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Ladies and Gentlemen,
It is my pleasure to present the 2016 Annual Report of the LOTOS Group.

Our 2016 financial performance was the best in LOTOS history. By capitalising on the expertise and experience
of the Management Board and our staff, we successfully achieved the set targets, and delivered strong growth.
Our consolidated revenue came in at nearly PLN 21bn, our LIFO-based EBITDA, the most significant financial
measure for any oil company, rose 20% during the year (to approximately PLN 2.6bn), and the Group’s ability
to generate cash on core operations improved 80%.

We steadily and consistently worked towards reducing our debt and optimising sources of financing for
investment projects.

Our impressive performance was an effect of nearly full utilisation of the refinery units’ capacities,
diversification of oil supplies, which was the best in years, and the more than doubled volume of hydrocarbon
production from own fields (supported by steady expansionh of the potential of our production assets in
Norway). Our trading business was significantly stimulated by the new fuel market legislation: the First Fuel
Package introduced by the Polish government to effectively prevent illegal imports of fuels without paying the
required taxes.

We gave the LOTOS Group impetus to positive change in the years ahead, with our performance benefiting
from such macroeconomic factors as the growing fuel consumption in Poland, the level of product margins on
global markets, and rising USD/PLN exchange rate.

2016 also saw a better-than-expected pace of progress of the EFRA Project, with no accidents on the
construction sites. EFRA is our key investment, designed to increase the crude conversion efficiency and
flexibility at our refinery in Gdansk. Its successful completion is crucial to further development of the LOTOS
Group and accomplishment of the objectives we formulated in our strategy for 2017-2022. The strategy
provides that LOTOS development plans will be founded on stable financial situation and continued safe growth
in the key business areas, to be additionally supported by the effects of the innovative solutions we are
implementing.

Ensuring energy security for Poland remains the LOTOS Group’s first and foremost priority. We view this as our
corporate duty, which we fulfil by delivering to the market the highest-quality fuels, oils and other refining
products at competitive prices.

| believe that in 2017 the LOTOS Group will continue on the growth path, effectively and steadily turning its
strategic plans into reality.

The main tasks facing us in the coming years will be to maintain the strong growth rate by investing in profitable
projects and to retain dividend payment capacity.

With kindest regards,
Marcin Jastrzebski

President of the Management Board of Grupa LOTOS S.A.
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THE LOTOS GROUP
CONSOLIDATED FINANCIAL HIGHLIGHTS

PLN’000 EUR’000
Year ended Year ended Year ended Year ended
Dec 31 2016 Dec 31 2015 Dec 31 2016 Dec 31 2015
Revenue 20,931,090 22,709,442 4,783,484 5,426,649
Operating profit 1,854,657 423,398 423,854 101,175
Pre-tax profit/(loss) 1,579,412 (195,274) 360,951 (46,663)
Net profit/(loss) 1,015,217 (263,300) 232,012 (62,918)
l;l::epnr:)flt/(loss) attributable to owners of the 1,015,247 (263,263) 232,019 (62,909)
Net loss attributable to non-controlling interests (30) (37) (7) 9)
Total comprehensive profit/(loss) 898,696 (544,925) 205,383 (130,215)
Total comprehensive profit/(loss) attributable to
owners of the Parent 898,726 (544,888) 205,390 (130,206)
Total comprehensive loss attributable to non-
controlling interests e @87 @) ©)
Net cash from operating activities 2,653,880 1,488,069 606,504 355,589
Net cash from investing activities (2,003,177) (1,161,975) (229,261) (277,666)
Net cash from financing activities (1,201,455) 114,719 (274,574) 27,413
Total net cash flow 449,248 440,813 102,669 105,336
Basic earnings/(loss) per share (PLN/EUR) 5.49 (1.42) 1.25 (0.34)
Diluted earnings/(loss) per share (PLN/EUR) 5.49 (1.42) 1.25 (0.34)
PLN’000 EUR’000
As at As at As at As at
Dec 31 2016 Dec 31 2015 Dec 31 2016 Dec 31 2015
Total assets 19,326,309 19,169,332 4,368,515 4,498,259
Equity attributable to owners of the Parent 8,610,786 7,712,060 1,946,380 1,809,706
Non-controlling interests 108 138 25 32
Total equity 8,610,894 7,712,198 1,946,405 1,809,738

Items in the Financial Highlights table have been translated at the following EUR exchange rates:

Items of the statement of financial position have been translated at the mid-exchange rates quoted by the National Bank of Poland
for the last day of the reporting period:

As at Dec 31 2016 As at Dec 31 2015

1 EUR =4.4240 PLN 1EUR =4.2615 PLN

Items of the statement of comprehensive income and the statement of cash flows have been translated using the arithmetic mean
of the mid-exchange rates quoted by the National Bank of Poland for the last day of each month in the reporting period:

Year ended Dec 31 2016 Year ended Dec 31 2015

1 EUR =4.3757 PLN 1EUR =4.1848 PLN

This is a translation of a document originally issued in Polish
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The LOTOS Group
Consolidated financial statements for 2016

prepared

in accordance with International Financial
Reporting Standards

as endorsed by the European Union,

with the auditor’s opinion

(This is a translation of a document originally issued in Polish)



¢y LOTOS

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
CONSOLIDATED STATEMENT OF CASH FLOWS
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

NOTES TO THE FINANCIAL STATEMENTS ... e e e e h e e b e e e s b e e e eb e s e e e s aae e 8

(1T g Tt oV T} (o]0 =\ (T o T U P UT PPN
Composition of the Group and its changes ...
Basis of preparation ............ccceceeeennes
New standards and interpretations .
Use of accounting assumptions, estimates and judgements ...... .12
Change of information presented in previous reporting periods and change of accounting policies.
Accounting policies .....
7.1 Consolidation
7.2 Revenue
7.3 Dividend income.
7.4 Interest income

NookwNE

7.5 Income tax .

7.6 Value-added tax (VAT), excise duty and fuel charge .. .15
7.7 Functional currency, presentation currency and foreign currency translation. .15
7.8 Foreign currency transactions.. .. 16
7.9 Property, plant and equipment and intangible assets.. 17

7.9.1 Property, plant and equipment.....
7.9.2 Goodwill
7.9.3 Other intangible assets

7.10 Impairment of non-financial non-current assets.
7.11 Non-current assets comprising production infrastructure used in crude oil and natural gas extraction.... .19
7.111 Expenditure on crude oil and natural gas exploration and evaluation (exploration and evaluation assets) . .19

7.11.2 Assets related to production of crude oil and natural gas (developent and production assets) ......
7.12 Leases.........
7.13 Inventories...
7.14  Emergency stocks

7.15 Trade and other receivables, prepayments and accrued income

7.16  Cash and cash equivalents ...........ccccoceeiiniinieniniecnnn, .21
7.17  Non-current assets (or disposal groups) held for sale . .21
718  EQUILY oo .21

7.19 Borrowings and other debt instruments
7.20 Employee benefit obligations
7.20.1 Retirement severance payments, length-of-service awards and other employee benefits ...
7.20.2 Profit allocated for employee benefits and special accounts ...
7.21  BOIrOWiNg COStS ......ccceeruvervennnenn
7.22  Financial assets and liabilities ..
7.23  Impairment of financial assets..
7.24  Derivative financial instruments
7.25 Hedge accounting
7.26  Provisions
7.26.1 Provisions for decommissioning and reclamation costs..
7.27  Trade and other payables, and accruals and deferred income ...
7.28 Grants
7.29  Joint arrangements
7.30 Segment reporting....
7.31 Contingent liabilities and assets
7.32  Carbon dioxide (CO2) emission allowances....
8. Business segments
9. Income and expenses....
9.1 Expenses by nature
9.2 Employee benefits expense ..
9.3 Other income..........
9.4 Other expenses ..
9.5 Finance income ..
9.6 Finance costs .

10.  Income tax
10.1 Tax expense :
10.2 Corporate income tax calculated at effective tax rate and reconciliation of pre-tax profit to taxable income .. ..33

10.3  Deferred inCOMe taX........cccoeeveeieeiennens
10.3.1 Deferred tax assets and liabilities
11. Earnings/(loss) per share..
12. Dividends........ccceveerieenenns
13. Property, plant and equipment and intangible assets ....
13.1  Non-current assets of the downstream segment
13.1.1 Property, plant and equipment of the downstream segment.. .
13.1.2 Goodwill of the downstream segment .............ccccceerennne ..38
13.1.3 Other intangible assets of the downstream segment
13.2  Non-current assets of the upstream segment....
13.2.1 Exploration and evaluation assets......
13.2.2 Development and production assets
13.2.3 Other non-current assets of the upstream segment
13.3  Other information on property, plant and equipment and intangible assets.
14. Equity-accounted joint ventures
14.1 Condensed financial information on equity-accounted joint ventures ...
15. Non-current assets (or disposal groups) held for sale....
16. Trade receivables and other assets.........................
16.1 Change in impairment losses on receivables .
16.2  Finance lease receivables.....
17. Inventories........c.ccoeevviiiiiienne,
17.1  Change in inventory write-downs.....

(This is a translation of a document originally issued in Polish)



$» LOTOS

18. Cash and cash equivalents

19.  Share capital

20. Share premium..

21. Cash flow hedging reserve

22. Retained earnings.................
22.1 Restricted ability of subsidiaries to transfer funds to the Parent in the form of dividends

23. Borrowings, other debt instruments and finance lease liabilities. .
23.1 Bank borrowings.......... ..59
23.2  Non-bank borrowings
23.3  Notes
23.4  Finance lease liabilities

23.4.1 Undisclosed liabilities under operating lease agreements .

24. Derivative financial instruments

25. Employee benefit obligations
25.1 Obligations under length-of-service awards and post-employment benefits
25.2  Total cost of future employee benefit payments charged to profit or loss
25.3  Actuarial assumptions .....

25.4  Termination benefits.
25.5 Sensitivity analysis ...

26. Trade payables, other liabilities and provisions....
26.1  Provisions....
26.2 Grants..........

27. Financial instruments ..
27.1  Carrying amount....
27.2  Fair value hierarchy..
27.3  Material items of income, expenses, gains and losses disclosed in the statement of comprehensive income by category of financial

L0 (00 0T o T PPROPR

28. Objectives and policies of financial risk management

28.1 Risk related to raw material and petroleum product prices ...
28.1.1 Sensitivity analysis: market risk related to raw material and petroleum product price movements.
28.2 Risk related to prices of carbon (CO.) allowances ......
28.2.1 Sensitivity analysis: market risk related to movements in prices of carbon
P2 TR R OV =T o [0y S QTP T TP PP
28.3.1 Sensitivity analysis with respect to market risk associated with fluctuations in currency exchange rates ...
28.4  Interest rate risk
28.4.1 Sensitivity analysis: market risk related to interest rate movements
28.5  Liquidity risk....
28.6  Creditrisk ....

29. Capital management......

30. Contingent liabilities and assets..
30.1 Material court, arbitration or administrative proceedings and other risks of the Parent or its subsidiaries ..
30.2  Other contingent liabilities

31. Related parties
31.1 Transactions with related entities in which the Group holds equity interests .
31.2  Entity having CONLIOI Of tNE GROUP .....coviiiiiiiitiit ittt b ettt ea e h bt e bbb e e b e e b e e s bt e s b e e a s e bt s b e b e e bt e bt e bt eab e e s nae e naeenne s
31.3 Transactions with related entities of which the State Treasury has control or joint control or on which the State Treasury has significant

L1 LUT=T oo TP 85
31.4 Remuneration of members of the Management and Supervisory Boards, along with information on loans and other similar benefits

granted to members of the management and supervisory staff
31.5 Remuneration paid or payable to other members of key management staff
31.6 Transactions with related parties of members of the Management Board and the Supervisory Board....

APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS ...ttt 86

(This is a translation of a document originally issued in Polish)



$» LOTOS

THE LOTOS GROUP
Consolidated financial statements for 2016
PLN ‘000

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

2016 2015
Note
Revenue 8 20,931,090 22,709,442
Cost of sales 9.1 (17,215,704) (20,249,028)
Gross profit 3,715,386 2,460,414
Distribution costs 9.1 (1,291,069) (1,284,846)
Administrative expenses 9.1 (425,893) (459,120)
Other income 9.3 107,065 48,291
Other expenses 9.4 (250,832) (341,341)
Operating profit 1,854,657 423,398
Finance income 9.5 26,677 100,637
Finance costs 9.6 (304,816) (688,243)
Share in net profit/loss of equity-accounted joint ventures 14 2,894 (31,066)
Pre-tax profit/(loss) 1,579,412 (195,274)
Corporate income tax 10.1 (564,195) (68,026)
Net profit/(loss) 1,015,217 (263,300)
Other comprehensive income/(loss)
Iltems that may be reclassified to profit or loss: (118,250) (282,407)
Exchange differences on translating foreign operations (6,326) 5,946
Cash flow hedges 21 (138,178) (355,973)
Corporate income tax relating to cash flow hedges 10.1 26,254 67,620
Items that will not be reclassified to profit or loss: 1,729 782
Actuarial gain/(loss) under post-employment benefits 2,030 2,211
Corpqrate income tax relating to actuarial gain/(loss) under post-employment 10.1 (301) (1,429)
benefits
Other comprehensive income/(loss), net (116,521) (281,625)
Total comprehensive income/(loss) 898,696 (544,925)
Net profit/(loss) attributable to:
Owners of the Parent 11 1,015,247 (263,263)
Non-controlling interests (30) (37)
1,015,217 (263,300)
Total comprehensive income/(loss) attributable to:
Owners of the Parent 898,726 (544,888)
Non-controlling interests (30) (37)
898,696 (544,925)
Net profit/(loss) attributable to owners of the Parent per share (PLN)
Weighted average number of shares (‘000) 11 184,873 184,873
- basic 11 5.49 (1.42)
- diluted 11 5.49 (1.42)
The Notes to the consolidated financial statements, presented on pages 8 to 85,
are an integral part of the statements.
4

(This is a translation of a document originally issued in Polish)
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THE LOTOS GROUP

Consolidated financial statements for 2016
PLN ‘000

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Note Dec 31 2016 Dec 31 2015
ASSETS
Non-current assets
Property, plant and equipment of the downstream segment 13 8,261,718 7,845,051
Intangible assets of the downstream segment 13 170,005 174,729
Property, plant and equipment of the upstream segment 13 2,389,960 2,723,371
Intangible assets of the upstream segment 13 481,831 489,690
Equity-accounted joint ventures 14 98,087 70,745
Deferred tax assets 10.3 596,034 924,478
Derivative financial instruments 24 20,918 8,697
Other non-current assets 16 312,113 201,008
Total non-current assets 12,330,666 12,437,769
Current assets
Inventories 17 3,333,591 3,235,816
- including emergency stocks 2,008,909 1,881,494
Trade receivables 16 2,251,727 1,550,900
Current tax assets 7,973 11,953
Derivative financial instruments 24 79,958 208,482
Other current assets 16 577,236 856,336
Cash and cash equivalents 18 744,616 859,699
Total current assets 6,995,101 6,723,186
Non-current assets (or disposal groups) held for sale 542 8,377
Total assets 19,326,309 19,169,332
EQUITY AND LIABILITIES
Equity
Share capital 19 184,873 184,873
Share premium 20 2,228,310 2,228,310
Cash flow hedging reserve 21 (812,812) (700,888)
Retained earnings 6,945,460 5,928,484
Translation reserve 64,955 71,281
Equity attributable to owners of the Parent 8,610,786 7,712,060
Non-controlling interests 108 138
Total equity 8,610,894 7,712,198
Non-current liabilities
Borrowings, other debt instruments and finance lease liabilities 23 3,980,537 4,454,460
Derivative financial instruments 24 36,316 54,306
Deferred tax liabilities 10.3 57,358 47,626
Employee benefit obligations 25 168,537 182,252
Other liabilities and provisions 26 1,200,922 1,292,571
Total non-current liabilities 5,443,670 6,031,215
Current liabilities
Borrowings, other debt instruments and finance lease liabilities 23 1,576,739 2,544,848
Derivative financial instruments 24 172,920 110,845
Trade payables 26 1,718,178 1,232,510
Current tax payables 49,220 11,770
Employee benefit obligations 25 135,612 122,201
Other liabilities and provisions 26 1,619,076 1,403,745
Total current liabilities 5,271,745 5,425,919
Total liabilities 10,715,415 11,457,134
Total equity and liabilities 19,326,309 19,169,332

The Notes to the consolidated financial statements, presented on pages 8 to 85,
are an integral part of the statements.

(This is a translation of a document originally issued in Polish)
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THE LOTOS GROUP
Consolidated financial statements for 2016

PLN ‘000
CONSOLIDATED STATEMENT OF CASH FLOWS
(prepared using the indirect method)
Note 2016 2015
Cash flows from operating activities
Net profit 1,015,217 (263,300)
Adjustments: 1,708,766 1,810,253
Income tax 10.1 564.195 68,026
Share in net profit/(loss) of equity-accounted joint ventures 14 (2.894) 31,066
Depreciation and amortisation 9.1 1.067.894 714,568
Foreign exchange (gains)/losses 37,599 348,234
Interest and dividends 174,988 177,702
(Gain)/loss from investing activities 12,737 69,902
Impairment losses on property, plant and equipment and other
intangible assets 9.4 156.459 85,817
Settlement and valuation of financial instruments 9.5;9.6 33.511 (78,809)
(Increase) in trade receivables (671,945) (144,399)
(Increase)/decrease in other assets (126,840) 54,473
(Increase)/decrease in inventories (126,488) 719,073
Increase/(decrease) in trade payables 457,690 (460,329)
Increase in other liabilities and provisions 130,134 187,754
Increase in employee benefit obligations 1,726 37,175
Income tax paid (70,103) (58,884)
Net cash from operating activities 2,653,880 1,488,069
Cash flows from investing activities
Dividends received — equity-accounted joint ventures - 837
Dividends received from other entities 1,972 907
Interest received 11,441 16,053
Sale of property, plant and equipment and other intangible assets 28,449 23,615
Sale of organised part of business - 2,600
Z:Srg?:lse of property, plant and equipment and other intangible (1,243,660) (758,582)
Cash contributions — equity-accounted joint ventures 14 (24,365) (3,898)
Cash for the EFRA Project 433,357 (433,357)
Security deposit (margin) (26,394) (4,293)
flial::rillﬁ;sefsor future costs of decommissioning of oil and gas extraction (187,162) (414)
Security deposit under EPCM contract for the offshore production
unit in the B-8 field 16 10,620 (10.488)
Option premium payment - (4,907)
Settlement of derivative financial instruments (7,435) 10,554
Other cash used in investing activities - (602)
Net cash from investing activities (1,003,177) (1,161,975)
Cash flows from financing activities
Proceeds from bank borrowings 23.1 379,313 798,209
Proceeds from non-bank borrowings 23.2 1,155 -
Proceeds from issue of Series D shares in Grupa LOTOS S.A. - 981,268
Cash flows attributable to changes in interests in subsidiaries not ) (31)
resulting in loss of control
Repayment of bank borrowings 23.1 (1,499,446) (1,161,456)
Repayment of non-bank borrowings 23.2 (11,611) (10,781)
Redemption of notes 23.3 (19,209) (19,350)
Arrangement fees paid under credit facilities - (57,202)
Interest paid (203,725) (172,969)
Decrease in finance lease liabilities (31,218) (19,957)
Settlement of derivative financial instruments 183,286 (222,192)
Other cash used in financing activities - (820)
Net cash from financing activities (1,201,455) 114,719
Total net cash flow 449,248 440,813
Effect of exchange rate fluctuations on cash held 3,440 3,944
Change in net cash 452,688 444,757
Cash at beginning of period 278,070 (166,687)
Cash at end of period 18 730.758 278,070

The Notes to the consolidated financial statements, presented on pages 8 to 85,
are an integral part of the statements.

(This is a translation of a document originally issued in Polish)
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THE LOTOS GROUP
Consolidated financial statements for 2016

PLN ‘000
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Equity
. n Cash flow Retained Translation attributable to  Non-controlling .
ST EERE SIEE eI hedging reserve earnings reserve owners of the interests eIl GGy
Parent
Jan 12016 184,873 2,228,310 (700,888) 5,928,484 71,281 7,712,060 138 7,712,198
Net profit (loss) - - - 1,015,247 - 1,015,247 (30) 1,015,217
Other comprehensive income/(loss), net - - (111,924) 1,729 (6,326) (116,521) - (116,521)
Total comprehensive income/(loss) - - (111,924) 1,016,976 (6,326) 898,726 (30) 898,696
Dec 31 2016 184,873 2,228,310 (812,812) 6,945,460 64,955 8,610,786 108 8,610,894
Jan 12015 184,873 2,229,626 (412,535) 6,190,989 65,335 8,258,288 175 8,258,463
Net loss - - - (263,263) - (263,263) (37) (263,300)
Other comprehensive income/(loss), net - - (288,353) 782 5,946 (281,625) - (281,625)
Total comprehensive income/(loss) - - (288,353) (262,481) 5,946 (544,888) (37) (544,925)
Issue cost - (1,316) - - - (1,316) - (1,316)
Other - - - (24) - (24) - (24)
Dec 31 2015 184,873 2,228,310 (700,888) 5,928,484 71,281 7,712,060 138 7,712,198
The Notes to the consolidated financial statements, presented on pages 8 to 85,
are an integral part of the statements.

7
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Consolidated financial statements for 2016
Notes to the financial statements
PLN ‘000

NOTES TO THE FINANCIAL STATEMENTS
1. General information

Grupa LOTOS Spoétka Akcyjna (“Grupa LOTOS S.A.”, the “Company”, the “Parent”), was established on September 18th 1991. The
Company’s registered address is ul. Elblgska 135, 80-718 Gdansk, Poland.

The principal business activity of the LOTOS Group (the “LOTOS Group” or the “Group”) consists in the manufacturing and processing
of refined petroleum products and their wholesale and retail sale. The Group’s business also includes acquisition of crude oil and natural
gas deposits and oil and gas production. Based on the classification applied by the Warsaw Stock Exchange, Grupa LOTOS S.A. is
included in the fuel sector.

2. Composition of the Group and its changes

The LOTOS Group comprises Grupa LOTOS S.A. (the Parent), a number of production, service and trading companies which are direct
or indirect subsidiaries of Grupa LOTOS S.A., and one foundation.

Below is presented key information on the Group entities, as well as the Group’s ownership interests as at December 31st 2016, which
did not change relative to December 31st 2015.

Name Registered office Description of business Group’s ownership interest

Parent

Downstream segment

Manufacturing and processing of refined
e Grupa LOTOS S.A. Gdansk petroleum products (mainly fuels) and their Not applicable
wholesale

Fully-consolidated direct subsidiaries

Upstream segment

* LOTOS Petrobaltic S.A. (parent of Acquisition of crude oil and natural gas deposits,

another group: LOTOS Petrobaltic Gdansk ’ 99.99%
extraction of hydrocarbons

Group)

Downstream segment
Wholesale and retail sale of fuels and light fuel oil,

e LOTOS Paliwa Sp. z 0.0. Gdansk management of the LOTOS service station 100.00%
network

o LOTOS Oil Sp. 7 0.0. Gdansk Mar?ufacturlng and sale o_f lubricating oils and 100.00%
lubricants, sale of base oils

e LOTOS Asfalt Sp. z 0.0. Gdansk Manufacturing and sale of bitumens 100.00%

e LOTOS Kolej Sp. z o0.0. Gdansk Railway transport 100.00%
Maintenance of mechanical and electric

e LOTOS Serwis Sp. z 0.0. Gdansk operations and controlling devices, overhaul and 100.00%
repair services

¢ LOTOS Lab Sp. zo.0. Gdansk Laboratory testing 100.00%

e LOTOS Straz Sp. zo.o0. Gdansk Fire service activities 100.00%

e LOTOS Ochrona Sp. z 0.0. Gdansk Security services 100.00%

o LOTOS Terminale S.A. (parent of Czechowice-

another group: LOTOS Terminale Dziedzi Storage and distribution of fuels 100.00%

ziedzice

Group)

® LOTOS Infrastruktura S.A. (parent of T . !

another group: LOTOS Infrastruktura Jasto Storag_e and distribution of fuels; renting and 100.00%
operating of own or leased real estate

Group)

by LQTQS Gaz S.A. wlikwidacji (in Krakow Dormant 100.00%

liquidation)

Non-consolidated direct subsidiaries @

e Infrastruktura Kolejowa Sp. z 0.0. Gdansk Dormant 100.00%
Socially beneficial activity within the scope of

o LOTOS Foundation Gdansk public tasks defined in the Act on Public Benefit 100.00%

and Volunteer Work; the foundation does not
conduct any business activity

(This is a translation of a document originally issued in Polish) 8
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THE LOTOS GROUP

Consolidated financial statements for 2016
Notes to the financial statements

PLN ‘000

Name

Registered office

Description of business

Group’s ownership interest

Fully-consolidated indirect subsidiaries

Downstream segment

o RCEKoenergia Sp. z 0.0. Cze(_:hovylce- Production and distribution of electricity, heat and 100.00%
Dziedzice gas
 LOTOS Biopaliwa Sp. z 0.0. CZD‘*ZTQSZIV;G Production of fatty acid methyl esters (FAME) 100.00%
Upstream segment
. ) Crude oil exploration and production on the
e LOTOS Exploration and Production Norway, Norwegian Continental Shelf, provision of services 99.99%
Norge AS Stavanger . . - :
incidental to oil and gas exploration and production
e Aphrodite Offshore Services N.V. Curagao Sea transport services (dormant) 99.99%
eB8Sp.z0.0. Gdanisk Suppo_rt activities for extraction and quarrying 99.99%
operations
e B8 Spotka z ograniczong . Crude oil and natural gas exploration and o
odpowiedzialnoscig BALTIC S.K.A. Gdarisk production 99.99%
e Miliana Shipholding Company Ltd. )
(parent of another group: Miliana Nicosia, Cyprus tStorage and tr_ansport of crude oil, other sea 99.99%
; ’ ransport services
Shipholding Group)
e Technical Ship Management
Sp. z o0.0. (parent of another . Sea transport support activities. ship operation o
group: Technical Ship Gdarisk advisory services 99,99%
Management Group)
e SPV Baltic Sp. z 0.0. Gdansk Provision of sea transport and related services 99,99%
e Miliana Shipmanagement Ltd. Nicosia, Cyprus  Provision of sea transport and related services 99,99%
e Miliana Shipping Group Ltd.
(parent of another group: Miliana  Nicosia, Cyprus  Management of own assets 99,99%
Shipping Group Group)
e Bazalt Navigation Co. Ltd. Nicosia. Cyprus  Ship chartering 99,99%
Ethrann Navigation Company Nicosia. Cyprus  Ship chartering 99,99%
Eu:(ambr Navigation Company Nicosia. Cyprus  Ship chartering 99,99%
e St Barbara Navigation — ; . o
Company Ltd. Nicosia. Cyprus  Ship chartering 99,99%
e Petro Icarus Company Ltd. Nicosia. Cyprus  Ship chartering 99,99%
Ethetro Aphrodite Company Nicosia. Cyprus  Ship chartering 99,99%
e AB LOTOS Geonafta (parent of . ) . . . -
another group: AB LOTOS Geonafta gthuetrélal, Crudg oil explch]ratlon adnd pl)rodfuctl%n, d;lllmg 09.99%
Group) argzdai services, purchase and sale of crude oi
e UAB Genciu Nafta L'thu%ma.’ Crude oil exploration and production 99,99%
Gargzdai
o UAB Manifoldas L'thuana.’ Crude oil exploration and production 99,99%
Gargzdai
o Energobaltic Sp. z 0.0. Wiadystawowo Production of electricity, heat, LPG and natural gas 99.99%

condensate

@ The companies were excluded from consolidation due to immateriality of the amounts disclosed in their financial statements as at December 31st 2016
(IFRS 10 Consolidated Financial Statements).

For information on the Group’s interests in equity-accounted joint ventures, see Note 14.
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3. Basis of preparation

These consolidated financial statements (“consolidated financial statements”, “financial statements”) have been prepared in accordance
with the International Financial Reporting Standards (“IFRS”) endorsed by the European Union and in effect as at December 31st 2016.
Given the ongoing process of implementation of the IFRSs in the European Union and the scope of the Group’s business, as far as the
accounting policies applied by the Group are concerned, there is no difference between the IFRSs which have come into force and the
IFRSs endorsed by the European Union for 2016, save for the principles which have been modified or introduced as a result of applying
new IFRS regulations for annual periods beginning on or after January 1st 2016 (see Note 4). In particular, these financial statements
have been prepared taking into account amendments to IAS 1 Presentation of Financial Statements with respect to disclosures. The
Group has made changes in the scope and form of disclosures in terms of:

. materiality — immaterial disclosures are not presented, even if required under a given standard,

. aggregation or disaggregation of certain items in order to enhance clarity and usefulness of the information presented,

. accounting policies — only those policies are presented that have a material impact on the presentation of the Group’s results
and situation.

These consolidated financial statements have been prepared on the assumption that the Group companies will continue as going
concerns in the foreseeable future. As at the date of authorisation of these financial statements for issue, no circumstances were
identified which would indicate any threat to the Group companies’ continuing as going concerns.

4.  New standards and interpretations

The following new standards, amendments to the existing standards and interpretations have been endorsed by the European Union

(the “EU"):

e  Amendments to IAS 16 Property, Plant and Equipment and IAS 41 Agriculture: bearer plants (issued on June 30th 2014),
effective for annual periods beginning on or after January 1st 2016,

. Amendments to IFRS 11 Joint Arrangements: accounting for acquisitions of interests in joint operations (issued on May 6th
2014), effective for annual periods beginning on or after January 1st 2016,

. Amendments to IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets: clarification of acceptable methods of
depreciation and amortisation (issued on May 12th 2014), effective for annual periods beginning on or after January 1st 2016,

. Amendments introduced as part of the Annual Improvements cycle 2012-2014 (issued on September 25th 2014), effective
for annual periods beginning on or after January 1st 2016,

. Amendments to IAS 1 Presentation of Financial Statements: disclosures (issued on December 18th 2014), effective for
annual periods beginning on or after January 1st 2016,

. Amendments to IAS 27 Separate Financial Statements: equity method in separate financial statements (issued on August
12th 2014), effective for annual periods beginning on or after January 1st 2016,

. Amendments to IFRS 10 Consolidated Financial Statements, IFRS 12 Disclosure of Interests in Other Entities, and IAS 28
Investments in Associates and Joint Ventures: investment entities: applying the consolidation exception (issued on December
18th 2014), effective for annual periods beginning on or after January 1st 2016;

. IFRS 15 Revenue from Contracts with Customers (issued on May 28th 2014), including amendments to IFRS 15 Effective
date of IFRS 15 (issued on September 11th 2015), effective for annual periods beginning on or after January 1st 2018,

. IFRS 9 Financial Instruments (issued on July 24th 2014), effective for annual periods beginning on or after January 1st 2018.

New standards, amendments to the existing standards and interpretations which have not been endorsed by the European Union:

. IFRS 14 Regulatory Deferral Accounts (issued on January 30th 2014) — pursuant to the European Commission’s decision, the
process leading to the approval of a preliminary version of the standard will not be initiated until the issue of its final version;
effective for annual periods beginning on or after January 1st 2016,

. IFRS 16 Leases (issued on January 13th 2016), effective for annual periods beginning on or after January 1st 2019,

. Amendments to IFRS 10 Consolidated Financial Statements and IAS 28 Investments in Associates and Joint Ventures: sale
or contribution of assets between an investor and its associate or joint venture (issued on September 11th 2014) — work on
approval of the amendments has been postponed by the EU for an indefinite term; thus, the effective date of the amendments
has been postponed by the IASB for an indefinite term;

. Amendments to IAS 12 Recognition of Deferred Tax Assets for Unrealised Losses (issued on January 19th 2016), effective
for annual periods beginning on or after January 1st 2017;

. Amendments to IAS 7 Disclosure Initiative (issued on January 29th 2016), effective for annual periods beginning on or after
January 1st 2017,

. Clarifications to IFRS 15 Revenue from Contracts with Customers (issued on April 12th 2016), effective for annual periods
beginning on or after January 1st 2018,

. Amendments to IFRS 2 Classification and Measurement of Share-Based Payment Transactions (issued on June 20th 2016),
effective for annual periods beginning on or after January 1st 2018,

. Amendments to IFRS 4 Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts (issued on September 12th
2016), effective for annual periods beginning on or after January 1st 2018,

. Amendments introduced as part of the Annual Improvements cycle 2014-2016 (issued on December 8th 2016) -
amendments to IFRS 12 and IFRS 1, effective for annual periods beginning on or after January 1st 2017, and amendments to
IAS 28, effective for annual periods beginning on or after January 1st 2018,

. IFRIC Interpretation 22 Foreign Currency Transactions and Advance Consideration (issued on December 8th 2016), effective
for annual periods beginning on or after January 1st 2018,

. Amendments to IAS 40 Transfer of Investment Property (issued on December 8th 2016), effective for annual periods
beginning on or after January 1st 2018.

The Group has not elected to early adopt any of the standards, interpretations, or amendments endorsed by the EU which were not
effective as at December 31st 2016.

(This is a translation of a document originally issued in Polish) 10



¢y LOTOS

THE LOTOS GROUP
Consolidated financial statements for 2016
Notes to the financial statements
PLN ‘000

The Management Board’s analysis and preliminary assessment of the impact of the new and amended standards on the Group’s
accounting policies and future financial statements covered in particular the effect of the new IFRS 9, IFRS 15 and IFRS 16, as their
application may result in changes to the Group’s accounting and financial reporting policies in 2017-2019.

IFRS 9 Financial Instruments

The new IFRS 9 removes the categories of
financial assets under IAS 39 and
introduces classification of instruments as
measured at fair value (fair value through
profit or loss — FVTPL, or fair value through
other comprehensive income — FVTOCI) or
at amortised cost.

IFRS 9 introduces a new impairment model
based on expected loss, and new
guidelines for hedge accounting, designed
to simplify the existing solutions and better
reflect risk management rules.

The preliminary assessment of financial assets in terms of their classification under IFRS 9 has
shown that most assets currently recognised as loans and receivables (including trade receivables
and cash) will continue to be measured at amortised cost. The Group is also analysing whether a
separate business model should be identified with respect to receivables covered by factoring
arrangements, which could require that such receivables be measured at FVTPL. This change,
however, is not expected to have any material effect on the valuation of this portfolio at the time of
initial application of IFRS 9, that is, in the period beginning on January 1st 2018.

As regards impairment, currently the Group recognises only losses incurred, mostly based on
individual testing of assets, so the requirement to recognise expected losses will have a one-off
effect on retained earnings upon initial application of IFRS 9. The Management Board is considering
application of the simplifications and practical expedients permitted under IFRS 9 in this respect.

With respect to hedge accounting, the Management Board believes that the current hedging
relationships can be maintained after implementation of the new standard, however hedge
accounting documentation and requirements relating to hedge effectiveness testing will require
appropriate adjustments.

After an analysis of risks and benefits related to the application of hedge accounting solutions set
outin IFRS 9 is completed, the Management Board will select a date for the adoption of the
required solutions.

Since work on the implementation of IFRS 9 is still under way, it is not possible to fully and reliably
assess the impact of the changes, and therefore the Group has not disclosed their quantitative
effect on its future financial results.

IFRS 15 Revenue from Contracts with Customers and clarifications to IFRS 15

IFRS 15 Revenue from Contracts with
Customers, which is to replace IAS 18, IAS
11 and the related interpretations,
establishes in a systematic way the
principles for recognition of revenue from
contracts with customers. The standard
introduces, among other things, a single
five-step model for revenue recognition,
applicable to all contracts with customers
and based on the identification of
performance obligations under a contract
and allocation of transaction revenue to
such obligations. IFRS 15 also clarifies how
variable consideration should be estimated
and how to determine whether a contract
includes a financing arrangement, and
differentiates between recognition of
performance obligations under a contract as
satisfied over time or satisfied at a certain
point in time.

The clarifications to IFRS 15 provide
additional information and explanations
concerning key assumptions adopted in
IFRS 15. Besides additional clarifications,
exemptions and simplifications for first-time
adopters were also introduced.

The Group has started an analysis of the impact of IFRS 15 but has not decided on the
implementation method (fully retrospective or modified retrospective) yet.

The identified transactions and economic events that may be affected to any extent by the changes
to recognition principles under the new regulations will be subject to further analysis in terms of
potential differences in revenue recognition. The next phase of the IFRS 15 impact assessment will
include : i) identification of performance obligations (e.g. multiple performance partnership
agreements, fuel and oil supply contracts with wholesalers, comprehensive service contracts for the
supply of products and services related to infrastructural and mining projects, or contracts on
transport and logistics services), ii) estimation of the variable consideration (e.g. volume discounts,
post-sale awards in fuel and oil supply contracts), and iii) separation of lease components from
service contracts, and accounting for transactions as sale or exchange of non-cash assets where
there is a production imbalance.

On the basis of the preliminary assessment and given the limited scale of transactions in the case
of which different revenue recognition may be required under the new regulations, the Group
believes that the adoption of IFRS 15 should not have a material effect on the revenue figure
disclosed in the consolidated financial statements at the time of the standard’s initial application, i.e.
in the period beginning on January 1st 2018.

Since the Group is currently implementing IFRS 15, as at December 31st 2016 it was not possible
to reliably estimate the impact of its application on the Group’s financial results.
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IFRS 16 Leases

The new IFRS 16 Leases establishes In the opinion of the Management Board, as at December 31st 2016, a significant number of

principles for the recognition, measurement, operating lease, finance lease, lending-for-use, rental and lease agreements to which Group

presentation and disclosure of leases. The  companies are parties may be classified as leases within the meaning of IFRS 16. Those

new standard will abolish the classification agreements were executed in both of the Group’s reporting segments and provide for: lease of land,

of leases as operating and finance leases warehouse or office space, rental of various vehicles (including rolling stock, car fleets, ships,

under IAS 17, and will provide a single barges and tankers) and fuel terminals, as well as production plant and machinery and office

lessee accounting model (for detailed equipment.

accounting policies and estimates related to

finance and operating leases as currently The Group has performed a general preliminary analysis of the contracts that meet the definition of

recognised, see Notes 16.2, 23.4.1 and 23). alease under IFRS 16, and expects a material increase in the amounts of lease assets and
liabilities (especially related to lease of vehicles in the downstream segment) in the consolidated
statement of financial position following application of the new regulations, i.e. after January 1st
2019.

To make a preliminary assessment of the potential impact on the Group of the new accounting
regulations on lease agreements, it is necessary to consider the minimum future payments under
operating leases, presented in Note 23.4.1 (Undisclosed liabilities under operating lease
agreements). The amount of minimum discounted future payments represents an estimation of how
the liabilities would have increased if the standard had been applied as at December 31st 2016. It
should be noted, however, that recognition of the assets and liabilities will be different than
prescribed for operating leases under the previously applicable IAS 17. At present, lease payments
are usually accounted for on a straight-line basis. It is expected that following the changes resulting
from implementation of IFRS 16, lease assets presented in the consolidated statement of financial
position will continue to be accounted for on a straight-line basis, while lease liabilities will be
accounted for using the effective interest rate, which will result in increased charges in the initial
periods following execution of or amendment to a lease agreement, and their reduction over time.

The Group has not prepared a detailed simulation of changes to be included in the financial
statements for the period of initial application of IFRS 16, that is after January 1st 2019, but is
planning to perform appropriate analyses and calculations in 2017-2018.

5. Use of accounting assumptions, estimates and judgements

The preparation of financial statements in accordance with the International Financial Reporting Standards requires making a number of
assumptions, judgements and estimates which affect the value of items disclosed in these financial statements.

Although the assumptions and estimates are based on the management’s best knowledge of the current and future events and
developments, the actual results might differ from the estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Any change in an accounting estimate is recognised in
the period in which it was made if it refers exclusively to that period, or in the current period and future periods if it refers to both the
current period and future periods. Material assumptions used in making the estimates are described in the relevant notes to these
financial statements.

While making assumptions, estimates and judgements, the Company’s Management Board (Management Board) relies on its
experience and knowledge and may take into consideration opinions, analyses and recommendations issued by independent experts.

Critical assumptions and estimates

Employee benefit obligations

Employee benefit obligations are estimated using actuarial methods. For information on the actuarial assumptions and valuation of
employee benefit obligations, see Note 25.3.

Depreciation and amortisation

Depreciation and amortisation of the assets of onshore and offshore oil and gas extraction facilities is calculated (using the units-of-
production method) based on 2P hydrocarbon reserve estimates (proved and probable reserves), evaluated, revised and updated by the
Group, as well as forecast production volumes from the individual oil and gas fields based on geological data, test production,
subsequent production data and the schedule of work adopted in the long-term strategy.

Depreciation and amortisation charges on refining and other non-current assets are determined based on the expected useful lives of
property, plant and equipment and intangible assets. The Group reviews the useful lives of its assets annually, based on current
estimates. The relevant estimate update which had an effect on the Group’s financial statements for 2016 pertained mainly to the Parent
and resulted in a PLN 1,565 thousand decrease in its depreciation and amortisation.

Fair value of financial instruments

Fair value of financial instruments for which no active market exists is measured with the use of appropriate valuation methods. In
selecting the methods and assumptions appropriate for these objectives, the Group relies on professional judgement.

For more information on the assumptions adopted for the measurement of fair value of financial instruments, see Note 7.22.
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Deferred tax assets

The Group recognises deferred tax assets if it is assumed that taxable income will be generated in the future against which the assets
can be utilised. If taxable profit deteriorates in the future, this assumption may prove invalid. The Parent's Management Board reviews its
estimates regarding the likelihood of recovering deferred tax assets taking into account changes in the factors on which such estimates
were based, new information and past experience.

For information on deferred tax assets, see Note 10.3.

Impairment of cash-generating units, individual items of property, plant and equipment, and intangible assets

If there is any indication of impairment, the Company is required to estimate the recoverable amounts of assets o cash-generating units.
While determining the recoverable amount, the Company takes into account such key variables as discount rates, growth rates and price
indices.

As at December 31st 2016, following an analysis of cash flows for individual cash-generating units and the required impairment tests for
assets, the Group made necessary adjustments to assets and disclosed detailed information on the assumptions and test results in Note
13.

Recognition of revenue from sale of crude oil and natural gas in Norway

In line with the Group’s accounting policy, revenue from sale of hydrocarbons produced from the fields on the Norwegian Continental
Shelf in which the Group holds interests is recognised using the entittements method (see Note 7.2), in proportion to the Group’s
entitlement to production from a given field. Revenue from oil and gas sales disclosed in the statement of comprehensive income for a
given reporting period is estimated based on up-to-date data on production from the individual fields in the reporting period. Any
differences between the amount of actual revenue from sale of crude oil produced from the Heimdal producing fields: Skirne, Vale and
Atla, and the Sleipner producing fields: Sleipner Ost, Sleipner Vest, Gungne and Loke, and the Group’s revenue estimated based on the
contractual share of production from the fields are recognised in the statement of financial position under trade receivables and trade
payables, which in 2016 amounted to PLN 121,095 thousand and PLN 34,003 thousand, respectively (2015: PLN 13,742 thousand and
PLN 9,974 thousand).

Provision for decommissioning of the upstream segment’s facilities and land reclamation

As at the end of each reporting period, the Group analyses the costs necessary to decommission oil and gas extraction facilities and the
expenditure to be incurred on future land reclamation. As a result of those analyses, the Group adjusts the value of the land reclamation
provision recognised in previous years to reflect the estimated amount of necessary future costs. Any changes in the estimated time
value of money are also reflected in the amount of the provision. For information on the rules for recognition of those provisions, see
Note 7.26.1 and for information on provisions disclosed in these financial statements for 2016, see Note 26.1.

Professional judgement in accounting

Collective control of an investee or operation

The Group and two or more investors collectively control an investee when they must act together to direct the relevant activities. In such
cases, because no investor can direct the activities without the cooperation of other investors, no investor individually controls the
investee. The Group assesses whether it shares control of an arrangement, which — in accordance with IFRS 11 Joint Arrangements —
may be defined either as a joint venture or a joint operation, taking into consideration whether all parties to the relevant arrangement
have control of it, whether they share exposure, or rights, to variable returns from their involvement with the investee, and whether they
have the ability to jointly use their power over the investee to affect the amount of their returns.

As at the end of the reporting period, the Group was involved in joint operations under projects carried out in the Heimdal fields in
Norway, and in joint ventures (see Note 14), as defined in IFRS 11, and in that respect, considering all facts and circumstances, it had
joint control.

As at December 31st 2016, the Group also held interests in the Sleipner gas fields in Norway. Upon their acquisition in December 2015
(see Note 13.1.1 in the Consolidated financial statements for 2015), the Group entered into an agreement with the other holders of the
Sleipner, Gungne, Loke, Alfa Sentral and PL046D licences. Considering the IFRS 11 criteria, the Group’s operations in the above fields
do not represent joint arrangements as defined in the standard and the Group does not have joint control of the operations as there is
more than one combination of parties that can agree to make significant decisions. Therefore, for the purpose of correct recognition and
measurement of transactions related to the operations in the Sleipner fields, the Group applies other relevant IFRSs taking into account
its interest in the fields, which ensures that there are no material differences in the accounting recognition and measurement of
transactions related to these operations and the manner of recognising operations which are carried out jointly with the Heimdal licence
interest holders and meet the definition of joint operations within the meaning of IFRS 11.

Classification of lease agreements

The Group classifies its lease agreements as finance leases or operating leases based on the assessment of the extent to which the
risks and rewards incidental to asset ownership have been transferred from the lessor to the lessee. Such assessment is in each case
based on the economic substance of a given transaction. At the inception of a lease, the Group assesses all facts, circumstances and
conditions, and specifies the objectives and intentions concerning the agreement, in order to determine if substantially all the risks and
rewards of ownership have been transferred to the lessee. In the event of material amendments to a lease, the Group performs a
reassessment of the lease classification, applying the same rules as in the initial classification of the lease agreement.
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Classification of natural gas and crude oil assets in financial statements

The Group classifies its natural gas and crude oil assets as exploration and evaluation assets, development assets or production assets,
relying on its professional judgement.

Once the size of a deposit is confirmed and its production plan is approved, the expenditure on natural gas and crude oil assets is
transferred from exploration and evaluation assets to appropriate items of property, plant and equipment or intangible assets classified
as development or production assets.

The decision to present natural gas and crude oil assets in the financial statements under development assets or production assets is
made taking into account all conditions and circumstances related to the upstream project and the subsequent production from the field.

For information on accounting policies concerning natural gas and crude oil assets, see Note 7.11. For presentation and details of those
assets in these financial statements, see Note 13.2.

6. Change of information presented in previous reporting periods and change of accounting policies

The Group recorded no material changes of estimated amounts reported in prior periods, where such changes would have a material
effect on the current reporting period.

7. Accounting policies

These consolidated financial statements have been prepared in accordance with the historical cost principle, except with respect to derivative
financial instruments, which are measured at fair value, and financial liabilities measured at amortised cost.

The key accounting policies applied by the Group are presented below.

7.1 Consolidation

These consolidated financial statements have been prepared on the basis of the financial statements of the Parent and financial statements of its
subsidiaries and jointly-controlled entities, prepared as at December 31st 2016.

All significant balances and transactions between the related entities, including material unrealised profits on transactions, have been eliminated in
their entirety. Unrealised losses are eliminated unless they are indicative of impairment.

Subsidiaries are fully consolidated starting from the date when the Group assumes control over them and cease to be consolidated when the
control is lost. According to IFRS 10 Consolidated Financial Statements, the Group controls an investee when it is exposed or has rights to
variable returns from its involvement with the investee and has the ability to affect those returns through its power over the investee.

The Group and two or more investors collectively control an investee when they must act together to direct the relevant activities. In such cases,
because no investor can direct the activities without the cooperation of other investors, no investor individually controls the investee. Interests in
joint ventures held by the Group (see Note 14) are accounted for with the equity method (see Note 7.29).

7.2 Revenue

Revenue is disclosed at the fair value of consideration received or due for the sale of products, merchandise and services, executed in the
ordinary course of business, less discounts, value added tax (VAT) and other sales-related taxes (excise duty, fuel charge). Revenue from sale of
products and merchandise is recognised at the moment of delivery, when material risks and rewards resulting from the ownership of the products
and merchandise have been transferred to the purchaser. Revenue from sale of crude oil and natural gas in Norway is recognised and disclosed
using the entitlements (rights) method.

The entitlements method is one of two methods for recognition of revenue commonly applied by oil and gas producers (with the sales method as
the alternative) and allowed under IFRS. The Management Board believes that the entittements method ensures a fair and accurate presentation
of the assets, financial performance and profitability of the Group’s joint operations in oil and gas producing fields.

For logistical reasons, when hydrocarbons are produced from a field by a number of interest holders there are naturally occurring differences
between the volumes actually received by individual interest holders and their respective contractual share of production (to which they are entitled
under relevant agreements). Thus, it is necessary to apply a special mechanism to account for such differences. In accordance with the
entittements method applied by the Group, revenue is always recognised in the Group’s accounting books in accordance with its entitlement to
production from the field. The correct amount of revenue in the financial statements is arrived at in the following manner: the overlift party, i.e. the
interest holder which receives hydrocarbons in excess of contractual share of production from a field in a given period, recognises the excess in its
accounting books as a liability rather than revenue. Conversely, the underlift party (the party receiving less than its entittement in a given period)
recognises the underlift as a receivable (revenue). In the consolidated statement of financial position, assets and liabilities under the entitlements
method are presented as Trade receivables and Trade payables. For more information on estimates related to the application of the entitlements
method, see Note 5.
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7.3 Dividend income

Dividend is recognised as finance income as at the date on which the appropriate governing body of the dividend payer resolves on distribution of
profit, unless the resolution specifies another dividend record date. Although this classification policy does not follow directly from IAS 18, the
Group decided to disclose dividend income under finance income since this is a common practice among entities, other than financial institutions,
applying IFRSs. The Group applies this classification policy in a consistent manner.

7.4 Interestincome

Interest income is recognised as the interest accrues (using the effective interest rate), unless its receipt is doubtful. The Group recognises interest
income under finance income, which does not follow directly from IAS 18 but is a common practice among entities, other than financial institutions,
applying IFRSs. The Group applies this classification policy in a consistent manner.

7.5 Income tax

Mandatory decrease in profit/(increase in loss) comprises current income tax (CIT) and deferred income tax. The current portion of income tax is
calculated based on net profit/(loss) (taxable income) for a given financial year. Net profit (loss) for tax purposes differs from net profit (loss) for
accounting purposes due to temporary differences between revenue amounts calculated for these two purposes, including income which is
taxable and costs which are tax-deductible in a period other than the current accounting period, as well as permanent differences attributable to
income and cost which will never be accounted for in tax settlements. The tax charges are calculated based on the tax rates effective for a given
financial year.

For the purposes of financial reporting, the Company calculates deferred tax liabilities taking into account all temporary differences existing as at
the end of the reporting period between the tax base of assets and liabilities and their carrying amounts as disclosed in the financial statements.

Deferred tax liability is recognised for all taxable temporary differences:

. except to the extent that the deferred tax liability arises from the initial recognition of goodwill or the initial recognition of an asset or
liability in a transaction which is not a business combination and, at the time of the transaction, affects neither accounting pre-tax profit
nor taxable income (tax loss), and

. in the case of taxable temporary differences associated with investments in subsidiaries, jointly-controlled entities or associates and
interests in joint ventures, unless the investor is able to control the timing of the reversal of the temporary differences and it is probable
that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are disclosed in relation to all deductible temporary differences, unused tax assets, and unused tax losses brought forward in
the amount of the probable taxable income which would enable these differences, assets and losses to be used:

. except to the extent that the deferred tax assets related to deductible temporary differences arise from the initial recognition of an
asset or liability in a transaction which is not a business combination and, at the time of the transaction, affects neither accounting pre-
tax profit nor taxable income (tax loss), and

. in the case of deductible temporary differences associated with investments in subsidiaries, jointly-controlled entities or associates and
interests in joint ventures, the related deferred tax assets are recognised in the statement of financial position to the extent it is
probable that in the foreseeable future the temporary differences will be reversed and taxable income will be generated which will
enable the deductible temporary differences to be offset.

The carrying amount of deferred tax assets is revised as at the end of each reporting period and is subject to appropriate reduction to the extent it
is no longer probable that taxable income sufficient for its partial or full realisation would be generated.

Deferred tax assets and deferred tax liabilities are calculated using tax rates expected to be effective at the time of realisation of particular asset or
liability, based on tax rates (and tax legislation) effective as at the end of the reporting period or tax rates (and tax legislation) which as at the end
of the reporting period are certain to be effective in the future. The effect of deferred tax on items posted directly to equity is recognised in equity
through other comprehensive income.

Deferred tax assets and deferred tax liabilities are presented in the statement of financial position in the amount obtained after they are offset for
particular consolidated entities.

7.6 Value-added tax (VAT), excise duty and fuel charge

Revenue, expenses, assets and liabilities are recognised net of the VAT, excise duty and fuel charge:

. except where the value-added tax (VAT) paid on the purchase of assets or services is not recoverable from the tax authorities (in such
a case it is recognised in the cost of a given asset or as part of the cost item), and
. except in the case of receivables and payables which are recognised inclusive of the value-added tax, excise duty and fuel charge.

The net amount of value-added tax, excise duty and fuel charge recoverable from or payable to tax authorities is carried in the statement of
financial position under receivables or liabilities, as appropriate.

7.7 Functional currency, presentation currency and foreign currency translation
The Parent’s functional currency and the presentation currency of these consolidated financial statements is the Polish ztoty (“ztoty”, “zt”, “PLN").

These consolidated financial statements have been prepared in thousands of zloty and, unless indicated otherwise, all amounts are stated in
thousands of ztoty.
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The financial statements of foreign entities are translated into the presentation currency of the consolidated financial statements at the following
exchange rates:

. items of the statement of financial position — at the mid rate quoted by the National Bank of Poland for the end of the reporting period
(NBP’s mid rate for the end of the reporting period),
. items of the statement of comprehensive income — at the exchange rate computed as the arithmetic mean of mid rates quoted by the

National Bank of Poland for the end of each month in the reporting period (NBP’s average mid rate for the reporting period).
The resulting exchange differences are recognised as a separate component in equity and other comprehensive income.

Exchange differences on translating foreign operations comprise exchange differences resulting from the translation into the ztoty of the financial
statements of foreign companies and groups of companies.

Exchange differences arising on a monetary item that forms a part of a reporting entity’s net investment in a foreign operation are recognised in
equity and other comprehensive income, and on disposal of the investment they are reclassified to consolidated profit or loss in the statement of
comprehensive income.

At the time of disposal of a foreign entity, the accumulated exchange differences recognised in equity and relating to this foreign entity are taken to
profit or loss.

Goodwill and fair value adjustments arising on the acquisition of a foreign operation are treated as assets or liabilities of the foreign operation and
are translated into the presentation currency of the financial statements at the exchange rate effective for the end of the reporting period.

The following exchange rates were used in the valuation of items of the statement of financial position:

NBP’s mid rate quoted for: Dec 312016 © Dec 312015 ©@
UsD 4.1793 3.9011
EUR 4.4240 4.2615
NOK 0.4868 0.4431

WNBP’s mid rates table, effective for December 31st 2016.
@NBP’s mid rates table, effective for December 31st 2015.

The following exchange rates were used in the valuation of items of the statement of comprehensive income:

NBP’s average mid rate for the reporting period 2016 @ 2015 @
UsD 3.9680 3.7928
EUR 4.3757 4.1848
NOK 0.4725 0.4664

® Based on the arithmetic mean of the mid rates quoted by the NBP for the last day of each full month in the period January 1st-December 31st 2016.
@ Based on the arithmetic mean of the mid rates quoted by the NBP for the last day of each full month in the period January 1st-December 31st 2015.

7.8 Foreign currency transactions

Business transactions denominated in foreign currencies are reported in the consolidated financial statements after translation into the Group’s
presentation currency (Polish ztoty) at the following exchange rates:
. the exchange rate actually applied on that date due to the nature of the transaction — in the case of sale or purchase of foreign
currencies;
. the mid rate quoted for a given currency by the National Bank of Poland (the “NBP”) for the day immediately preceding the transaction
date — in the case of payment of receivables or liabilities where there is no rationale for using the exchange rate referred to above, and
for other transactions.

The exchange rate applicable to purchase invoices is the mid rate quoted by the NBP for the last business day immediately preceding the invoice
date, and the exchange rate applicable to sales invoices is the mid rate quoted by the NBP for the last business day immediately preceding the
sale date.

Any foreign exchange gains or losses resulting from currency translation are posted to the statement of comprehensive income (including
intercompany foreign currency transactions), except for foreign exchange gains and losses which are treated as a part of borrowing costs and are
capitalised in property, plant and equipment (foreign exchange gains and losses on interest and fees and commissions). Non-monetary items
measured at historical cost in a foreign currency are translated at the exchange rate effective as at the date of the initial transaction. Non-monetary
items measured at fair value in a foreign currency are translated at the exchange rate effective as at the date of determining the fair value.

The Company calculates realised and unrealised foreign exchange gains (losses) separately and recognises the resulting total balance in the
statement of comprehensive income under:

. operating profit or loss: in the case of foreign exchange gains and losses related to settlement of trade receivables and payables,

. finance gain or loss: in the case of e.g. borrowings, investment commitments, and cash and cash equivalents.
Exchange differences on end-of-period valuation of short-term investments (e.g. shares and other securities, loans advanced, cash and cash
equivalents) and receivables and liabilities denominated in foreign currencies are charged to finance income or costs and operating income or
expenses.
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7.9 Property, plant and equipment and intangible assets
7.9.1 Property, plant and equipment

Items of property, plant and equipment other than land are measured at cost less accumulated depreciation and impairment losses.

Land is measured at cost less impairment losses. In the case of perpetual usufruct rights to land, cost is understood to mean the amount paid for
the right to a third party. Perpetual usufruct rights to land obtained free of charge are carried at fair value in the accounting books.

Initial value of an item of property, plant and equipment comprises its cost, which includes all costs directly related to its acquisition and bringing it
to working condition for its intended use. The cost also includes the cost of replacing component parts of plant and equipment, which is recognised
when incurred, provided that relevant recognition criteria are fulfilled. Costs incurred on an asset which is already in service, such as costs of
repairs and overhauls or operating fees, are expensed in the reporting period in which they were incurred.

The initial value of property, plant and equipment includes borrowing costs (see Note 7.22).

Items of property, plant and equipment (including their components), other than land and property, plant and equipment comprising production
infrastructure, are depreciated using the straight-line method over their estimated useful lives.

Items of property, plant and equipment comprising production infrastructure used in crude oil and natural gas extraction are depreciated using the
units-of-production_method, where depreciation per unit of produced crude oil or natural gas charged to expenses. The depreciation rate is
estimated by reference to forecasts of crude oil and gas production from a given geological area. If the estimated hydrocarbon reserves (2P —
proved and probable reserves) change materially as at the end of the reporting period, depreciation per unit of produced crude oil or natural gas is
remeasured. Then, starting from the new financial year, the revised depreciation rate is applied (see Note 5).

Items of property, plant and equipment under construction are measured at the amount of aggregate costs directly attributable to their acquisition
or production (including finance costs) less impairment losses, if any. Items of property, plant and equipment under construction are not
depreciated until they are ready for their intended use.

Depreciation method Depreciation period /useful life

Land (excluding perpetual usufruct rights) Not depreciated
Property, plant and equipment under construction Not depreciated
Other property, plant and equipment

Buildings, structures Straight-line method From 1 to 80 years

Plant and equipment Straight-line method From 1 to 25 years

Vehicles, other Straight-line method From 1 to 15 years
Property, plant and equipment comprising production infrastructure Units-of-production The depreciation rate is estimated by
used in crude oil and natural gas extraction method reference to forecasts of crude oil and gas

production from a given geological area (2P —
proved and probable reserves).

The residual values, useful economic lives and depreciation methods are reviewed on an annual basis and adjusted, if required, with effect from
the beginning of the next financial year.

An item of property, plant and equipment may be removed from the statement of financial position if it is sold or if the entity does not expect to
realise any economic benefits from its further use. Any gains or losses on derecognition of an asset from the statement of financial position
(calculated as the difference between net proceeds from its sale, if any, and the carrying amount of the asset) are disclosed in the statement of
comprehensive income in the period of derecognition.

The Group’s property, plant and equipment comprising production infrastructure include assets corresponding to the amount of provision for
decommissioning of oil and gas extraction facilities (see also Note 7.26.1). These assets are recognised in accordance with IAS 16 Property, Plant
and Equipment, which states: “Cost of an item of property, land and equipment includes [...] the initial estimate of the costs of dismantling and
removing the item and restoring the site on which it is located, the obligation for which an entity incurs when the item is acquired or as a
consequence of having used the item during a particular period for purposes other than to produce inventories during that period”. The Group’s
obligation to incur costs of decommissioning of the oil and gas extraction facilities results directly from the reasons specified in IAS 16. Under
Section 63 of the standard, entities are obliged to review the value of the assets periodically, at least as at the end of each reporting period.

Revaluation of the assets may be caused by:
. change in the estimate of the cash outflow that will be necessary to ensure performance of the decommissioning obligation,
. change in the current market discount rate,
. change in the inflation rate.

Expenditure on property, plant and equipment used in exploration for and evaluation of crude oil and natural gas resources is capitalised until the
deposit volume and the economic viability of production are determined; such expenditure is presented in a separate item of property, plant and
equipment in accordance with IFRS 6 Exploration for and Evaluation of Mineral Resources. Upon confirmation of existence of reserves in the case
of which extraction is technically feasible and economically viable, such expenditure is transferred to relevant items of property, plant and
equipment classified as development or production assets, and is subsequently depreciated using the units-of-production method (see above)
based on the volume of reserves and actual production.

If expenditure on property, plant and equipment under construction does not result in discovery of any reserves in the case of which extraction is

technically feasible and economically viable, impairment losses on property, plant and equipment under construction are recognised and charged
to profit or loss of the period in which it is found that commercial production from the deposits is not viable.
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7.9.2 Goodwill

The acquirer recognises the acquiree’s goodwill as at the acquisition date, in the amount equal to the excess of the difference between (A) the
amount of consideration transferred, measured at its acquisition-date fair value, including the value of any non-controlling interests in the acquiree,
(B) the acquisition-date fair value of the acquirer’s previously held equity interest in the acquiree (in the case of a business combination achieved
in stages), and (C) the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed measured at fair values
as at the transaction date.

Goodwill = (C) - (A) - (B)

In the case of a business combination achieved in stages, the acquirer remeasures its previously held equity interest in the acquiree at its
acquisition-date fair value and recognises the resulting gain or loss in the statement of comprehensive income.

Following initial recognition, goodwill is carried at cost less cumulative impairment losses. Goodwill is tested for impairment once a year. It is not
amortised.

As at the acquisition date, the acquired goodwill is allocated to each of the identified cash-generating units that may benefit from the synergies of
the business combination, provided that goodwill may not be allocated to a cash-generating unit higher than an operating segment. The Group
calculates impairment of value by estimating the recoverable amount of a cash-generating unit (“*CGU”) to which goodwill has been allocated. If
the recoverable amount of the CGU is lower than its carrying amount, an impairment loss is recognised. If goodwill is a part of a CGU and the
Group sells a part of the CGU’s business, the goodwill pertaining to the sold business is included in the carrying amount of the sold business for
the purpose of calculating gain or loss on disposal of the part of business. In such a case, goodwill pertaining to the sold business should be
measured using the relative value of the sold business, pro-rata to the interest in the retained part of the CGU.

7.9.3 Other intangible assets

Intangible assets other than goodwill comprise oil exploration and production licences in Lithuania acquired as part of a business combination,
expenditure incurred on oil and gas exploration licences on the Norwegian Continental Shelf, other production and exploration licences in Poland,
software licences, patents, trademarks, acquired CO2 emission allowances and intangible assets under development.

Intangible assets are initially recognised at cost if they are acquired in separate transactions. Intangible assets acquired as part of a business
combination are recognised at fair value as at the transaction date. Subsequent to initial recognition, intangible assets are carried at amounts
reflecting accumulated amortisation and impairment losses.

Licences obtained in Lithuania during the step acquisition of the AB LOTOS Geonafta Group companies are disclosed under intangible assets
classified as development or production assets and amortised using the unit-of-production method, where amortisation per unit of produced crude
oil is charged to expenses. The amortisation rate is estimated by reference to forecasts of hydrocarbon production from a given field. If the
estimated hydrocarbon reserves (2P — proved and probable reserves) change materially as at the end of the reporting period, amortisation per unit
of produced crude oil or natural gas is remeasured. Then, starting from the new financial year, the revised amortisation rate is applied.

Expenditure on oil and gas exploration licences on the Norwegian Continental Shelf is presented as a separate item of intangible assets, as
required under IFRS 6 Exploration for and Evaluation of Mineral Resources, and is not amortised until the technical feasibility and commercial
viability of extraction is demonstrated. For more information on the accounting policies concerning expenditure on exploration for and evaluation of
mineral resources, see Note 7.11.1.

Except capitalised development expenditure, expenditure on intangible assets produced by the Company is not capitalised but is charged to
expenses in the period in which it was incurred.

Amortisation method Amortisation period /useful life
Development and production assets
Licences (Lithuania, Poland) Units-of-production method The amortisation rate is estimated by reference to
forecasts of hydrocarbon production from a given
field (2P — proved and probable reserves).
Exploration and evaluation assets

Oil and gas exploration licences on the Not amortised until the technical feasibility and commercial viability of extraction
Norwegian Continental Shelf is demonstrated

Other intangible assets
Software licences, patents and trademarks Straight-line method from 2 to 40 years.

Acquired CO2z emission allowances
Intangible assets under development Not amortised

The amortisation period and the amortisation method for an intangible asset are reviewed at the end of each financial year. Changes in the

expected useful life or pattern of generation of the future economic benefits embodied in an intangible asset are reflected by changing the
amortisation period or amortisation method, as appropriate, and are treated as changes in accounting estimates (see Note 5).
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7.10 Impairment of non-financial non-current assets

As at the end of each reporting period, the Group assesses whether there is an indication of impairment of any of its assets. If the Group finds that
there is such indication or if it is required to perform annual impairment tests, the recoverable amount of the asset is estimated.

The recoverable amount of an asset is equal to the higher of:

. the fair value of the asset or cash generating unit in which such asset is used, less cost to sell, or
. the value in use of the asset or cash generating unit in which such asset is used.

The recoverable amount is determined for the individual assets, unless a given asset does not generate separate cash flows largely independent
from those generated by other assets or asset groups. If the carrying amount of an asset is higher than its recoverable amount, the value of the
asset is impaired and an impairment loss is recognised, reducing the asset’s carrying amount to the established recoverable amount.

In assessing value in use, the projected cash flows are discounted to their present value (at a pre-tax discount rate) which reflects current market
assessments of the time value of money and risks specific to the asset. Any impairment losses on non-financial assets used in operations are
recognised under other expenses.

The Group assesses at the end of each reporting period whether there is any indication that previously recognised impairment of an asset no
longer exists or should be reduced. If there is such indication, the Group again estimates the recoverable amount of the asset, and the recognised
impairment loss is reversed if, and only if, there has been a change in the estimates used to determine the asset’s recoverable amount since the
last impairment loss was recognised. In such a case, the carrying amount of the asset is increased up to its recoverable amount. Such increased
amount may not exceed the carrying amount of the asset that would have been determined (net of accumulated amortisation or depreciation) had
no impairment loss been recognised for the asset in previous years. Reversal of an impairment loss on a non-financial non-current asset is
immediately recognised as other income. Following reversal of an impairment loss, in the subsequent periods the amortisation/depreciation charge
for the given asset is adjusted so that its revised carrying amount, less residual value, can be regularly written off over the remaining useful life of
that asset.

The Group offsets corresponding items of other income and expenses, including impairment losses and their reversals, in accordance with IAS 1
Presentation of Financial Statements (Section 34) and recognises them in the statement of comprehensive income on a net basis.

7.11 Non-current assets comprising production infrastructure used in crude oil and natural gas extraction
7.11.1 Expenditure on crude oil and natural gas exploration and evaluation (exploration and evaluation assets)

Exploration for and evaluation (appraisal) of mineral resources means the search for crude oil and natural gas resources, and determination of the
technical feasibility and commercial viability of their extraction.

From the moment of obtaining the right to explore for hydrocarbons in a given area to the moment when the technical feasibility and commercial
viability of extracting mineral resources is determined, expenditure directly connected with exploration for and evaluation of oil and gas resources
is recognised in accordance with IFRS 6 Exploration for and Evaluation of Mineral Resources as a separate item of non-current assets. The
expenditure includes the costs of acquisition of exploration rights, costs of exploration rigs, salaries and wages, consumables and fuel, insurance,
costs of geological and geophysical surveys, as well as costs of other services.

The Group classifies its hydrocarbon exploration and evaluation assets as property, plant and equipment or intangible assets, depending on the
type of the acquired assets, and applies this classification policy in a consistent manner.

Once the size of a deposit is confirmed and its production plan is approved, the expenditure is transferred to appropriate items of property, plant
and equipment or intangible assets classified as development and production assets (see also Note 7.9.1).

The Group examines the need to recognise impairment losses on exploration and evaluation assets by considering whether in relation to a
specific area:

. the period for which the Group has the right to explore in the specific area has expired during the current financial year or will
expire in the near future, and is not expected to be renewed,

. no substantial expenditure on further exploration for and evaluation of mineral resources is anticipated,

. exploration for and evaluation of mineral resources have not led to discovery of commercially viable quantities of mineral resources
and the Group has decided to discontinue such activities,

. sufficient data exist to indicate that, although development in the specific area is likely to proceed, the carrying amount of the
exploration and evaluation asset is unlikely to be recovered in full from successful development or by sale.

If expenditure on property, plant and equipment under construction does not result in discovery of any reserves in the case of which extraction is
technically feasible and economically viable, impairment losses on property, plant and equipment under construction are recognised and charged
to profit or loss of the period in which it is found that commercial production from the deposits is not viable.

7.11.2 Assets related to production of crude oil and natural gas (development and production assets)

Assets related to production of crude oil and natural gas are recognised and measured in accordance with the accounting policies presented in
Note 7.9.1 (property, plant and equipment) and in Note 7.9.3 (intangible assets).

The Group’s property, plant and equipment comprising production infrastructure include assets corresponding to the amount of provision for
decommissioning of oil and gas extraction facilities (see Note 7.26.1). Those assets are recognised in accordance with IAS 16 Property, Plant and
Equipment, which states: “Cost of an item of property, land and equipment includes [...] the initial estimate of the costs of dismantling and
removing the item and restoring the site on which it is located, the obligation for which an entity incurs when the item is acquired or as a
consequence of having used the item during a particular period for purposes other than to produce inventories during that period”. The Group’s
obligation to incur costs of decommissioning of oil and gas extraction facilities results directly from the reasons specified in IAS 16. Under Section
63 of the standard, entities are obliged to review the value of the assets periodically, at least as at the end of each reporting period.
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Revaluation of the assets may be caused by:
. change in the estimate of the cash outflow that will be necessary to ensure performance of the decommissioning obligation,
. change in the current market discount rate,
. change in the inflation rate.
7.12 Leases

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership of the leased asset onto the
lessee. All other lease agreements are treated by the Group as operating leases.

The Group as a lessor

Finance leases are disclosed in the statement of financial position as receivables, at amounts equal to the net investment in the lease less the
principal component of lease payments for a given financial year calculated based on a pattern reflecting a constant periodic rate of return on the
lessor’s net investment outstanding in respect of the finance lease.

Finance income from interest on a finance lease is disclosed in the relevant reporting periods based on a pattern reflecting a constant periodic rate
of return on the net investment outstanding in respect of the finance lease.

Income from operating leases is recognised in the statement of comprehensive income on a straight-line basis over the lease term.

The Group as a lessee

Assets used under a finance lease are recognised as assets of the Group and are measured at fair value as at the acquisition date or, if lower, the
present value of the minimum lease payments. The resultant obligation towards the lessor is presented in the statement of financial position under
Finance lease liabilities. Lease payments are broken down into the interest component and the principal component so as to produce a constant

rate of interest on the remaining balance of the liability. Finance costs are recognised in the statement of comprehensive income.

Operating lease payments are recognised in the statement of comprehensive income on a straight-line basis over the lease term.

7.13 Inventories

Inventories are stated at the lower of cost or net realisable value.

Costs incurred in order to bring an inventory item to its present location and condition are accounted for in the following manner:

materials and merchandise — at cost,
. finished goods and work-in-progress — at the cost of direct materials and labour and an appropriate portion of indirect production costs,
established on the basis of normal capacity utilisation.

Net realisable value is the selling price estimated as at the end of the reporting period, net of value added tax, excise duty and fuel charge, less
any rebates, discounts and other similar items, and less the estimated costs to complete and costs to sell.

Decrease in inventories is established with the weighted average method.

Write-downs of products or semi-finished products, resulting from revaluation based on net realisable value, are posted to production costs. Write-
downs of merchandise are charged to cost of merchandise sold in the statement of comprehensive income.

As at the end of each reporting period, the Group estimates (based on an individual assessment of the usefulness of inventories for the purposes
of the Group’s business) the amount of write-downs of stored materials. If crude oil and refining product prices go down, the Group recognises an
inventory write-down to adjust the carrying amount of inventories, given the difference between their production cost and net realisable value, in
accordance with IAS 2. Write-downs of stored materials made due to their impairment are charged to production costs.

If the reason for making an inventory write-down no longer exists, the value of the inventory item is increased by an equivalent of the entire or part
of the write-down. For the sake of clarity and because of the economic substance of the operation, if a write-down is used, its reversal is reflected
in operating activities.

7.14 Emergency stocks

The Group maintains emergency stocks as required by the following acts:

. Act on Stocks of Crude Oil, Petroleum Products and Natural Gas, and on the Rules to be Followed in the Event of Threat to National
Fuel Security or Disruptions on the Petroleum Market of February 16th 2007 (Dz.U. of 2007, No. 52, item 343, dated March 23rd 2007,
as amended).

. Regulation of the Minister of Economy, Labour and Social Policy, on fuel stocks at energy sector companies, dated February 12th
2003 (Dz.U. No. 39, item 338, as amended).

These regulations define the rules for creating, maintaining and financing stocks of crude oil, petroleum products and fuels at energy sector
companies.

Emergency stocks are disclosed as current assets given their short turnover cycle. The Group’s emergency stocks include crude oil, petroleum
products (liquid fuels), LPG and coal. In the downstream segment, emergency stocks are maintained mainly by the Parent.
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7.15 Trade and other receivables, prepayments and accrued income

Trade receivables, which typically become due and payable in 7 to 60 days, are recognised and carried at amounts initially invoiced, less
impairment losses on doubtful receivables. Impairment losses on receivables are estimated when the collection of the full amount of receivables is
no longer probable. Uncollectible receivables are written off through the statement of comprehensive income when recognised as unrecoverable
accounts.

If the effect of time value of money is significant, the value of receivables is determined by discounting the projected future cash flows to their
present value at a pre-tax discount rate reflecting the current market estimates of the time value of money. If the discount method is applied, an
increase in receivables over time is recognised as finance income.

The Group recognises prepayments where costs relate to future reporting periods. Prepayments are recognised under other non-financial assets.

7.16 Cash and cash equivalents

Cash in hand and at banks, as well as short-term deposits held to maturity are measured at par value.

Cash and cash equivalents disclosed in the consolidated statement of cash flows comprise cash in hand, overdraft facilities, and those bank
deposits maturing within three months which are not treated as investment placements.

7.17 Non-current assets (or disposal groups) held for sale

Non-current assets (or disposal groups) are classified as held for sale if their carrying amounts will be recovered principally through a sale
transaction rather than through continuing use. This condition is deemed to be met only if the sale is highly probable and the asset (or disposal
group) is available for immediate sale in its present condition. Classification of an asset as held for sale means that the management intends to
complete the sale within one year from the change of its classification.

Non-current assets (or disposal groups) classified as held for sale are measured at the lower of their carrying amount or fair value less costs to
sell.

7.18 Equity

Equity is recognised in the consolidated financial statements by categories, in accordance with applicable laws and constitutional documents of
the consolidated entities.

The share capital of the LOTOS Group is the share capital of the Parent and is recognised at its par value, in the amount specified in the
Company'’s Articles of Association and in the relevant entry in the National Court Register.

7.19 Borrowings and other debt instruments

All borrowings and other debt instruments are initially recognised at cost, equal to the fair value, less cost of obtaining the financing.

Following initial recognition, borrowings and other debt instruments are measured at amortised cost, using the effective interest rate method.
Amortised cost includes the cost of obtaining financing and discounts, as well as premiums received on settlement of the liability. Upon removal of
the liability from the statement of financial position or recognition of impairment losses, gains or losses are recognised in the statement of
comprehensive income.

7.20 Employee benefit obligations
7.20.1 Retirement severance payments, length-of-service awards and other employee benefits

In accordance with the Collective Bargaining Agreement, the Group’s employees are entitled to length-of-service awards and severance payments
upon retirement due to old age or disability, as well as death benefits.

Also, the employees, retired employees, and pensioners covered by the Group’s social benefits are entitled to benefits from a separate social
fund, which is established pursuant to applicable national regulations (Company Social Benefits Fund).

According to IAS 19 Employee Benefits, old-age and disability retirement severance payments, as well as contributions to the Company Social
Benefits Fund to be used for payment of future benefits to retired employees, are classified as defined post-employment benefit plans, while
length-of-service awards, death benefits, and benefits paid to currently retired employees are reco