjemte in the sales volume. The Group sold
ca. 246.7 mcm of natural gas on the Polish Poweh&xge. The table below presents the structure of
domestic sales of natural gas (measured as highametgas equivalent) by customer group.

Domestic sales of natural gas (mcm)

H1 2014 %
Industrial customers 3,815.0 55.1%
Trade and services 757.0 10.9%
Households 1,994.6 28.8%
Wholesale customers 109.5 1.6%
Exchange 246.7 3.6%
Total 6,922.8 100.0%

In H1 2014, the PGNIG Group sold 902.9 mcm of redtgas on foreign markets, primarily in
Germany, where households and SME's were the tazgs®mer group.

New contracts

On January 30th 2014, PGNIG S.A. and KGHM PolskediS.A. signed an annex to the
comprehensive gas fuel supply contract of July 20h0 for the period until June 30th 2033. Under
the annex, the annual volume of gas supplies waiscesl from 266 mcm to 41.5 mcm. The change
follows from a decision by KGHM to reduce the outpf co-generated electricity and heat due to
changes in the co-generation support mechanismbanglrices of electricity. The estimated value of
the annexed contract is approximately PLN 830m. Jdrties may restore the original supply volume
in the future. The parties also signed annexebreetother contracts for gas fuel supplies to KGHM,
i.e. the contracts of September 25th 2001, Jandtry1999, and October 1st 1998. The annexes
changed only the duration of the contracts, frodefimite term to the period until June 30th 2033.
The estimated aggregate value of the three costi@ar their entire term is approximately PLN

2.8bn.
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3. Electricity

In H1 2014, PGNIG S.A. engaged in wholesale tradimglectricity and related products in Poland
and Germany. In Poland, the Company traded on @ @arket (under EFET (European Federation
of Energy Traders) standard agreements and thrbraiters) and on the Polish Power Exchange. In
Germany, the Company engaged in spot contractngasin the EPEX (European Power Exchange)
Spot market, and in the inter-system Poland-Gernestphange (between the areas covered by PSE
and 50 Hertz Transmission).

PGNIG Sales & Trading GmbH engaged in electriaiading in Germany on the EPEX Spot, EEX
Power Derivatives and OTC markets.

Purchase of electricity

In H1 2014, the Trade and Storage segment of thBli@G5roup purchased 3,279.3 GWh of
electricity, of which 1,100.7 GWh was purchase®aland. The purchases of electricity were handled
by two PGNIG Group companies: PGNiIG S.A. and PGN#kes & Trading GmbH.

Sales of electricity

In H1 2014, PGNIG S.A. sold electricity to businesstomers (tariff group A, B and C), and also
engaged in sales to households (tariff group Ge Tompany sells electricity with fixed price
guarantee (for periods as long as until 2016) affidro full balancing of customers' electricity
requirements. In H1 2014, PGNIG S.A. continuedpitsmotional campaign "Energia w dwupaku"
("Energy double play"), as part of which it offécssubsidise its customers' electricity bills. Toiter

is addressed primarily to small and medium-sizechgamies which already buy gas from the
Company or want to sign gas-supply contracts WiiNfS S.A.

PGNIG Sales & Trading GmbH sold electricity to emskers, mainly on the German market. Its
customers included chiefly small and medium-sizaganies, as well as households.

In H1 2014, the Trade and Storage segment of tiéiG@&roup sold 5,242.2 GWh of electricity, of
which 3,027.2 GWh was sold on the Polish markee fdble below presents sales of electricity by
customer group.

Sales of electricity (GWh)

H1 2014 %
End customers 124.2 2.4%
Trading companies 1,659.8 31.7%
Balancing market 226.9 4.3%
Exchange 3,231.3 61.6%
Total 5,242.2 100.0%
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4. Storage

The Trade and Storage segment uses for its owrsrtbedworking capacities of the Wierzchowice,
Husow, Strachocina, Swarzéw and Bmziea underground gas storage facilities, as wellthes
Mogilno and Kosakowo underground gas storage cafeaitities. A part of the working capacity of
the Mogilno facility, which was made available t&® GAZ-SYSTEM S.A., is not a storage facility
within the meaning of the Polish Energy Law.

Short-term peak fluctuations in demand for natgas may be balanced by the supplies from the
Mogilno and Kosakowo facilities, where gas is stioie worked-out caverns. The capacities of the
Wierzchowice, Husow, Strachocina, Swarzéw and Brioa facilities are used to minimise the effect
of changes in demand for natural gas in the sunamemwinter seasons, to meet the obligations under
the take-or-pay import contracts, to ensure thdioity and security of natural gas supplies, amd t
meet the obligations under contracts for gas dedigdo customers' premises.

The capacities of the Wierzchowice, Huséw, Mogird Strachocina facilities are also used by
PGNIG S.A. to meet its obligation to maintain matody stocks, imposed by the Act on Stocks of
Crude Oil, Petroleum Products and Natural Gas,alkas on the Rules to be Followed in the Event of
Threat to National Fuel Security or Disruptionstbea Petroleum Market, dated February 16th 2007.

Storage capacities of PGNIG S.A.'s facilities aranaged by Operator Systemu Magazynowania
Sp. zo.0.

In H1 2014, Operator Systemu Magazynowania Spozaarried out settlements relating to storage
services based on the rates provided for in thendment to Gas Fuel Storage Tariff No. 1/2012 of
December 17th 2012. By way of decision of July 26d4, the President of the Energy Regulatory
Office approved Gas Fuel Storage Tariff No. 1/2@d4the period until March 31st 2015. The new
tariff accounts for the new storage capacities namdglable at the Kosakowo cavern facility, as well
as expanded capacities of the Wierzchowice and!8icana facilities. Furthermore, the tariff provide
for making settlements with customers in energysustiarting from August 1st 2014.

By way of decision of May 16th 2014, the Presidehtthe Energy Regulatory Office expanded
Operator Systemu Magazynowania Sp. z 0.0.'s licémceflect the increased working capacities of
Wierzchowice (up from 575 mcm to 1,200 mcm) anda@tocina (up from 330 mcm to 360 mcm)
facilities, and to include the Kosakowo cavernligc{51 mcm).

The new storage capacities of the Strachocina aletz@howice facilities began to be used to provide
storage services on May 20th 2014, while the Kosakocavern facility launched its services on July
17th 2014 (i.e. the date on which Gas Fuel Stofage#f No. 1/2014 became effective).

As at June 30th 2014, the PGNIG Group made availalibtal of 2,472.5 mcm of working storage
capacity for third party access and for OGP GAZ-3EBI S.A.; of this volume, 2,451.0 mcm was
made available under long-term agreements andr2émd — under short-term agreements. 0.39 mcm
is allocated for the Mogilno cavern facility's owreeds. The table below presents the working
capacities and working capacities made availabk dane 30th 2014.
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Working capacities and working capacities made |lalbks at the storage facilities of the Trade and
Storage segment
Working storage

Working storage capacities made

STl available
ey (mcm)
Brzeznica underground gas storage facility 65.0 65.0
Husow underground gas storage facility 350.0 350.0
Mogilno underground gas storage cavern facility 407.9 407.5
Kosakowo underground gas storage cavern facil 51.2 -
Strachocina underground gas storage facility 360.0 360.0
Swarzow underground gas storage facility 90.0 90.0
Wierzchowice underground gas storage facility 1,200.0 1,200.0
Total 2,524.1 2,472.5

5. Planned activities

Purchases of natural gas

In H2 2014, PGNIG S.A. will continue to purchaseported gas under the long-term contract with
OO0 Gazprom Export and short- and medium-term gaplg contracts with European suppliers.
With a view to optimising the costs of gas purclsasiee Company will purchase natural gas on the
German market, under short-term contracts. Thengiade delivered using the virtual reverse flow
service on the Yamal gas pipeline.

Separation of wholesale and retail trading

In order to meet the requirement to sell gas onetteange market, in August 2014, PGNIG Obrot
Detaliczny Sp. z o.0. will launch its operationfieTcompany will purchase gas on the Polish Power
Exchange to resell it to retail customers. End-wmgeements will be automatically transferred to
PGNIG Obrot Detaliczny Sp. z 0.0. by way of uniaisuccession.

Formation of PGNIG Obrot Detaliczny Sp. z o.o.ni®ther step in the process of separating wholesale
and retail trading, after the establishment of Whkale Trading Division at PGNIG S.A. The
Wholesale Trading Division took over the relatiavith customers who in the previous calendar year
purchased more than 25 mcm of natural gas, whohpaecgas directly from the fields, and who
purchase crude oil. Launch of PGNIG Obrot Detalyc3p. z 0.0.'s operations will ensure appropriate
demand for natural gas sold on the power exchandewdll enable fair competition between the
PGNIG Group's subsidiary and other participantefPolish gas market.

Co-generation support mechanism

On April 30th 2014, the Act Amending the Energy Land Certain Other Acts came into force and
reinstated the co-generation support mechanismeiJtict Act, energy utilities selling electricity to
end users are obliged to purchase and redeemrcedaiber of certificates of origin for electricity
produced by co-generation. The reinstated mechanigiich supports CHP plants, creates an
opportunity for PGNIG S.A. to increase the volumgas sold in this segment.
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Storage

In H2 2014, PGNIG S.A. will continue work on extémgi the Mogilno cavern facility and the Huséw
facility. The Company will also continue the comstion (begun in 2007) of the Kosakowo
underground gas storage cavern for high-methane gas

6. Risks related to Trade and Storage

Obligation to diversify imported gas supplies

The Council of Ministers' Regulation of Octobert22000 on the minimum level of diversification of
foreign sources of gas supplies prescribes thermari share of gas imported from a single country in
total gas imports in a given year. In previous gedine President of the Energy Regulatory Office
instigated administrative proceedings to imposea o6n PGNIG S.A. for its failure to comply with
the diversification requirement in 2007, 2008, 202®10 and 2011. In a letter of April 28th 2014 th
President of the Energy Regulatory Office notiflt@NiG S.A. of administrative proceedings being
instigated to impose a fine on PGNIG S.A. for #@flure to comply with the obligation to diversify
supplies of imported gas in 2012.

As long as the Regulation is not amended, the ératiof the Energy Regulatory Office will be able
to impose fines on the Company for failing to coynpith the diversification requirement until gas

starts to be supplied from other sources (e.g.utfitothe LNG terminal). The fine imposed on

PGNIG S.A. for its failure to comply with the obdition to diversify supplies of imported gas in

2007-2008 was PLN 1,500,000 (on January 21st BGNIG S.A. appealed against the decision to
the Warsaw Court of Appeals).

Derequlation of natural gas prices

PGNIiG S.A. is the largest supplier of natural gasPoland. However, the pending gas market
deregulation in Poland is bound to trigger majaarades, in the market itself and in the relatedllega
framework. In 2012, a natural gas market was laedobn the Polish Power Exchange. Under a
decision of the President of the Energy Regula@ifice, PGNIG S.A.'s gas trading on the exchange
is exempt from the tariff obligation. Furthermoitis expected that prices of gas for end customers
will be gradually liberalised as the process ofedetation of the natural gas market in Poland
advances. The first customer group in respect atlwthe tariff requirement will be disapplied is
those who purchased more than 25 mcm of naturahghe previous calendar year. As a result of the
expected changes, the Company's and the PGNIG Grslugre in the natural gas market may fall, to
the benefit of both existing and new gas tradingies.

As regards gas trading on the Polish Power Exchdhgee is a risk that revenues from sale of natura
gas will be lower than the cost of its purchasea aesult of the growing disparity between market
prices of gas and of petroleum products, whichisfiuence the prices in long-term import contect

Regardless of the gas price liberalisation, in QR42PGNIiG S.A.'s customers increasingly often used
alternative natural gas suppliers. This trend wastiqularly prevalent among largest industrial
customers. The situation was caused mainly by tloeg of natural gas on western markets, which
were lower than prices in PGNIiG S.A.'s tariff. Tike at which this trend continues indicates that
failure to deregulate prices for this customer gretrengthens the risk that the volumes of gasispld
PGNIG S.A. will decrease.
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Take-or-pay gas delivery contracts

PGNIG S.A. is a party to four long-term take-or-papntracts for gas fuel deliveries to Poland. The
most important of these are the contracts with OG&prom Eksport and Qatar Liquefied Gas
Company Limited (3). Assuming that PGNIG S.A.'s touser portfolio remains unchanged, the
volume of gas imports specified in the take-or-gaytracts will limit its purchases of spot gas,
currently the most attractively priced. If PGNiGASloses its market share, there is a risk that the
Company will have to look for new opportunitiesgell or utilise surplus gas to avoid payment of
penalties for the uncollected quantities undertéike-or-pay contracts, or to sell the surplus vaith
negative margin. There is also a risk that if PielddNG S.A. fails to place the LNG Terminal in
operation by December 31st 2014, PGNIG S.A. willehtb pay penalties for uncollected quantities of
liquefied natural gas, as required under the takeay contract with Qatar Liquefied Gas Company
Limited (3). Another risk is that with the existimpntract terms and market conditions, the tariffs
approved by the President of the Energy Regula@ffice will not cover PGNIG S.A.'s weighted
average cost of gas purchase.

Disruptions to gas supplies from the countries eaRbland

In H1 2014, there were no disruptions to gas ingpfmam across Poland's eastern border. However,
the unstable situation in Ukraine creates the tligk gas deliveries to European customers may be
limited. PGNIG S.A. monitors the situation on theseern market and is communicating with OOO
Gazprom Eksport on an ongoing basis. The Russiaplisu asserts that it is taking and will continue
to take all measures to secure stable and uniptedwsupplies of natural gas to Poland in quastitie
specified in the contract. It also assumes that UWlkeainian party will fully conform with its
obligations pertaining to transport of gas to Ee@pcountries.
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Section VIII: Distribution

1. Core business

In H1 2014, the segment's core business consistddlymin the transmission of high-methane,
nitrogen-rich and coal gas, as well as small anowftpropane-butane gas over the distribution
network. Also, the segment was engaged in exteratgupgrading the gas network and connecting
new customers to the existing network and to nesticsgs of the network.

Since January 1st 2014, all settlements of Polg@k8 Gazownictwa Sp. z 0.0. with its customers
have been performed based on Tariff No.1 for Gad Bistribution Services and LNG Regasification
Services, as approved by the President of the Erieegulatory Office on December 17th 2013. In
connection with the obligation to perform gas setiénts in energy units, implemented as of August
1st 2014, the company applied for approval of tbe tariff. The President of the Energy Regulatory
Office, by virtue of a decision of June 18th 20approved Tariff No. 2 for Gas Fuel Distribution
Services and LNG Regasification Services to bectffe as of August 1st 2014.

In addition, the consolidated text of the Distribot Grid Code for Polska Spétka Gazownictwa
Sp. z 0.0., as approved by the President of theggriRegulatory Office on December 23rd 2013, took
effect on January 1st 2014 (from 6:00 am). On Méty 2014, Polska Spotka Gazownictwa Sp. z 0.0.
filed with the President of the Energy Regulatorfjié@ a draft of the new Distribution Grid Code
containing changes in the method of settlementsatAthe date of this report, the proceedings to
approve the new Distribution Grid Code were s#@hging.

In H1 2014, Polska Spotka Gazownictwa Sp. z o.mtinoed 18 projects involving construction,
extension and modernisation of its distributionwwaks, for which agreements for EU co-financing
under the Infrastructure and Environment Operati®magramme had been signed. The key projects
included:

» Construction of a high-pressure gas network commg&zczytno, Mtynowo and Mutawki near
Ketrzyn, and distribution network roll-out in the mampalities; in H1 2014, project design
documents continued to be drafted for stage llarfstruction of the high-pressure gas pipeline
from Szczytno to Rybno and the high-pressure gaelipe from Miynowo to Mutawki;
construction work was also continued on the higikspure gas pipeline from Rybno to Miynowo
and on pressure reduction stations in Mikotajki avdtawki near Ktrzyn; work was also
continued on the construction of grid connectionthe project area;

e Construction of the south-eastern gas supply limeHe city of Gdask, and distribution network
roll-out in Wislinka and Wyspa Sobieszewska; in H1 2014, work inoetd on design
documentation for the distribution network roll-ontthe Wilinka andZutawy communes and in
Wyspa Sobieszewska; construction work was carrigdroWislinka and Wyspa Sobieszewska;
work was also continued on the construction of gadnections in the project area;

* Construction of the DN 300 high-pressure gas né&wmonnecting Brodnica, Nowe Miasto
Lubawskie and lawa, and distribution network milit. The project involves construction of
high-pressure gas pipelines from Brodnica to Nowaskd Lubawskie with a pressure reduction
station, and from Nowe Miasto Lubawskie to ltawaveell as medium-pressure gas pipelines in
Nowe Miasto Lubawskie and Kutnik; in H1 2014, construction work was continued the
high-pressure gas pipeline from Brodnica to Noweaadtb Lubawskie (stage I), project design
documentation was completed for the medium-presgasepipelines in Nowe Miasto Lubawskie
and Kurztnik and the high-pressure gas pipeline from Broanio Nowe Miasto Lubawskie
(stage Il) with a pressure reduction station in z¢tmk; work also continued on the design and
cost estimate documentation for the high-pressasepgpeline from Nowe Miasto Lubawskie to
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tawa and the medium-pressure gas pipeline fromaiyi to ltawa; grid connections were also
carried out in the project area;

» Distribution network roll-out in Blachownia, HerbWreczyca Wielka, Kiobuck, Opatéw and
Krzepice. Due to problems with the acquisition edirproperty titles in some areas of the project,
the scope of the project was reduced to distributietwork roll-out in Herby and Blachownia,
i.e. approximately 3 km of high-pressure gas pigedj approximately 43 km of medium-pressure
pipelines, and two gas stations; in H1 2014, desigrk continued on the selected sections of the
pipelines;

» Distribution network roll-out in the Wiodawa ar&e project comprises construction of a 58 km
high-pressure gas pipeline from Kami® Wiodawa, with a 43 km medium-pressure gas negtwo
and three pressure reduction stations; the prigestheduled for completion in 2015; in H1 2014,
the construction of high- and medium-pressure gaalipes with auxiliary infrastructure (stage I,
Il and 1ll) was continued; construction work starten the medium-pressure pipeline in Wiodawa
(stage IV, part 1), and design work continued tags IV (part 2);

» Distribution network roll-out in the Wiloszczowa ardalogoszcz communes. The project
comprises construction of a 44 km high-pressurepjgasline with pressure reduction stations,
and a 35 km medium-pressure gas pipeline netwdtk @ijht gas governor stations; the project is
scheduled for completion in 2015; in H1 2014, cargdton and assembly work continued on
stage | of the project, and construction work sthdn stage |l of the project;

» Distribution network roll-out in the Gleiny and Sitbwka Nowiny communes. The project
comprises construction of a 4.5 km high-pressuepeline with a pressure reduction station,
and a 63 km medium-pressure gas pipeline netwattk @annections and gas governor stations;
the project is scheduled for completion in 2015Hh 2014, construction work continued on
stage | of the project, which included constructadrhigh- and medium-pressure pipelines with
auxiliary infrastructure; at the same time, desigmk continued on stage I;

* Natural Gas — Energy for Future Generations prpjact distribution network roll-out in the
Osiek and Rypin communes. The project involves ttaogon of a medium-pressure gas pipeline
with a total length of ca. 50 km, running throudje tOsiek and Rypin communes; in H1 2014,
construction of the medium-pressure gas pipelinedOBsiek was completed; work was also
completed on the design documents for the mediwgaspire pipeline in Rypin (stage 1);

» Distribution network roll-out in selected localgién the Strzelin and \Widéw communes, Strzelin
county. The project involves construction of higegsure and medium-pressure gas pipelines
with connections, two pressure reduction statiassyell as connections and a pressure reduction
station for a key customer; in H1 2014, design work the high-pressure gas network was
completed, and construction work on the projectestih

The Company also implemented seven investment gisojeinder the Regional Operational
Programmes.

In H1 2014, the Company also pursued projects Gedmlirectly with its own funds. Key among these
were:

» Continued design work on the upgrade of a 61 krh-piggssure gas pipeline from Sandomierz to
OstrowiecSwictokrzyski; the project completion date was reschestito 2016;

» Continued work on the upgrade of the £ding, including the upgrade of the high-pressiwas g
pipeline from ul. Konstantyna to Meszcze. The mbjavolves a series of tasks whose execution
will enable the technical condition of the gas r@twto be improved, and also provides for the
redevelopment of ca. 52 km of gas pipelines, owdrlad upgrading work on gas stations on the
gas pipelines of the LddRing and the construction of high-pressure refqndattations; execution
of the individual stages of the project is schedulgstil 2020; in H1 2014, work on the Brzézka
station was completed and work on the Olechéwastatbntinued; design work was carried out
on the L6d—Smulsko high-pressure gas station;
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Continued design work on the upgrade of a 37 knhdpiggssure gas pipeline from Parszow to
Kielce. The project is scheduled for completior2@15;

Continued design work on the upgrade of a 21 krticzeof the high-pressure gas pipeline from
Lubienia to Parszoéw;

Continued design work on the upgrade of a 5 kmoJsesttion of the high-pressure gas pipeline
from Warzyce to Gorlice; construction and assembityk on the remaining 14.2 km of the

pipeline was completed,

Distribution network roll-out in Przasnysz and Ciele. The project involves construction of a
high-pressure reduction station, two increased umegiressure reduction stations, a 65 km
increased medium-pressure pipeline and a 7 km megnessure pipeline; in H1 2014, design
work continued on gas stations and increased megdigssure pipelines;

Connecting PGE Gornictwo i Energetyka S.A., Zedpiéktrocieptowni Bydgoszcz Branch, to

the gas network. The project involves constructidrhigh-pressure gas pipelines with a total
length of ca. 53 km and construction of a high-pues metering station; in H1 2014, design work
was carried out on stage | of the project;

Connecting the Michelin Polska S.A. Production Pkanthe gas network. The project involves
construction of a 22 km high-pressure gas pipelagewell as construction of a high-pressure
metering station and a 3 km high-pressure conrgegipeline; in H1 2014, the contractor was
selected to draft the project's design documents.

The table below presents segment's key operatitag da

Unit of measure Jun 30 2014
Volume of gas transmitted via the distribution syst mcm 4,984.0
- high-methane gas mcm 4,616.5
- nitrogen-rich gas mcm 240.0
- propane-butane-air and decompressed propanaebuta mcm 0.9
- coal gas mcm 126.6
Length of network, excl. connections** km 123,560.6
No. of customers million 6.8
No. of new customers connected to the network {'000 30.1

*Measured as high-methane gas equivalent.
*Own and third-party networks.

2. Planned activities

In H2 2014, Polska Spotka Gazownictwa Sp. z o.dl mvainly continue working on projects for
which EU co-financing agreements have been signdgeojects financed with its own funds.

Polska Spoétka Gazownictwa Sp. z o0.0. will also fo@n maintaining its market position and
increasing the volumes of transmitted gas by takiegfollowing measures:

» Extending the pipeline infrastructure to reach mestomers,
* Ensuring adequate transmission capacity and secwources of gas supply for the gas

distribution system,

» Upgrading high-, medium- and low-pressure networks,

» Deploying new LNG-based gas distribution systems,

* Improving the quality of customer service,

» Using EU funds to refinance the extension of disiibn systems.
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3. Risks related to distribution

Direct competition

Liberalisation of the gas market is contributingrtensified competition in the segment. Companies
distributing natural gas are progressively expagdieir gas networks and attracting new customers.
Additionally, companies have emerged which offerG.Nistribution services. The market entry
barriers are significantly lower here, as LNG dlsition involves much lower capital expenditure and
does not require a connection to the gas systeadeguate reserve capacity to be maintained in the
transmission and distribution networks. Anotheuésg/hich affects the segment's competitive position
is the tariff policy of the Energy Regulatory Officwhich makes it difficult for the PGNIG Group to
operate a flexible pricing policy for some groudscastomers. With the lack of flexible pricing,
competitors' offers may prove to be an attractliteraative to the PGNIG Group's customers.

Legislation

The complex provisions of the Construction Law aegulations governing implementation of
investment projects impose the obligation to pregaitensive project and legal documentation, which
is an integral part of any investment process. &wpn of the documentation protracts the time
needed for project preparation and thus may siganifly delay project execution and expose the
company to the risk of cost overruns caused bynpialedelays in contract performance, as well as to
the risk of lower revenues.

Sources of gas supply for the distribution system

Polska Spotka Gazownictwa Sp. z 0.0.'s distributietwork is connected to the transmission system
operated by OGP GAZ-SYSTEM S.A., which is its maource of gas supplies. The transmission
system's limited capacity in terms of the volumel gmessure of supplied gas hinders or renders
impossible further development of the gas grid imithe company's key areas of operation.

Claims raised by property owners

More and more frequently, the PGNIG Group is fa@mgessive financial claims raised by owners of

land plots where the gas network was developethénpast. Under applicable laws, Polska Spoétka
Gazownictwa Sp. z 0.0. does not hold clear legld to use these land plots — no transmission
easements have been established. Transmissionez@ssgnves as a basis for determining the extent
of the use of third-party property by a transmisstompany, for which relevant consideration is due

to the owner. The owners' claims give rise to aoldit, frequently considerable costs, and thus may
adversely affect the financial performance of thgnsent.

Tariff policy

By setting tariffs, the President of the Energy &atpry Office, citing social considerations, ligit
the growth of regulated revenue, which is the bmisalculation of charge rates. Furthermore, the
protracting tariff approval proceedings result aniffs becoming effective later than as requested b
PGNIG, leading to lower revenue from provision atidbution services.
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Section IX: Generation

1. Segment's operations

In H1 2014, the segment's business consisted irptbauction of heat and electricity, as well as
execution of major natural gas-fired projects ia flower sector.

Licences

As at June 30th 2014, PGNIG TERMIKA S.A. held aecéiicity trading licence valid until December
31st 2030, as well as the following licences, ez until December 31st 2025:

» for production of heat

» for transmission and distribution of heat

» for production of electricity.

Tariffs

In H1 2014, the tariff approved by the Presidenthef Energy Regulatory Office on June 12th 2013
was applicable to the heat produced by PGNIiG TERMBA.'s generating units (thiéeran CHP
plant, Siekierki CHP plant, Pruszkéw CHP plant, Wakating plant and Kawzyn heating plant),
and for the transmission and distribution of hdattiie heating network supplied from the Pruszkow
CHP plant.

Until October 31st 2014, the company is requiredgply the following tariffs for the transmission o
heat through the heating network in the followinegzss:

* Marsa Park — tariff approved on May 17th 2013,

* Annopol — tariff approved on May 17th 2013,

* Marynarska — tariff approved on August 13th 2013,

» Chelnrynska — tariff approved on May 17th 2013,

» Jana Kazimierza — tariff approved on August 13th320

Moreover, until April 30th 2015, the company isatequired to apply the tariff for the productioin o
heat at the Regaty heating plant and transmisdidreat through the heating network in the Regaty
residential estate - tariff approved on January28tv.

Production

PGNIG TERMIKA S.A.'s key products are heat and tileity. In H1 2014, 93% of total electricity
output was electricity cogenerated with heat. Thlglet below presents PGNIiG TERMIKA S.A.'s
production volumes.

Electricity and heat production volumes

Product Unit of measure Volume
Electricity GWh 2,381.6
Heat TJ 20,923.8

The company also provided Network Constrained Gaiogr services under an agreement with PSE
Operator S.A., pursuant to which the company maista long-term plant margin and keeps a
specific number of generating units available, stoaovercome limitations in the operation of power
sources in the national power system and to ensarsaw's energy security. PGNiG TERMIKA S.A.
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is required to generate electricity whenever sariicsed by the Transmission System Operator. In
performance of the agreement, by June 30th 201daimpany had generated 87.6 GWh of electricity.

Sales

In H1 2014, PGNIiG TERMIKA S.A. sold 20,770 TJ ofdtePGNIiG TERMIKA S.A. sold heat
mainly to Dalkia Warszawa S.A. which purchased 9 & the heat generated by the company. In
2014, Dalkia Warszawa S.A. contracted 3.6 GW of R&ENERMIKA's heat generation capacity. The
balance of the produced heat was sold to locabmests, mainly in Pruszkédw and the surrounding
areas.

In H1 2014, PGNIiG TERMIKA S.A. sold 2,037.8 GWh @ectricity, including 78.4 GWh under its
Network Constrained Generation services. The kestocoer for electricity generated at PGNIG
TERMIKA S.A''s plants was PGNIG S.A., with its aggate share in the company's electricity sales
volume reaching 99% in H1 2014. The company alt electricity to smaller customers.

Construction of a CCGT unit in Stalowa Wola

In H1 2014, as part of the project to construct@3T unit in Stalowa Wola (executed jointly with
Tauron Polska Energia S.A.), construction and abbemork was carried out, which included:
erection of the recovery boiler's supporting stitet roofing of the steam turbine building, erectad
side walls of the turbine house, and constructioih® cooling water pump house. Basic and auxiliary
equipment was also transported to the construsiien In the period under review, the acceptance of
stage | of work on the San river weir took plage] avork on stage Il of the project commenced.

2. Planned activities

In H2 2014, PGNIG TERMIKA S.A. will seek to develdipe heating distribution system by entering
into heat sale contracts directly with end custenuer a third-party-access (TPA) basis.

In H2 2014, management of the electricity portfobmd commercial balancing for PGNIG
TERMIKA S.A. will be performed through PGNIG Enesg5.A., which trades in electricity on the
Commodity Derivatives Market. In addition, PGNiGASwill be the key customer for electricity
generated at PGNiG TERMIKA S.A.'s plants.

April 30th 2014 saw entry into force of the amendstergy Law, which reintroduced the support
system for electricity cogeneration by reinstatthg obligation to hold and redeem red certificates
(23.2% of the portfolio of electricity supplied &nd users) and yellow certificates until the end of
2018. Certificates are issued for generation ofcta8ty using high-efficiency co-generation
technology. Proceeds from the sale of certificatésorigin will add to the revenue of PGNIG
TERMIKA S.A., which will be able to use the extranfls to continue the upgrade of its existing
assets. This will increase the efficiency of cogatien, which in turn will improve the
competitiveness of PGNIG TERMIKA S.A.
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3. Generation risks

More stringent gas and dust emission standards

In order to meet the more stringent gas and dustston standards expected to be effective as of
2016, producers will have to thoroughly modernfsgirtpower and CHP plants and may be forced to
shut down a number of generating units (to a totglacity 4,000-6,000 MWe by 2020) where
installation of expensive flue gas treatment systesmot economically viable.

Maintaining share in the municipal heat market

Following expansion of the Warsaw municipal wasigrieration plant, the quantity of heat supplied
to the city's municipal network will increase. Asesult, PGNIiG TERMIKA S.A.'s share in total heat
supplies to the Warsaw municipal network will flaém the current 98%, to 95% in 2019.

Marketing efforts conducted jointly with Dalkia Wsawa S.A., and connecting further western
districts of Warsaw to the municipal heating netwshould significantly reduce potential future
decline in the volume of energy produced at PGNERWMIKA S.A.'s generating plants. To maintain
its share in the municipal heat market, the compaitiyalso offer "green" heat generated at biomass-
fired units, and will continue to sell energy atrgmetitive prices and take advantage of the TPAtle
gain access to new end users.
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Section X: Other Activities

1. Segment's operations

In H1 2014, the segment's companies conducted wmedving construction and assembly of gas
transmission pipelines, gas compressor stationd, distribution and metering nodes, as well as
development of hydrocarbon deposits. They were ialgolved in production of drilling equipment,
design of systems, including gas transport systamad,provision of hotel, restaurant and spa centre
services.

The services offered by the segment were providdabth third-party customers and PGNiIG Group
companies. The key projects executed in H1 2014#uded construction and assembly of high-
pressure gas pipelines, gas distribution and nmgfarodes and gas compressor stations, as well as
production of drilling equipment and spare partsdialling rigs and drillships.

The key projects executed for third-party custonmreckided:

* Construction of the 175.2 km DN 700 high-pressuas gipeline from Rembelszczyzna to
Gustorzyn, for OGP GAZ-SYSTEM S.A,,

e Construction of a 20.1 km section of the DN 700hkhigessure gas pipeline from Trojane to
Vodice, for Plinovodi d.o.o. (Slovenia),

» Construction of a 64 km section of the DN 700 highssure gas pipeline from Szczecin to
Gdaisk (stage |: Ploty—Karlino section) for OGP GAZ-SMSM S.A.,

» Construction of the Jelenidéw Il Gas Compressori@idor OGP GAZ-SYSTEM S.A,,

* Upgrade of the Hermanowice distribution and metenade for OGP GAZ-SYSTEM S.A.,

» Development of the Komorze natural gas field for Eixergy Poland Sp. z o.0.,

*  Production of drilling rig and drillship equipmepérts for Aker Solutions (Norway),

* Assembly of HDPE pipelines, valves and hydrantseuarttie Polish LNG Project for Saipem
S.P.A. S.A. Polish Branch,

*  Production of construction equipment parts for EXACSp. z 0.0.

In addition, work performed by the segment's congsarfor third-party customers included:
preparation of design documents and author's sigg@mvof investment projects related to the
construction of the oil terminal in Gfisk, engine repairs, as well as hotel, restauradhitspa centre
services.

Projects executed by the segment for PGNIiG S.Aluded commencement of work under

construction and assembly contracts such as:

» Construction of the water-injection system for BB (Barnéwko—Mostno—Buszewo) field,

» Development of gas wells at the Lapandw and Krgaseproduction facilities,

» Changes in the configuration of gas compressorshidWierzchowice underground gas storage
facility (reversible operation of gas compressors),

» Completion of construction of the Wierzchowice umpieund gas storage facility (completion of
a project previously constructed by PBG).

The segment's work for PGNIG S.A. also includedtioored assembly of a new compressor at the
Huséw underground gas storage facility and modatiois of a gas compressor statior¥urchléw, as
well as manufacture of well equipment, such asxggplseads and production wellheads.

The most important contracts executed for other IB3Broup companies included:

» Installation of four nodes and ten block/bleed eyst for the DN 700 high-pressure gas pipeline
from Gustorzyn to Odolanéw,
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* Construction work on the 23.9 km DN 300 high-pressias pipeline from Rybno to Mtynowo,
* Extension of the Mogilno underground gas storagerrafacility.

In addition, the segment's work for other PGNIG @racompanies included preparation of gas
infrastructure technical and design documents.

2. Planned activities

In H2 2014, the segment will continue its ongoigstruction and assembly projects, including the
construction of high-pressure gas pipelines andcgagpressor stations, and the installation of nodes
and block/bleed systems for high-pressure gasipgselThe segment's companies intend to maintain
their market positions in the manufacturing of larg equipment, including well surface equipment
for conventional and unconventional deposits, iddllplatforms, and equipment for oil and gas
production facilities; and also in the gas systasigh, construction and assembly services formall a
gas facilities.

3. Risks related to Other Activities

Legislation

Administrative regulations and procedures on theparation of investment projects and obtaining
building permits, including in particular regulai® governing compliance with environmental
requirements, may significantly delay project exmruand expose the segment to the risk of cost
overruns caused by potential delays in contradiopeance, and to the risk of lower revenue. The
Public Procurement Law and other regulations wisigbulate contract price as the only criterion in
bid evaluation cause the segment's companies &duas to competitors offering lower prices for
inferior quality services.

Competition

The operations of companies offering constructiod assembly services, design services, as well as
manufacturers of drilling equipment, are signifitarexposed to growing competition from foreign
companies, both those operating in their local eigrlabroad and those entering the Polish market,
and from Polish market players. Given the curr@wvel of investment in the segment's area of
operations, the growing competition results in ateowed downward pressure on prices for the
services offered by the segment companies. Asdatesigning of gas transmission installations is
concerned, acquisition of medium-sized design caongsaby large contractors and setting up of new
design units within gas industry operators are wmiaable phenomena which adversely affect the
segment companies' ability to form consortia withjgct execution companies and secure new orders.
Another major risk in this area is the growing cetmgon from new business groups and international
engineering corporations.

Qualified personnel

Increasing competition from local and foreign comipa on the Polish market has intensified the
process of highly qualified employees with exteagprofessional experience leaving and taking up
employment with the competitors.
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Section XI: Investments

In H1 2014, capital expenditure incurred by the R&roup on property, plant and equipment and
intangible assets was PLN 901.8m. Over the samedyarapital expenditure of PGNIG S.A. totalled
PLN 440.4m. The table below presents the Grougsmditure in the individual segments.

Capital expenditure (PLNm)

H1 2014
Exploration and Production 457.1
Trade and Storage 126.6
Distribution 216.6
Generation 96.9
Other Activities 4.6
Total 901.8

Below are described the key capex projects impléeaeby the PGNIG Group in H1 2014.

Exploration and Production

The capital expenditure incurred in H1 2014 in Bxploration and Production Segment amounted to
PLN 457.1m.

The capital expenditure of PLN 188.7m incurred yNFG S.A. on exploration work comprised
chiefly the cost of geophysical surveys, two welidled with positive results, and wells on which
work is still underway. The segment's other investinprojects involved the development of
documented gas reserves (including already produahds), projects executed to sustain or restore
hydrocarbon production rates, and projects foraferation of the hydrocarbon production area. The
key investment projects included:

» Completion of development of the Skarv and Idufdfe

» Completion of development of the Lisewo gas field,

» Completion of development of a well in the Radi#ld,

» Upgrade of the processing line at the Zielin oill gas production facility and development of the
Roézansko field,

e Drilling work and development of a well in the Daso field,

e Drilling work and development of wells in the Bigko field,

e  Drilling work and development of a well in the Bk@wice3K field,

» Development of the Kskpol 19 well.

Trade and Storage

The capex of the Trade and Storage segment amotmBicN 126.6m. In H1 2014, major investment
projects included:

 Removal of defects in the power section (the tuxpaader) of the Wierzchowice underground
gas storage facility,

» Leaching of three caverns (K-2, K-3 and K-5) andtiwation of drilling work on next five
caverns at the Kosakowo underground gas storagrcéacility,
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» Completion of leaching at the Mogilno undergrouad gtorage cavern facility (caverns Z-15 and
Z-17),
» Continuation of construction and assembly workhattlusow underground gas storage facility.

On April 2nd 2014, PGNIG S.A. terminated its contravith the consortium contracted to carry out
construction work at the Wierzchowice undergrourd gtorage facility, comprising PBG S.A. w
upadiéci uktadowej (in company voluntary arrangement)criimont S.p.A., Société Francaise
d'Etudes et de Réalisation Equipements Gazier SGARZE Plynostav Pardubice Holding A.S. and
Plynostav — Regulace Plynu A.S. in organisatiomalkbuptcy. The grounds for the termination were
improper performance of the project in conflict withe contract, as well as a delay in execution of
work exceeding 30 business days, which continuedatified even though the consortium had been
given an extended deadline to remove the defadle Work related to the power section (the
turboexpander) of the Wierzchowice underground siagage facility will be completed by PGNIiG
Technologie S.A.

In H1 2014, PGNIG S.A. continued a project consistin LNG-based distribution of gas fuel to
customers in Etk and Olecko. This project is a péran initiative to switch Pisz, Etk, Suwaiki and
Olecko to high-methane gas (PESO project), andlegoconstruction of an LNG regasification
station and two-step pressure reduction, meterimdy @orising stations in Etk and Olecko, and
switching customers in those towns to high-methgaee In H1 2014, the Company continued work
on the construction of an LNG regasification statemd pressure reduction and metering stations in
Etk and Olecko.

Distribution

Capital expenditure incurred by the PGNIG Groupthie Distribution segment amounted to PLN

216,6m. The capex budget was spent on upgradingéedding the gas network and on connecting
new customers. For a discussion of key projectghan Distribution segment, see Section VIII

Distribution.

Generation

Capital expenditure of the Generation segment ateduio PLN 96.9m, of which approximately PLN
13.9m was spent on environmental protection prsjeEurthermore, in H1 2014 the Generation
segment continued some of the investment projectsrenced in previous years. The most important
of these were:

¢ Construction of a 450MW CCGT unit at the Zeran CHP plant; in H1 2014, design documents
were completed for individual stages of the prgject

e Conversion of the K1 boiler at the Siekierki CHRmilinto a biomass-fuelled unit; in H1 2014,
the construction design was completed, a buildiagnit was obtained, and construction work
related to dismantling of the boiler's auxiliaryuggment and pressurised section, and preparing
the site for biomass use was commenced,

» Conversion of the Pruszkow CHP; in H1 2014, thetremtor was selected to construct the water
treatment plant,

«  Construction of a gas- and oil-fired peak-load segkrve boiler house at tderaa CHP plant; in
H1 2014, the tender procedure was cancelled, &sdallexceeded the planned budget.

In addition, the segment continued upgrading ptsjen:

. Dust collectors of fluidised bed boilers at therax CHP plant,
. K8 and K9 boilers at the Siekierki CHP plant,
* K2, K3 and K4 boilers at the Wola Heating plant.
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Other Activities

In H1 2014, the Other Activities segment incurreabital expenditure on property, plant and
equipment and intangible assets of PLN 4.6m. Majwestment projects included purchase of
production plant and equipment, software, buildiagd structures, and vehicles.
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Section XllI: Environmental protection

Well and extraction pit abandonment

Pursuant to the Polish Geological and Mining LaNrG S.A. is required to properly abandon
worked-out extraction pits, eliminate the dangedt eepair any damage caused by mineral extraction,
and restore the land to its original condition.dgjimg of wells and pits prevents leakage of cruile o
and natural gas to the surface and into water esufsurthermore, if gas wells remain unplugged,
there is a risk that escaping gas could accumypateng a fire hazard. In H1 2014, a total of 23lsve
and 8 extraction pits were abandoned.

Carbon credit trading system (EU ETS)

In H1 2014, the PGNIG Group reviewed annual reportsts carbon dioxide emissions for 2013.
Carbon emissions from the Group's installations ecedt by the EU ETS scheme totalled
6,111,102 Mg. After reconciling its G@missions with emission rights held, and afteeesaing the
allowances allocated for 2013, a deficit of 2,585, Mg CQ free emission units was identified. The
deficit was covered with reserves accumulated énatcounts of the Group installations (unused free
allocations from previous years) and with allowangeirchased on the Intercontinental Exchange
Futures Europe. The PGNIG Group facilities covebgdthe EU ETS system in 2013 were the
installations of PGNIiG TERMIKA S.A. (the SiekierkZerax and Pruszkéw CHP plants and the
Kaweczyn and Wola heating plants), the Zielona GoranBinaand the Odolanéw Branch, as well as
the Mogilno underground gas storage cavern fadlitg the LMG oil and gas production facility. In
H1 2014, the Group emitted 3,208,552 Mg of ,@@m its installations.

In the current trading period (2013—-2020), the &becation of CQemission allowances covers only
a part of the actual emissions. The free allocatisifi decrease gradually, reaching zero in 2027.

Land reclamation and non-productive asset surveying

Pursuant to the Environmental Protection Law, PGISi@. conducts diagnostic tests, surveys and
land reclamation work in areas polluted in the seusf past activities, with a view to restoringrthe
to the condition required under the environmentalidy standards. In H1 2014, recultivation work
continued on a property in Warsaw. The land rectemmavork involved decommissioning of tar pits
and removal of local soil contaminations (most mfteund near reservoirs) through their extraction
and neutralisation by operators contracted by tbmgany. The Company also monitored the soil-
water environment of the reclaimed landfill sitelanproperty in Zabrze.

REACH and CLP

In H1 2014, PGNIG S.A. supervised compliance bysitbcontractors using chemical substances for
well treatments with the regulations of the Eurap@arliament and of the Council of the European
Union on safe use of chemicals (REACH) and on tlessdication, labelling and packaging of
substances and mixtures (CLP). At the request @fRblish Exploration and Production Industry
Organization, the Company also compiled a list bfsabstances and mixtures it had used for
fracturing operations.
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Reclamation of the fuel ash landfill site

PGNIG TERMIKA S.A. is carrying out reclamation dfet Mysliborska fuel ash landfill site for the
Zerai CHP plant. The project will involve reclamationtbe land as green areas (Cells No. 1 and 2)
and for residential and commercial development|(®el 3). In H1 2014, technical reclamation of
Cell No. 2 continued, earth for filling Cell No.v&as acquired, and technical infrastructure conngcti
the Zeraa CHP plant with the landfill was being disassemblédl of the reclamation work is
scheduled to be completed in 2016.

Noise reduction project at the Siekierki CHP plant

In H1 2014, noise barrier walls around coal unlnggoints located at the hump tracks on the plant's
premises were completed. As part of the same prajeise barrier walls were constructed along the
eastern boundary of the CHP plant in 2013. The guepof the project was to reduce the risk of
exceeding the permitted noise levels during thewxen of future projects at the Siekierki CHP plan

Biomass supplies

In order to fulfil the requirements of Directive @28/EC on the promotion of the use of energy from
renewable sources and use of biomass other thastfloiomass, that is biomass from plantations and
energy plant crops at commercial power plants (Reigm of the Minister of Economy dated October
18th 2012), PGNIG TERMIKA S.A. procures the fuelden long-term contracts for the supply of
biomass from energy willow plantations. Currentlye company procures biomass from plantations
with a total area of ca. 386 ha. Thanks to theafideomass as a fuel, G@missions were reduced by
61,704 Mg in H1 2014.
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Section XlllI: Other information

Distribution of the 2013 profit

On May 15th 2014, the Annual General Meeting of R&MN5.A. adopted a resolution on the

distribution of the 2013 net profit of PLN 1,688.6Mhe profit was distributed as follows:

* PLN 797.0m was allocated to the Company's statutsgrve funds,

* PLN 885.0m was allocated for dividend paymentsi¢@ind per share of PLN 0.15),

* PLN 6.6m was allocated to cover accumulated lotde=n over by PGNIG S.A. on merger with
PGNIG Energia S.A.

The Annual General Meeting of PGNIG S.A. set Audléth 2014 as the dividend record date and
September 4th 2014 as the dividend payment date.

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

On May 15th 2014, the Annual General Meeting of R&N.A. approved the financial statements and
the Directors' Report on the operations of PGNi&. Sas well as the consolidated financial statement
and the Directors' Report on the operations oPG&IG Group, and granted discharge to members of
the Management and Supervisory Boards of PGNIG i.fespect of their duties in the financial year
2013.

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

(UOKIK)

On December 28th 2010, the President of the PQliflce of Competition and Consumer Protection
("UOKIK") instigated, ex officio, anti-trust procdengs concerning alleged abuse by PGNIG S.A. of
its dominant position on the domestic natural ghslesale market, which consisted in inhibiting sale
of gas against the interests of other businesg@ay consumers and in impeding the development of
market conditions necessary for the emergence @lajgment of competition by refusing to sell gas
fuel under a comprehensive supply contract to drepreneur that intended to further resell the gas,
i.e. NowyGaz Sp. z 0.0. of Warsaw. In its decisiérduly 5th 2012, the President of UOKIiK found
these practices to be anti-competitive, concluttetl PGNIG S.A. had discontinued those practices as
of November 30th 2010, and imposed on the Compafiyeaof PLN 60,016,474.40. On July 24th
2012, PGNIG S.A. filed an appeal against the degigif the President of the UOKIK with the
Competition and Consumer Protection Court at thgidtal Court of Warsaw. In the judgement of
May 12th 2014, the Regional Court of Warsaw disedsBGNIiG's appeal. On June 4th 2014, PGNIiG
S.A. appealed against the decision to the Warsawt@d Appeals. As at the date of this report, the
Warsaw Court of Appeals had not notified PGNiIG Sfa hearing date.

On February 22nd 2013, the President of UOKIK getiéd anti-trust proceedings concerning alleged
employment by PGNIG S.A. of practices infringinglective consumer interests. The President of
UOKIK accused PGNIG S.A. of using provisions cléesdias abusive clauses in contract forms based
on which comprehensive gas fuel supply contractscancluded. PGNIG S.A. voluntarily agreed to
revise the above contract forms with respect togtestioned clauses. By virtue of a decision okJun
28th 2013, the President of UOKIK resolved notrtgpose a fine on PGNIiG S.A. and obliged the
Company to fulfil its commitment. PGNIG S.A. istime process of fulfilling this obligation.
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On April 3rd 2013, the President of UOKIK instigatenti-trust proceedings concerning alleged abuse

by PGNIG S.A. of its dominant position on the dotitesvholesale and retail natural gas market,

which consisted in impeding the development of raadonditions necessary for the emergence or

development of competition by:

* limiting the ability of business customers to reglwrdered volumes of gas fuel and contractual
capacity,

* limiting the ability of business customers to régek fuel,

* requiring that business customers define the maximolume of gas fuel purchased for resale in
the contract,

» refusing to grant wholesale customers the riglat partial change of supplier.

In the course of the proceedings, PGNIG S.A. va@ltlyt agreed to revise certain provisions in
contracts with its non-household customers. Byueirdbf a decision of December 31st 2013, the
President of UOKIK resolved not to impose a finetlom Company and obliged the Company to fulfil
its commitment. PGNIG S.A. is in the process ofilfirig this obligation.

Entry of PGNIG trade unions into a collective dispwith the employer

On July 9th 2014, a collective dispute was initlhteetween PGNIG trade unions and the PGNIG
Management Board, after the Management Board hadted demands put forward by the trade
unions.

Given the Company's current standing, includingahgoing PGNIG Group Efficiency Improvement

Programme, the Management Board decided not td tirademands put forward by the PGNIG trade
unions, which concerned setting the remuneratiowtr rate for 2014 at 5.59% per year, increasing
the value of vouchers to PLN 2,000 per year, andkiag the termination of Agreements on Annual

Bonus of March 27th 2013 and June 24th 2013.

The Management Board declares that it will makeryewdfort to resolve this dispute taking into
account the Company's financial capacity

Proceedings with a value in excess of 10% of theiamy's equity

In H1 2014, neither PGNIG S.A. nor its subsidiamese engaged in any proceedings before a court,
arbitration tribunal or administrative authoritynmerning liabilities or claims whose value (whethmer
any single case or in two or more cases jointlyy@epresent at least 10% of the Company's equity.
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Section XIV: Financial performance

The interim condensed consolidated financial statém of the PGNIG Group and the interim

condensed separate financial statements of PGMGF&. the six months ended June 30th 2014 have
been prepared in accordance with the Internatibmancial Reporting Standards (IFRS) as endorsed

by the European Union as at June 30th 2014.

The accounting policies applied in preparing thterim condensed consolidated financial statements
and the interim condensed separate financial saattmare presented in the interim condensed
consolidated financial statements of the PGNIiG @rfmnr the period of six months ended June 30th

2014.

1. Financial data of the Parent

Summary information on PGNIiG S.A.'s financial penfiance in H1 2014 is presented below.

Financial highlights (PLNm)

H1 2014 H1 2013
Revenue 13,689 14,504
Total operating expenses, including (22,727) (13,196)
Depreciation and amortisation (353) (353)
Operating profit 962 1,308
Profit before tax 1,555 1,676
Net profit 1,366 1,422
Net cash flows from operating activities 1,771 3,034
Net cash flows from investing activities (167) (916)
Net cash flows from financing activities (1,009) (1,551)
Net change in cash 595 567
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Financial highlights (PLNm) — cont.

Total assets 34,941 35,424
Non-current assets 26,613 26,946
Current assets 8,328 8,478
Total equity 23,231 22,969
Total non-current liabilities 7,175 7,023
Total current liabilities 4 535 5,432
Total liabilities 11,710 12,455
Total liabilities and equity 34,941 35,424

Financial ratios

Profitability

EBIT (PLNm) 962 1,308
operating profit

EBITDA (PLNm)

operating profit + depreciation/amortisation 1,315 1,661
ROE 0 0
net profit to equity at end of the period 5.9% 6.2%
NET MARGIN 10.0% 9.8%
net profit to revenue

ROA 0 0
net profit to assets at end of the period 3.9% 4.0%

Liquidity

CURRENT RATIO

benefit obligations, provisions and deferred incpbme

current assets to current liabilities (net of empkbenefit 2.0 1.7
obligations, provisions and deferred income)

QUICK RATIO

current assets less inventories to current liddsli(net of employee 14 1.2
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Debt
DEBT Jun 30 2014 Dec 31 2013
DEBT RATIO 0 o
total liabilities to total equity and liabilities 33.5% 35.2%
DEBT/E.Q.UITY RA.TIO 50.4% 54.2%
total liabilities to equity

Year on year, the PGNIG S.A.'s operating profit (EBdecreased by PLN 346m. The chart below
presents the items which contributed to the deereas

Change in EBIT: H1 2013 vs H1 2014

PLNm
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2013 EBIT Gross margin Indirect costs Impairment  Operating Other
losses reserves

2014 EBIT

Gross margin (the difference between revenue amdtdcost) on sales of products and services was
up PLN 281m, chiefly driven by higher margins oresaof high-methane gas, which improved
following the introduction of the new PGNIiG Gas Fuiariff (Part A — Gas Fuel Supply Tariff No.
6/2014) effective from January 1st 2014, and bexadisa 4% reduction in gas purchase costs. The
lower gas purchase costs were attributable to jp irgas prices at the TTF (Title Transfer Facjlity
as well as lower average exchange rate of the URrdevhich was the main currency used in
settlements of gas imports. The margin on saleshafr products was stable.

The decrease in operating profit was driven by gaitamn of impairment losses and write-downs of
PLN 552m on:

* property, plant and equipment associated with hyathtwon production,
» tangible exploration and evaluation assets undestoaction,
* inventories of high-methane natural gas.

In H1 2014, net finance income/cost was up PLN 23®@r on year, driven by PLN 185m higher
dividends from subsidiaries.

The Company's financial position was reflectedsrkey financial ratios. Return on equity (ROE) fel
from 6.2% to 5.9%. Return on assets (ROA) was 3.8¢@inst 4.0% in 2013, and net margin
increased from 9.8% to 10.0%.
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2. Financial performance of the PGNIG Group

In H1 2014, the PGNIG Group's net profit was PLBRDm, up PLN 92m year on year. This increase
was mainly attributable to substantially largeruroks of crude sold and higher margins on gas sales.

Summary information on the PGNIG Group's finanstainding in H1 2014 is presented below in the
financial statements prepared in accordance with Ithernational Financial Reporting Standards,
which comprise:

» statement of financial position,

* income statement,

« statement of cash flows,

» selected financial ratios.
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Consolidated statement of financial position (PLNm)

Property, plant and equipment 32,538 33,033 33,784
Investment property 9 9 11
Intangible assets 1,128 1,164 1,146
Investments in equity-accounted associates 728 727 771
Financial assets available for sale 49 51 48
Other financial assets 195 191 124
Deferred tax assets 2,104 2,233 2,383
Other non-current assets 69 71 76

Inventories 3,011 3,378 3,064
Trade and other receivables 3,084 4,086 5,374
Current tax assets 1 48 150
Other assets 393 171 84
Derivative financial instrument assets 224 307 105
Cash and cash equivalents 3,656 2,827 1,948
Assets held for sale 8 88 108

Page 56 of 65



Directors' Report on the Operations of the PGNI@uprand PGNIG S.A.
in H1 2014

Consolidated statement of financial position (PLNntont.

Share capital 5,900 5,900 5,900
Share premium 1,740 1,740 1,740
Accumulated other comprehensive income (256) (49) (152)
Retained earnings 21,490 20,856 19,705
N T T
Equity attributable to non-controlling interests 7 6 4
Towroncurniobities 128 1208 123
Borrowings and other debt instruments 5,341 5,385 5,509
Employee benefit obligations 555 502 381
Provisions 1,569 1,405 1,792
Deferred income 1,577 1,533 1,448
Deferred tax liabilities 3,158 3,210 3,183
Other non-current liabilities 68 58 53

Trade and other payables 3,618 4,033 3,667
Borrowings and other debt instruments 792 2,276 4,702
Derivative financial instrument liabilities 413 124 393
Current tax liabilities 145 184 24
Employee benefit obligations 312 375 356
Provisions 539 645 350
Deferred income 229 186 101
Liabilities associated with assets held for sale - 15 20
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Consolidated income statement (PLNm)

Raw material and consumables used (9,509) (10,838)
Employee benefits (1,373) (1,418)
Depreciation and amortisation (1,298) (1,162)
Services (1,400) (1,280)
Work performed by the entity and capitalised 375 424
Other income and expenses (1,009) (292)

Income tax

(543)

Finance income 46 150
Finance costs (152) (383)
Share in net profit/(loss) of equity-accounted teagi - (42)

(471)

Attributable to:
Owners of the parent 1,519 1,425
Non-controlling interests 1 3
Earnings and diluted earnings per share attribetebl 0.26 0.24
holders of ordinary shares of the parent (in PLN) ' '
Consolidated statement of cash flows (PLNm)
Net cash flows from operating activities 3,703 4,554
Net cash flows from investing activities (1,239) (1,559)
Net cash flows from financing activities (1,634) (2,283)

Cash and cash equivalents at beginning of thegberia

2,826

1,947

Cash and cash equivalents at end of the period

3,6

2,659
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Financial ratios

Profitability

H1 2014 2013
EBIT (PLNm) 2,169 2,174
operating profit
EBITDA (PLNm)
operating profit + depreciation/amortisation 3,467 3,336
ROE 0 0
net profit* to equity at end of the period 5.3% 5.0%
NET M_A;RGIN 9.3% 8.5%
net profit* to revenue
ROA 0 0
net profit* to assets at end of the period 3.2% 2.9%

* Net profit for the financial year attributable davners of the parent.

Liquidity

Jun 30 2014 Dec 31 2013

CURRENT RATIO
current assets to current liabilities (net of ergpkd benefit 21 1.6
obligations, provisions and deferred income)

QUICK RATIO
current assets less inventories to current ligdsliinet of employee 1.5 1.1
benefit obligations, provisions and deferred incpme

Debt

DEBT Jun 30 2014 Dec 31 2013
DEBT RATIO 0 0
total liabilities to total equity and liabilities 38.8% 41.2%
DEBT/EQUITY RATIO 63.4% 70.1%
total liabilities to equity*

* Equity attributable to owners of the parent.

Consolidated operating profit (EBIT) for H1 2014sMaLN 2,169m, relatively flat year on year, and
EBITDA reached PLN 3,467m, up PLN 131m on H1 2013.

Exploration and Production

The H1 2014 operating profit (EBIT) of the Exploost and Production segment was PLN 1,316m,
down PLN 59m (-4%) year on year. The segment's BBITvas PLN 1,941m, up PLN 100m (5%)
relative to the end of H1 2013. The segment's newense by PLN 714m (26%) as a result of a 47%
increase in sales volumes of crude oil, chieflyt rduced from the Skarv field on the Norwegian
Continental Shelf. A PLN 773m (58%) increase in rafiag expenses was a consequence of
recognising impairment losses of PLN 343m on exilon and production assets in H1 2014. The
impairment losses were recognised as a resultcbfiage in the calculation of future cash flows (for
impairment test purposes): previously the tarift@rof gas was used in the calculations, while now
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they are based on the market price. This followedhfchanges on the gas market, in particular the
gradual gas price deregulation and the requirerteesell gas on the exchange market. Moreover, in
H1 2014 the Group decided to charge PLN 198m otedijture incurred on dry wells and seismic
data acquisition to the segment's expenses (dietae relinquishment).

Trade and Storage

The Trade and Storage segment's operating resdtby PLN 50m year on year, to PLN 80m. This
improvement follows from gas sales profitabilitgiaase from -2% in H1 2013 to almost 0.5% in H1
2014, attributable to a drop in gas prices quoted T (Title Transfer Facility), lower average
exchange rate of the US dollar (the main curreriggnport gas purchases), as well as the introdoctio
of a new PGNIG S.A. Gas Fuel Tariff (Part A Gas IFsepply Tariff No. 6/2014) as of January 1st
2014. Moreover, the margin on gas sales benefitat fower quantities of imported gas thanks to
mild winter.

Distribution

The Distribution segment's operating result (EBI®3e by PLN 46m (7%) year on year, to PLN

682m. The segment benefited from a PLN 33m (-2%)rfaperating expenses. The increase in EBIT
was achieved despite a 12% decline in the volumigaokmitted gas. The gas transmission volume
shrank as the average air temperature in H1 20$2%a higher than in H1 2013.

Generation

The Generation segment posted an operating résBIT{ of PLN 133m, down PLN 10m year on

year. This minor decline was a product of an 8%ifalhe segment's revenue and expenses. H1 2014
saw a drop in the volume of heat and electricity 8 a result of higher average air temperature.
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Operating performance by segment

Financial data of the PGNIG Group's segments foR6ill4 (PLNm)

Sales to third-party

Net finance costs

2,484 13,120 16,383
customers
Inter-segment sales 942 186 2,239 427 59 (3,853) -
Segment's total
revenue 3,426 13,306 2,319 1,035 150 (3.853) 16,383
Segment's expenses (2,110) (13,226) (1,637) (902) (204) 3,865 (14,214)

(106)

Share in net
profit/(loss) of
equity-accounted
entities

Financial data of the PGNIG Group's segments foP6ill3 (PLNm)

Sales to third-party

Salesto 1,072 13,647 16,740
Inter-segment sales 740 180 2,221 230 55 (3,426) -
Segment's total 2712 13,827 2,306 1,128 193 (3,426) 16,740
revenue

Segment's expenses (1,337) (13,797) (1,670) (985) (203) 3,426 (14,566)

equity-accounted
entities

Net finance costs (233)
Share in net
profit/(loss) of ) (42) ) ) ) ) (42)

| | I
e S I B I N )
| | I N
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The result on financing activities was up PLN 168mH1 2013. The increase is attributable to a PLN
209m drop in the loss on foreign exchange diffeesncelated to valuation of liabilities under
eurobonds and a credit facility taken out by PGNi@tream International AS.

In H1 2014, the PGNIG Group's net profit amounte®LN 1,520m, a year-on-year improvement of
PLN 92m (6%) following from the better result ondhcing activities. The net profit was affected by
a PLN 72m increase in tax expense, including maiméytax related to realisation of the deferred tax
asset on a tax loss of PGNIG Upstream Internatiagal

The PGNIG Group's financial position is reflectadts key financial ratios. Return on equity (ROE)
went up to 5.3% in H1 2014 from 5.0% in H1 2013tURe on assets (ROA) was 3.2%, against 2.9%
in H1 2013, and net margin rose from 8.5% to 9.8%1 2014.

Statement of financial position

As at June 30th 2014, total assets recogniseceicahsolidated statement of financial position were
PLN 47,197m, down PLN 1,187m (-2.5%) on the endQif3.

Assets

Property, plant and equipment represent the lag@aponent of the Group's assets. As at the end of
H1 2014, this item amounted to PLN 32,538m, havitegreased PLN 495 (1.5%) relative to
December 31st 2013, primarily due to higher impaintriosses on exploration and production assets.
Deferred tax assets went down by PLN 129m (5.8%)eatisation of the tax credits in Norway,
which have been accounted for since the launclafpgoduction from the Skarv field.

Significant changes took place in trade and oteeeivables, which fell PLN 1,002m (24.5%) relative
to December 31st 2013. Inventories as at the endl1of014 amounted to PLN 3,011m and were
down PLN 367m on December 31st 2013. This dropWdl from lower gas and coal inventories and
recognition of a PLN 141m write-down on gas inveig® The above changes in current assets are
related to seasonality of the Group's operatiomslVing gas sale and heat and electricity productio

As at June 30th 2014, the Group's cash and cashadents stood at PLN 3,656m, up PLN 829m

relative to the end of 2013. The increase washat#ble to the excess of cash flows from operating
activities (including payment of receivables fromsgsales), totalling PLN 3,703m, over the PLN -

1,634m cash flows from financing activities (indlugl redemption of debt and loan repayment) and
the PLN -1,239m cash flows from investing actigtie

The value and structure of current assets heléhéysroup guaranteed its ability to settle all iaibs
in a timely manner. The current ratio was 2.1, caragd with 1.6 as at the end of December 2013,
while the quick ratio rose from 1.1 to 1.5.

Equity and liabilities

Equity is the primary source of financing of the NG Group's assets. Relative to the end of 2013,
the Group's equity rose by PLN 428m (1.5%), pritgayn the back of the net profit for the period of
PLN 1,520m, adjusted for announced dividend of BI88m from the 2013 profit.

As at June 30th 2014, non-current liabilities wé&leN 12,268m, up PLN 175m on the end of
December 2013. The increase is an outcome of hjgloeisions for well decommissioning costs.

As at June 30th 2014, PGNIG Group's current lisdgdiamounted to PLN 6,048 m, down PLN 1,790m

(22.8%) on the end of 2013. This decrease followaghly from loan repayment and redemption of
debt securities, which reduced current liabilitigsa total of PLN 1.484m.
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Due to a decrease in external financing used byPt&ABIIG Group, the ratios of equity to liabilities
changed. Debt to equity was down from 70.1% abeend of 2013 to 63.4% as at June 30th 2014.
Debt ratio (total liabilities to total equity anidlilities) fell from 41.2% to 38.8%.

Transactions concluded on non-arm's length terms

In H1 2014, no transactions were concluded on mors'dength terms between related entities of the
PGNIG Group.

Guarantees and sureties

In H1 2014, the Parent and its subsidiaries didisgie any sureties with respect to borrowings or
guarantees, whose total amount would representdt0%ore of the Parent's or the subsidiary's equity.

Feasibility of meeting published performance fostsa

On February 28th 2014, PGNIG S.A. published a fasemf the PGNIG Group's consolidated
performance in 2014. The forecast provides for R@NiG Group's revenue of ca. PLN 32.7bn,
EBITDA of ca. PLN 5.9bn and the debt ratio of norenthan 2x EBITDA.

An analysis of the financial results for H1 201d,the context of the seasonality and risks of the
Group's business, has not revealed any materigtitavfrom earlier projections which would pose a
threat to delivery of the results.

3. Projected future financial standing

The PGNIG's financial performance will largely degeon oil, natural gas and petroleum product
prices, the situation on currency markets, as aglthe price of natural gas on the regulated market
and on the Polish Power Exchange. Legislative obsrage another driver of the PGNIG Group's
financial results.

The prices of crude oil, petroleum products and ayf@san essential factor determining the PGNIiG
Group's financial position. In H1 2014, Brent origes remained at around USD 110 per barrel.
Natural hedging in the form of higher sales of erwl and a change of pricing formulas in gas
purchases from OOO Gazprom Export will reduce tbmesgivity of the Group's performance to
volatility in crude oil prices over the next 12 ntlbs. However, commencement of supplies under the
Qatar contract will increase the effect of crudeaod petroleum product prices on the unit cogjas
fuel.

A significant factor behind the PGNIG Group's finih performance are conditions prevailing on the
currency markets. The Giilsk Institute for Market Economics projected that fRolish currency
would continue to appreciate in 2014. Despite thesibns in eastern Ukraine, in H1 2014 the
projections proved to be correct. Since the PGNiGu@'s financial performance is strongly co-
related with the PLN/USD exchange rate, the Groilpoantinue the hedging policy to optimise the
exchange rate's effect on the cost of gas impuarts east of Poland.

Other drivers of the Group's performance are ttesrand charges provided for in the gas fuel tariff
However, from August 1st 2014 their effect will limited as the PGNIG S.A.'s business model will
be adapted to the regulations related to the Aceadmg the Energy Law and Certain Other Acts,
which require that a defined percentage of gasmehkifed into the transmission network in Poland be
sold on the energy exchange (40% in 2014 and 56f% 2015 onwards). As a result of organisational
changes at the Company (establishment of PGNiG t@®taliczny Sp. z 0.0. in 2013 and creation of
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the Wholesale Trading Division) from 2015 approxieta 60% of gas will be sold on the Polish
Power Exchange. PGNIG Obrot Detaliczny Sp. z oi.be the key buyer. The unit selling price of
high-methane gas on the exchange will depend onuhber of sellers. An increase in the number of
gas sellers may lead to a drop in the unit sepirnge of high-methane gas on the exchange, whitdh wi
affect the PGNIG Group's financial performance.

At the transition of 2012 into 2013, the Group lelued production from the Lubiatéw, Mizychéw
and Grotéw oil and gas fields in Poland, and frbm $karv field on the Norwegian Continental Shelf.
This contributed to a substantial increase in critproduction in 2013. Production from those die!
will support the Group's future performance. In 20PGNiG S.A. intensified exploration for both
conventional and unconventional hydrocarbon depobiit the economic effects of this effort will
only be visible in several years. The Group's ®itperformance will also be influenced by the
legislation on special hydrocarbon tax, which viiipose a new tax on crude oil and natural gas
production as of January 1st 2020. This means durflscal burdens for the Exploration and
Production segment, which will have an adversecefia its financial performance.

Since January 1st 2013, PGNIG S.A., as a tradimgpany, has been obliged to purchase energy
efficiency certificates (white certificates) in taeount set in the Energy Efficiency Act or elspéay

a buy-out price. This obligation has inflated gake osts. Amendments to be introduced under the
Energy Efficiency Act in 2015 will limit the abilitto reduce the basis for the calculation of the
financial liability under the system in place, whhiwill be another source of cost increase at the
PGNIG Group

H1 2014 also saw the entry into force of the amdrifleergy Law, which reintroduced the support
system for electricity cogeneration (red and yelt®atificates). This change will benefit the resudt
the Generation segment.

Given the high level of current and planned cap#gbenditure, the PGNIG Group uses external
financing raised primarily by issuing debt seceston the domestic and foreign markets. PGNiG S.A.
intends to issue notes under its issuance prograamneements of May 2012 and June 2010,
depending on its liquidity needs and market coadgiin H2 2014.

In the coming quarters, the Group intends to maingahigh level of capital expenditure. Spending
will focus primarily on projects involving maintenee of hydrocarbon production rates, and
diversification of gas supply sources, as well aspmjects in the exploration for and appraisal of
crude oil and natural gas deposits, and developofehe power generation segment.
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