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Timeline

JANUARY 2006

The acquired Southern Refineries are
renamed LOTOS Czechowice S.A. and
LOTOS Jasto S.A.

The composition of the Supervisory Board of
Grupa LOTOS S.A. changes

The Merox unit of Grupa LOTOS S.A'’s refinery
in Gdansk is commissioned for use

The South Region Office is established
in Katowice

Implementation of the Periodic Work
Assessment System commences

FEBRUARY 2006

The fuel terminal at Grupa LOTOS S.A’s
refinery in Gdansk is launched

Grupa LOTOS S.A. and LOTOS Partner

Sp. z 0.0. enter into commercial agreements
for delivery of liquid fuels to Neste Polska
and BP Polska

MARCH 2006

Grupa LOTOS S.A. shares are included
in the PTX and CECE indices

Implementation of the Operational and
Management Excellence Programme
commences at Grupa LOTOS S.A.

Six subsidiary undertakings of the LOTOS
Group are awarded Integrated Management
System certificates

Grupa LOTOS S.A. and LOTOS Partner
Sp. z 0.0. enter into a commercial agreement
with Conoco Philips for delivery of liquid fuels

A logistics centre at LOTOS Asfalt Sp. z o0.0.
of Jasto is commissioned

APRIL 2006

Grupa LOTOS S.A. enters into a PLN 11bn
agreement with Shell's STASCO on delivery
of feedstock for the PKRT units

Qil brands Turdus SHPD and Turdus Powertec
are awarded Cummins certificates
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MAY 2006

The UAB LOTOS Baltija Office is opened
in Vilnius
LOTOS Biopaliwa and MAN conclude

an agreement for construction
of a biodiesel production unit

JUNE 2006

The General Shareholders Meeting
of Grupa LOTOS S.A. resolves to allocate
all profit earned in 2005 for investments

The Supervisory Board approves the “Strategy

for the LOTOS Group until 2012”

The candle factory is opened in Czechowice

JULY 2006

Completion of the integration process
between Grupa LOTOS S.A.'s Service
Companies - LOTOS Serwis, MONTO-REM
of Jasto and RC Remo of Czechowice

AUGUST 2006 |

The recoverable reserves in the two new
hydrocarbon reservoirs (B8 and B23) are
confirmed to be approx.100m barrels

Grupa LOTOS S.A. and Kuwait Petroleum

enter into an agreement for delivery of one
million barrels of Kuwaiti oil to the refinery

in Gdansk

SEPTEMBER 2006

LOTOS Oil S.A. receives the quality
management system certificate AQAP 2110

The composition of the Management Board
of Grupa LOTOS S.A. changes

OCTOBER 2006

The LOTOS Group takes part in the KIOGE
2006 International Oil and Gas Exhibition
hosted in Kazakhstan

Petrobaltic obtains a 10-year licence
to produce hydrocarbons from
the B8 reservoir

The tanker South Sea delivers one million
barrels of Kuwaiti oil

The Individual Investors’ Association awards
Grupa LOTOS S.A. in recognition of the best
annual report. Within the confines of the Best
Annual Report 2005 Competition — the first
annual report prepared in accordance

with IFRS/IAS

NOVEMBER 2006

Petrobaltic obtains a 20-year licence to
produce natural gas from the B6 reservoir

Grupa LOTOS S.A. and ABB Lummus Global
conclude an agreement for construction

of an HDS unit for diesel oil at the refinery

in Gdansk

DECEMBER 2006

Grupa LOTOS S.A. receives the Sports
Superpatron Award in Gdansk

Grupa LOTOS S.A's refinery in Gdansk
exceeds its annual nominal crude throughput
of 6 million tonnes



Financial Highlights

SELECTED CONSOLIDATED FINANCIAL DATA OF THE LOTOS GROUP

PLN’000 EUR’000
Year ended Year ended Year ended Year ended
Dec 31 2006 Dec 31 2005 Dec 31 2006 Dec 31 2005

Operating profit 798,346 1,069,907 204,751 265,928
Net profit attributable to equity 679.912 915.124 174377 257 456
holders of the parent ’ ’ ’ ’
Net profit attributable to minority 54 740 53715 14039 13.351
interests ’ ’ ’ ’
BBz LU E1EE LR I 654,441 598,182 167,844 148,679
operating activities ’ ' ’ ’
B G [ Ielere (el 1) (721,514) (916,062) (185,046) (227,689)
investing activities

MEREE N [T | [ LEEe ) (78,151) 930,316 (20,043) 231,232
financing activities ' ' ' '
Total net cash flow (143,629) 612,782 (36,836) 152,308
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PLN’000 EUR’000

As at As at As at As at

Dec 31 2006 Dec 31 2005 Dec 31 2006 Dec 31 2005

Total assets 7,926,475 6,989,609 2,068,927 1,810,873
S PG TTE I Eh 5,227,918 4,553,828 1,364,564 1,179,809
holders of the parent

Eqmlty at_trlt_autable 306,416 254,281 79,979 65,879
to minority interests

Total equity 5,534,334 4,808,109 1,444,543 1,245,689
Basic earnings per ordinary share 508 0.47 153 235

(PLN/EUR)

SHAREHOLDER STRUCTURE OF GRUPA LOTOS S.A. (AS AT DECEMBER 31ST 2006)

Diluted earnings per ordinary share
(PLN/EUR)

41.16%

I Nafta Polska S.A.
Other
I State Treasury

51.91%



Composition of the Supervisory
Board of Grupa LOTOS S.A.

JAN STEFANOWICZ

Member of the Supervisory
Board of Grupa LOTOS S.A.
Deputy Chairman

Mr Stefanowicz is a graduate of the
Faculty of Law at the Nicolaus Co-
pernicus University of Torun, legal
counsel, member of the Associa-
tion of Polish Economists, Chair-
man of the Board of the lus and
Lex Foundation, Chairman of the
Legal Counsel Commission of the
Supreme Bar Council, Chairman of
the Council of the Press Freedom
Monitoring Centre at the Polish
Journalists’ Association. Mr Ste-
fanowicz runs his own legal prac-
tice, while also being partner at the
Kancelaria Juris legal office.
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GRZEGORZ SZCZODROWSKI

BEATA ZAWADZKA

Member of the Supervisory
Board of Grupa LOTOS S.A.
Secretary

Mr Szczodrowski holds a PhD in
economics from the University of
Gdansk. Instructor and lecturer at
the Gdansk School of Banking and
the Bogdan Janski Academy of
Warsaw, as well as member of the
Association of Polish Economists.
Member of the Faculty Council at
the Faculty of Economics at the
University of Gdansk.

Member of the Supervisory
Board of Grupa LOTOS S.A.

Director of Ownership Supervision
Department of the Polish Ministry
of State Treasury. Ms Zawadzka
graduated from the Warsaw
School of Economics, where she
majored in finance and banking.
Since 1993, she has held various
positions in public administration.
At present, she serves as Director
of the Ownership Supervision
Department at the Ministry of State
Treasury.



From left: Beata Zawadzka, Jacek Moscicki, Jan Stefanowicz, Grzegorz Szczodrowski, Henryk Siodmok, Jacek Tarnowski

Supervisory Board as at December 31st 2006.

JACEK MOSCICKI

Member of the Supervisory
Board of Grupa LOTOS S.A.

Mr Moscicki graduated from the
Central School of Planning and
Statistics (now Warsaw School
of Economics) in Warsaw, with
a major in finance. He holds
a PhD degree in economics.
Currently, he is Chairman of the
Supervisory Board of Santander
Consumer Finance S.A. and
member of the Supervisory Board
of Computerland.

HENRYK SIODMOK

Member of the Supervisory
Board of Grupa LOTOS S.A.

Mr Siodmok holds a degree in
economics and foreign trade from
the Krakéw University of Econom-
ics. From 2004 to 2006, he served
as President of the Management
Board of Power Media Sp. z o.0.
Since 2006, he has been on the
Management Board of ATLAS
Sp. zo.0.

JACEK TARNOWSKI

Member of the Supervisory
Board of Grupa LOTOS S.A.

Mr Tarnowski graduated from the
Faculty of Transport Economics at
the University of Gdansk, honorary
Consul of the Republic of France in
Tréjmiasto (of Tri-City). President of
the Pomeranian Borrowing Fund.
He sat on the Supervisory Board of
the Industry Development Agency.
He advised the President of the
Polish Information and Foreign
Investment Agency.

On 28 May 2007, the General Shareholders Meeting of Grupa LOTOS S.A. appointed Mr. Jan Stefanowicz as
Chairman of the Supervisory Board of Grupa LOTOS S.A., and Ms. Marta B. Busz and Ms. Izabela Emerling
as Members of the Supervisory Board. Mr. Jacek Tarnowski was dismissed from the position of Member of the
Supervisory Board of Grupa LOTOS S.A.
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Letter from the Deputy Chairman of the
Supervisory Board of Grupa LOTOS S.A.

Ladies and Gentlemen,

The year 2006 was a year of highly satisfying results reported by the LOTOS Group, which confirmed
our optimistic assumptions made in previous years. It also ushered in the commencement of projects
of strategic importance for the LOTOS Group, which will allow us to further strengthen LOTOS’s market
position in the Baltic Sea region, translating into an increase in the Company’s shareholder value.

12
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I am happy to announce that in 2006 the Company’s Supervisory Board endorsed the “Strateqy for
the LOTOS Group until 2012” developed by its Management Board. The Company’s needs were aptly
assessed and its role in Poland'’s fuel security system was properly defined. Among the steps aimed
at improving the security of the country’s energy supplies, let me mention the decision to focus on the
Baltic Sea reservoirs as new sources of crude oil, the planned intensification of Petrobaltic’s operations
and the search for alternative oil suppliers in Kuwait and the Northern Sea region. In this respect the
LOTOS Group'’s strategy won full approval and support of the Polish government.

Ladies and Gentlermen, | have no doubt that Grupa LOTOS S.A. owes its achievements to the carefully
designed and consistently implemented strategy, which will be pursued taking into account the current
economic environment.

As Deputy Chairman of Grupa LOTOS S.A.’s Supervisory Board, who in 2006 acted also as its Chairman,
I wish to stress that the cooperation between all members of the body and the Company’s Management
Board has been very efficient. In my opinion, thanks to the jointly developed cooperation model,
shareholders may rest assured that corporate supervision over the Company’s business is exercised
impartially and that business projects implemented by its Management Board are assessed with the
right degree of expertise. Running a modern enterprise also involves commitment to the observance
of best practices and corporate governance principles. The LOTOS Group can also boast impressive
achievements in this area, which have earned it wide appreciation from customers, business partners,
shareholders and inhabitants of Pomerania.

In line with the adopted strategy, the coming years are to bring Grupa LOTOS S.A. strong growth and
continued enhancement of its management processes, which will go hand in hand with improving the
efficiency of all organisational units across the LOTOS Group. | am positive that the value of Grupa
LOTOS S.A. will be, as it has been to date, steadily growing to the satisfaction of our shareholders.

Jan A. Stefanowicz, Legal Counsel
Deputy Chairman of the Supervisory Board
Grupa LOTOS S.A.
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PAWEL OLECHNOWICZ

President of the Management Board
(since March 12th 2002)
Chief Executive Officer

Mr Olechnowicz graduated from the Krakow
University of Technology (Faculty of Technology
and Mechanisation of Foundry Engineering). In
1990-1996, he was President of the Management
Board and Director General of ABB Zamech Ltd.
Subsequently, for over two years, Mr Olechnowicz
worked at the headquarters of ABB Ltd Zurich in
Switzerland as Vice-President for Central and
Eastern Europe. In 1999-2000, Mr Olechnowicz
was Vice-President and Deputy Director General
of ZML Kety S.A., and from 2001 managed his
own consulting company: Pawet Olechnowicz-
Consulting.
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Composition of the Management
Board of Grupa LOTOS S.A.

MAREK PAWEL SOKOLOWSKI

Vice-President of the Management Board
(since April 19th 2002)
Production and Development Director

Mr Sokotowski graduated from the Technical
University of Gdansk (Faculty of Electrical
Engineering. He has worked at Rafineria Gdan-
ska S.A. (currently Grupa LOTOS S.A) since
1973. In 1990, Mr Sokotowski became Technical
Director and Management Board member. For
three consecutive terms in office, he was in
charge of plant engineering at the refinery and
execution of investment projects. In mid-2000, he
was appointed Chief of Technical Services and
the Company’s Proxy.



From left: Mariusz Machajewski, Jarostaw Krynski, Pawet Olechnowicz, Marek Pawet Sokofowski

MARIUSZ MACHAJEWSKI

Vice-President of the Management Board
(since June 19th 2006)
Chief Financial Officer

Mr Machajewski is a graduate of the Faculty
of Economics at the University of Gdansk.
In 1994-1997, he worked at Stocznia Gdynia S.A.
(Gdynia Shipyard). In 1997, he joined Rafineria
Gdanska S.A. (currently Grupa LOTOS S.A.), and
in 1999 he was placed in charge of managing the
company'’s controlling functions. Since mid-2002,
he has held the position of Chief Financial Officer.
In the period from April 2005 to June 2006, he
also served as the Company’s Proxy.

JAROSLAW KRYNSKI

Vice-President of the Management Board
(since October 9th 2006)
Chief Commercial Officer

Mr Krynski graduated from the Faculty of Fine
Mechanics at the Warsaw University of Technol-
ogy. In 1994, he joined Shell, where in 2000-2002
he served on the Management Board of Shell
Polska Sp. z 0.0., and then as Global Director for
Competition Strategy at the global headquarters
of Shell International in London (2002-2005). In
2005-2006, Mr Krynski was member of the Man-
agement Board of Nafta Polska S.A., and in Feb-
ruary 2006 he took the position of Vice-President
of Naftobazy Sp. z 0.0.
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Letter from the President of the
Management Board of Grupa LOTOS S.A.

The year 2006 was another excellent year for the LOTOS Group, both in terms of strong financial
performance and the successful execution of our strategy for building shareholder value. Let me present
an overview of the 2006 milestones which had a positive effect on our business, enhancing our prospects

of further rapid growth for many years to come.

The efforts undertaken by the Management Board of Grupa LOTOS S.A. have been rewarded with
satisfying performance. The scale of operations, market share and financial results reported by the
Group have been demonstrating a steady year-on-year growth. Following the launch by the Management
Board of the development programmes back in 2002, last year shareholder value was created based on
the development programme for the upsiream area (Petrobaltic S.A.) and the supplies area
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(diversification of supplies), the Comprehensive Technical Upgrade Programme (PKRT), the PROSTA
programme (expansion of the network of LOTOS service stations) and the Sales Force Development and
Optimisation Programme, in particular through intensification of commercial activities in Poland and in
the Baltic Sea region. In addition, the Operational and Management Excellence Programme is currently
underway (executed in cooperation with Shell).

One of the 2006 milestones took place on June 27th, when the Company’s Supervisory Board approved
the Strategy for the LOTOS Group until 2012, which maps out the development directions for the next
six years and provides for further growth of the Company value through making an optimum use of its

potential in three major business areas — oil production and supplies, refining and marketing.

If the Strategy objectives are met, from 2011 onwards our annual oil throughput should rise to 10.5 million
tonnes (up from the current level of 6 million tonnes), with a concomitant increase in the conversion ratio
and enhancement of the product mix to include production of diesel oil, whose supply still falls short of
the domestic demand. This will bolster the Company’s position in the Baltic Sea region, and its share
of the domestic retail and wholesale markets is expected to reach 10% and 30%, respectively. The
total capital expenditure to be incurred by the LOTOS Group in connection with its Strategy until 2012
amounts to PLN 7.3bn, out of which PLN 5bn has been earmarked to execute PKRT, a programme of

crucial importance from the point of view of the Group’s further development.

The LOTOS Group pioneers crude oil production from oil reserves discovered below the seabed of
the Baltic shelf. Currently, we own three reservoirs — the producing B3 reservoir, as well as the B8 and
B23 reservoirs. In 2006, the first trial wells were drilled on the B8 reservoir, confirming the quality of its
reserves and the viability of its development, which is scheduled to be launched in the second half of
2007. On the other hand, the seismic images of the B23 reservoir revealed its size to be considerably
larger compared to the B3 and B8 reserves, albeit the reservoir is located in much more challenging
marine conditions (more than 100 metres below the sea level). The LOTOS Group is now carrying out
preparatory work to begin production from of the B23 reserves. Trial wells will probably be drilled in
2008-2009, and the production is expected to begin after 2012.

In addition to implementing the plans for development of the reserves currently held by the LOTOS
Group, the Group is actively seeking to expand its portfolio of production projects both in the Baltic
Sea region and elsewhere in the world. However, given the estimated value of the necessary investment
outlays, such projects will probably require cooperation with industry partners. The development initia-
tives in the upstream area are aimed at ensuring security of the Company’s operations and the energy
security of Poland and, at the same time, at achieving incremental profit margins. As part of the strategy
for diversification of oil supplies, by 2012 we intend to satisfy more than 40% of our total oil requirements
with supplies from new sources, including a substantial portion (up to ca. 1m tonnes annually) from own

sources. The year 2006 saw the launch of our diversification strategy, when two tankerloads of Arab oil,
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ordered as part of cooperative arrangements with Kuwait Petroleumn Corporation, were processed on
a trial basis. We are also holding negotiations with other oil suppliers in order to identify alternative
sources of supplies and to optimise the quality and cost structure of the white product yield in future.

In 2006, the Gdarisk refinery processed 6.1m tonnes of oil — a historical record which corresponded to
101.6% of our throughput capacity. This is a positive proof of the superb work contributed by our tech-
nological staff with respect to maintenance and optimal utilisation of the processing lines. The LOTOS
Group sold over 7.0 million tonnes of products, up by 25% on the previous year’s figure. To note, the
Group’s sales outstripped its total production capacity by 15.6%, which testifies to a mismatch between
the domestic market’s production capacity and demand, while confirming that our decision to increase
the production capacity was well-advised. Some of the credit for the high sales volume must go to our

sales force, whose activities are already focused on potential future markets for our products.

The implementation of the PKRT Programme — the largest technical upgrade scheme ever to have been
undertaken by the LOTOS Group — is running smoothly and according to plan. The year 2006 was a time
of intensive work aimed at developing the Front End Engineering Design for the PKRT Programme. At the
end of December 2006, we received two bids for the Programme execution, from Fluor, an engineering
company, and from the Uhde/Technip consortium. The LOTOS Group is currently conducting negotia-
tions with the bidders to optimise the scope of work to be performed by the prospective contractors and
the final terms of the submitted bids. In June 2006, we placed the first orders for four reactors to be used
in the new Mild Hydrocracking Unit, which represent the critical element of the project, while also being

the most time-consuming one.

In 20086, as part of the strategy update, we made a decision to the programme of the Company’s technical
upgrade add to — the atmospheric distillation unit and the hydrodesulphurisation unit (HDS). The first of
these facilities will boost our basic processing capacity by 4.5m tonnes, up to the total of 10.5m tonnes,
while the additional HDS unit for diesel oils will accommodate larger production volumes and will make
the entire production output compliant with the strictest EU-imposed quality requirements. To achieve
the same end, the existing hydrocracking unit will be modernised — thanks to the new facilities, the
Company will no longer have to depend on imports of additional feedstock for the PKRT units and will
realise full margins on processing crude oil into high-margin products. Both production units (HDS and
hydrocracker) will be constructed under a licence from Chevron Lummus Global. In November, the first
contract for execution of the HDS project was concluded with ABB Lummus Global.

In 2006, the Company was developing its retail service station network through its subsidiary LOTOS
Paliwa Sp. z o.0. under the PROSTA project, which focused on the continued expansion of the COCO
and CODO station network (in particular by incorporating the ESSO and Slovnaft stations acquired near
the end of 2005 into the LOTOS network) and the development of the DOFQO station network. As at
December 31st 2006, the LOTOS service station network comprised 400 outlets, including 134 COCO

18



Grupa LOTOS S.A. / ANNUAL REPORT 2006

and CODO stations, 57 DOFO stations and 209 DODO stations. Additionally, all ESSO and Slovnaft
stations had been incorporated into the LOTOS fuel station network and re-branded as LOTOS.

Since their acquisition in February 2005, the Southern Refineries have been undergoing an operational
turnaround. As part of the programme, the Group’s capital structure was streamlined, for instance
through transformations and mergers of companies with overlapping business scopes. In parallel to the
restructuring efforts, the LOTOS Group is implementing new investment projects in various areas of the
oil market and related sectors. The Czechowice Refinery already operates a fuel terminal, and another
one is soon to be launched at the Jasfo Refinery. Additionally, a production centre of LOTOS Parafiny
Sp. z 0.0. was opened in Czechowice. Also in Czechowice a biofuel production plant, with the annual

capacity of 100 thousand tonnes, is being constructed.

It needs to be noted that thanks to its “friendly” restructuring, as well as the investment programmes
implemented by the LOTOS Group and its business expansion, it is possible to raise the total headcount
across the LOTOS Group and to preserve a majority of jobs at the Southern Refineries. The jobs made
redundant for market-driven reasons are being replaced with new posts created within the LOTOS
Group, which helps align the employees’ interests with efficient human resources management. As at
the end of 2006, the LOTOS Group’s total headcount was 5,624 employees, up by 3.5% relative to the
end of 2005.

I look forward at the years ahead with optimism, because | believe that we are creating a strong LOTOS
Group, whose ambitious development plans — once implemented — will allow it to maintain its competitive
edge for many years, laying a solid foundation for the establishment and future operations of the baltic
company LOTOS. Our overarching objective, successfully pursued since 2002, is to create shareholder
value. In the coming years, we intend to continue our efforts aimed at translating the vision of the LOTOS
Group presented in our strategy into tangible reality. Proud of our performance to date, we are intent on
adding to the existing successes in future.

%sr‘— /ypd»awfs,
f"&"'m E —

Pawet Olechnowicz

President of the Management Board
Chief Executive Officer

Grupa LOTOS S.A.
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The LOTOS Group

One of the key developments in 2006 was the adoption

of the Strategy of the LOTOS Group until 2012, approved

by the Supervisory Board on June 27th 2006.

The Strategy lays down the main directions for development
of the LOTOS Group over next six years and sets the objective
for the Company to become one of the leaders in Central
Europe and the Baltic Sea region.
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The LOTOS Group

MISSION AND VISION

MISSION

The LOTOS Group’s mission is to pursue innovative
growth in the areas of oil production, oil processing,
and distribution of products meeting the most
stringent quality standards, in a manner that
is environmentally friendly, compliant with the
energy security policy, guarantees full satisfaction of
customers, and ensures ongoing development of
employees and capitalisation on their capabilities.

STRATEGY

The strategic objective of Grupa LOTOS S.A. is to
secure a robust position in Central Europe and in
the Baltic Sea region as well as to establish an oil
concern with an international presence on the basis
of Grupa LOTOS S.A.

The “Strategy for the LOTOS Group to 2012”
adopted by the Company envisages creation of
shareholder value through optimal leveraging of
Grupa LOTOS S.A'’s existing capabilities and im-
plementing new development projects in three key
areas of its business, i.e. exploration and produc-
tion, ail refining and marketing.

22

VISION

The LOTOS Group seeks to become the most
reputed oil company in the Baltic Region in
terms of:

» quality of petroleum products

* quality of customer service

 professional management.

In the area of crude oil exploration and production,

the strategy provides for:

* increasing the annual oil production at the
Baltic Sea from 300 thousand tonnes to
1 million tonnes in 2012

* obtaining new licences and gaining direct
access to hydrocarbon reserves outside the
Baltic Sea

* improving security of oil supplies by diversify-
ing the supply sources so as to ensure that no
more than 60% of total supplies come from
a single source.
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In the area of oil refining, the Comprehensive Tech-
nical Upgrade Programme (PKRT) is being imple-
mented. Within its framework the following units
will be launched:

* an atmospheric and vacuum distillation unit,
with a nominal annual processing capacity of
approximately 4.5m tonnes

* avacuum and atmospheric residue deasphalt-
ing unit (SDA/ROSE)

* an MHC unit producing engine fuels
components, in particular for diesel oils, and

* an IGCC unit for gasifying oil processing
residue.

Other objectives pursued concurrently with the

PKRT Programme include:

» construction of a new diesel oil hydrotreating
unit which will enable production of the entire
range of diesel oils with sulphur content of 10
ppm, starting from 2009

* upgrade of the existing hydrocracking
unit and units producing motor gasolines;
and construction of a new xylene fraction
separation unit.

As for the marketing area, strategic objectives set

by Grupa LOTOS S.A. include:

* strengthening its market position and achieving
a 30% market share in fuel wholesale

* expanding its retail market share in Poland to
10% by 2010

» consolidating its leading position on the
domestic market of bitumen and paraffin
products

* gaining a 12% share in the LPG market by
2012

* securing a 50% share of finished packaged
oils in the total sales volume of oils.

Furthermore, Grupa LOTOS S.A. will actively par-
ticipate in the process of implementing European
Union’s objectives with respect to utilisation and
production of bio-components.

In the corporate area, the Corporate and Organi-
sational Restructuring Programme will be contin-
ued with a view to further enhancing the LOTOS
Group’s capital and organisational structure. The
Operational and Management Excellence Pro-
gramme is also lined up for implementation. The
Programme aims at obtaining such operational
parameters which would earn Grupa LOTOS S.A.
a place among the most efficient refineries
in Europe. As part of the Programme, Grupa
LOTOS S.A. will focus on the following issues:
* cost reduction and optimisation
* enhanced effectiveness of the production and
technological processes.
This long-term Programme is to be carried out
through 2012. Its successful implementation has
the cost-saving potential of USD 0.50 per barrel of
processed oil.

Following completion of the key strategic
programmes, which include:
e Exploration and Production Development

Programme

* Comprehensive Technical Upgrade
Programme

* Sales Force Development and Optimisation
Programme

* Operational and Management Excellence
Programme,

the competitive position of Grupa LOTOS S.A. and

its subsidiaries will be significantly strengthened.
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THE LOTOS GROUP STRUCTURE

Grupa LOTOS S.A.

# LOTOS Paliwa Sp. z 0.0. 100%

{ LOTOS Kolej Sp. z 0.0. 100%

{ LOTOS Ekoenergia S.A. 100%

{ LOTOS Asfalt Sp. z 0.0. 100%

{ LOTOS Qil S.A. 100%

# LOTOS Partner Sp. z 0.0. 100%

{ LOTOS Lab Sp. z 0.0. 100%

LOTOS
Czechowice S.A.

Rafineria Nafty
Glimar S.A. in bankruptcy
91.54%

LOTOS Jasto S.A.

80.01%

Petrobaltic S.A.
69%

# LOTOS Straz Sp. z 0.0. 100%

{ LOTOS Parafiny Sp. z 0.0. 100%

# LOTOS Mazowsze S.A. 100%

Sp. z0.0. 100%

LOTOS Hydrokompleks ‘

# UAB LOTOS Baltija 100%

# LOTOS Ochrona Sp. z 0.0. 100%

{ LOTOS Serwis Sp. z 0.0. 100%

{ BiproRaf Sp. z 0.0. 50%

LOTOS Park Technologiczny

{ LOTOS TANK Sp. z 0.0. 30% ‘
Sp.z0.0. 27.45%* !

RC Ekoenergia
Sp. z0.0. 100%

RC Paliwa
in liquidation
Sp.z0.0. 100%

LOTOS Biopaliwa
Sp. z0.0. 100%

35.58%

3 LOT Magazynowanie ‘
| PaliwiSmarow
: 100% ;

Zakiad Transportu
| TRANSGLIMAR !
. $p.z00.100%

| CKHGLMAR |
Sp.z0.0.100%

- B
| AGRO-GLIMAR
3 Sp.z0.0.100% |

28.

CHEMIPETROL
Sp. z0.0. 100%

MILIANA Shipping
Company Ltd.
99.9%

PETROSOFT.PL
Technologie
Informatyczne
Sp. z0.0. 100%

APHRODITE
Offshore Services
N.V. 100%

PLASTEKOL
Organizacja
Odzysku S.A. 67%

Polski Serwis
Ptynow Wiertniczych
Sp.z0.0. 10%

RJ SPED-KOL
Sp. z 0.0. in liquidation
100%

ENERGOBALTIC
Sp. 2 0.0. 46.6%

!

0.1%

LOTOS TANK
Sp. z0.0. 70%

50%

'

RC SERWIS Sp. z 0.0. 100%

Naftoport Sp. z 0.0. 8.97%
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* Kolaja&Partners Sp.

UAB NAFTOS
GAVYBA 42.7%

z 0.0. holds additionally, outside the LOTOS Group, 0.29% of the shares.
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THE LOTOS GROUP STRUCTURE

Registered
office

The LOTOS Group

Business profile

Parent Undertaking

Direct Subsidiary Undertakings

LOTOS Czechowice S.A. (parent

undertaking of another group, Czechowice
formerly Rafineria Czechowice S.A.)

LOTOS Jasto S.A.

(parent undertaking of another Jasto
group, formerly Rafineria Jasto S.A.)

production and processing of refined petroleum products
(mainly fuels) and their wholesale

wholesale and retail sale of fuels, light fuel oil, management
of the LOTOS service station network

sales of fuels and provision of services for retail networks
of international concerns; logistic services

sales of LPG, heavy fuel oil and special products (sulphur,
plasticizers, fuels containing recycled components)

production and sale of lubricating oils and lubricants,
domestic sales of base oils

production and sale of bitumen

construction of basic PKRT units; the company has
not commenced operations

railway transport

maintenance of mechanical and electric operations
and controlling devices, repairs

laboratory testing
fire protection
personal and property protection

production and sale of paraffin

storage and distribution of fuels

production and processing of refined petroleum products,
their wholesale and retail sale

acquisition of reserves, crude oil and natural gas production

wholesale and retail sale of lubricating oils in Lithuania,
Belarus, Ukraine and Latvia

design services for oil industry
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Registered

NEGIE office

Rafineria Nafty Glimar S.A. .
: Gorlice
(in bankruptcy)
LOTOS Hydrokompleks Sp. z o.0. Gorlice
LOTOS Park Technologiczny Gorlice
Sp. z o0.0.
Laboratorium "Badacz” Sp. z 0.0. Jasto
Indirect Subsidiary Undertakings
. Czechowice-
RC Ekoenergia Sp. z 0.0 Dricdzice
LOTOS Biopaliwa Sp. z 0.0. Czechowice-
(former RC Parafiny Sp. z 0.0.) Dziedzice
Czechowice-
RC Remo Sp. z o.0. DriEdkie
Czechowice-
CBA Racer Sp. z 0.0. Driedzice
. Czechowice-
RC Serwis Sp. z 0.0. Driedzice
RC Paliwa Sp. z o0.0. in liquidation e e
T Dziedzice
Czechowice-
RC Transport Sp. z o.0. Drieckiee
LOTOS Tank Sp. z 0.0 Jasto
Rafineria Jasto Monto-Rem Sp. z 0.0. Jasto
Plastekol Organizacja Odzysku S.A. Jasto
Rafineria Jasto Sped-Kol Sp. z o.0. Jasto
Petrosoft.pl Technologie
Jasto
Informatyczne Sp. z o.0.
Chemipetrol Sp. z 0.0. Jasto
Miliana Shipping Company Ltd. Cyprus
: . Netherlands
Aphrodite Offshore Services Ltd. Antilles

Business profile

refining (currently discontinued due to the company’s
bankruptcy)

construction and subsequent operation of hydrocomplex unit;
the company has not commenced operations

business and management consultancy services

services

services

no operations

services

services

services

trading (not commenced)

services

trading
services
services

no operations — lease of assets to LOTOS Kolej Sp. z 0.0.

services

trading — assets transferred to LOTOS Parafiny Sp. z 0.0.
in exchange for shares

services

services

As at December 31st 2006 and December 31st 2005, the Company’s share in the total vote at the

(@)

share capital of these undertakings.

eneral Shareholders Meetings of its subsidiary undertakings equalled the Company’s share in the
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CORPORATE GOVERNANCE

Grupa LOTOS S.A. adopted and has been
consistently following the corporate governance
principles set forth in “Best Practices in Public
Companies 2005" as proposed by the Warsaw
Stock Exchange. The essence of corporate
governance is to ensure effective growth for the
Company, while maintaining its transparency and
keeping a balance between the interests of all
those involved in the functioning of the Company,
including investors, employees, or suppliers.
Corporate governance also ensures structural
solutions for the organization, and is instrumental
in setting corporate objectives, as well as the
methods to achieve these objectives and monitor
performance. Good corporate governance creates
the right conditions for the Management Board
to pursue the objectives which best serve the
interests of the Company and its shareholders, and
makes effective monitoring of the results of their
work possible, thus encouraging the management
to be even more effective in the use of corporate
resources and potential.

Grupa LOTOS S.A. follows the majority of the prin-

ciples outlined in “Best Practices in Public Compa-

nies 2005”, divided into the following areas:

* General Rules

* Best Practices of General Meetings

» Best Practices of Supervisory Boards

* Best Practices of Management Boards

* Best Practices in Relations with Third Parties
and Third Party Institutions.

In relation to the adoption of corporate governance
principles, Grupa LOTOS S.A. has made relevant
changes to the internal procedures. Changes in the
Statute, Supervisory Board Bylaws and Manage-
ment Board Bylaws have been made with a view
to ensuring that the Company fulfils its commit-
ment concerning compliance with the principles of
corporate governance in the best way possible.

Detailed information and current comments on
the scope of the Company’s compliance with
the corporate governance principles set forth
in “Best Practices in Public Companies 2005”
was disclosed to the public in a statement by
the Management Board of Grupa LOTOS S.A. of
15 May 2006.
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FINANCIAL STANDING AND ASSETS OF GRUPA LOTOS S.A. IN 2006

Ladlies and Gentlemen,

The year 2006 witnessed continued rapid improvement of Grupa LOTOS S.A’'s financial standing and as-
set position, which was a consequence of the development projects undertaken in the past, such as an
increase in the Gdansk Refinery’s oil throughput capacity, acquisition of Petrobaltic S.A. and the South-
ern Refineries, as well as a series of restructuring programmes geared at intensifying the Company’s
market activities with a view to boosting sales. The outcome of those efforts was a 25-percent increase
in LOTOS Group sales volumes in relation to 2005, which topped 7 million tonnes. Remarkably, strongest
sales were seen in the product groups with the most positive contribution to overall performance —engine
fuels, aviation fuels and asphalts. Such a spectacular rise in sales volumes translated into record-break-
ing operating results. In 2006, the Gdansk Refinery processed a total of 6.1 million tonnes of crude oil,
which corresponded to a 26-percent growth on the previous year. These higher volumes had a bearing
on the Company'’s financial performance. There was a 33-percent year-on-year increase in sales revenue
posted by the Company, which reached an all-time high of PLN 12.8bn.

Our operating profit was PLN 798m, which represented a drop of PLN 271m compared with 2005.
However, the 2006 result was positively affected by a one-off factor, i.e. negative goodwill on acquisition
of Petrobaltic and the Southern Refineries, in the amount of PLN 267m. Net of this effect, the 2006 result
would not materially differ from the previous year’s figure. The same applies to earnings — the net profit
attributable to equity holders of the parent of PLN 680m fell on the 2005 figure by PLN 235m; however —
after the adjustment described above — it would actually exceed the previous year’s figure by PLN 32m.
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It needs to be noted that due to the increasingly more stringent requirements relating to the mandatory
stocks of fuel, the adopted method of stock valuation is a factor of growing importance for the cost side of
an enterprise’s operations and hence also its financial results. By using the LIFO method, which reflects
more accurately the operating efficiency of companies in the oil refining industry, we would arrive at an
operating result higher by PLN 130m, while the growth in operating result over the previous year’s result
measured in the same way would be in the region of 80%.

Over 2006, the LOTOS Group increased its balance-sheet total by more than 13%. A rise in the value of
assets was attributable primarily to the capital expenditure on property, plant and equipment, incurred as
part of the implemented development programmes, as well as growth in inventory, following from more
stringent requirements for mandatory fuel stocks, and growth in receivables, driven by the rapidly growing
sales of products. On the equity and liabilities side, an increase in the balance-sheet total manifested itself
mainly in the level of retained earnings. This prompted a further shift in the structure of the Group’s equity
and liabilities towards financing a more substantial part of its operations with internally-generated funds.
The ratio of interest-bearing long-term debt to equity was a mere 4.2%, while the liquidity ratios reached
what must be regarded as high levels.

Yet this is about to change soon as the implementation of the strategic programmes which are currently
in the pipeline will necessitate a substantial use of externally sourced funds. It is assumed that about 70%
of the core projects will be financed with loans and borrowings, which means that in the following years
the debt ratios are bound to increase. However, in line with the Company’s strategy, the ratio of net debt
under loans and borrowings to equity will not exceed the assumed level of 0.8 during the peak phase of
the programmes’ implementation.

Since its stock market debut, the financial standing and assets of Grupa LOTOS S.A. have been under
constant scrutiny by investors. Their evaluation is reflected in the current price of the LOTOS stock, whose
performance in 2006 indicates investors’ approval. Over the year, the Company’s share price gained
10.3%, while at the same time the WIG Paliwa index of fuel companies slid by 12.6%.

The excellent 2006 results demonstrate that LOTOS Group has not deviated from the adopted expansion
path and provide a solid springboard for its ambitious development strategy.

Sfbnan Skl

Mariusz Machajewski

Vice-President of the Management Board
Chief Financial Officer

Grupa LOTOS S.A.
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STOCK EXCHANGE PERFORMANCE OF THE LOTOS SHARES

Grupa LOTOS S.A. shares were first listed in
January 2006, at PLN 44.70 per share. At the same
time, the WIG 20 index stood at 2,693.75. During
the first months, the Company stock price rose
sharply, and in January reached the highest level
sincethefirstlisting onthe Warsaw Stock Exchange.
In March 2006, Grupa LOTOS S.A. shares were
included in the following indices of the Vienna Stock
Exchange: PTX (Polish blue-chip index) and CECE
(regional index comprising shares of largest Polish,
Czech and Hungarian companies). In April 2006,
our stock price peaked at PLN 59.7, which means
a99% rise on the listing price on the WSE. A similar
trend was visible in the performance of the WIG 20
index, which kept climbing from the beginning of
2006 to mid-May 2006, repeatedly hitting its all-
time highs.

In May 2006, a sharp correction on the inter-
national markets and the WSE pushed down
the stock price of Grupa LOTOS S.A. and the
WIG 20 index by nearly 15% and 12%, respec-
tively. In June 2006, as a result of the correction,
our stock declined to PLN 41.6, and WIG 20 fell
to 2,536.93, which in both cases were the lowest
levels recorded in 2006. The second half of June
brought a rebound, and until the beginning of Sep-
tember our stock price continued to grow. It was
positively influenced by the development strategy
for 2006-2012 presented by the Company, along
with the information concerning intended produc-
tion from S.A. of two new oil reserves in the Baltic
Sea. In August 20086, for the first time since the first
listing, Grupa LOTOS S.A. shares outperformed
PKN Orlen.
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From September to the end of November,
the stock price of Grupa LOTOS S.A. showed
a downward trend subject to slight fluctuations,
which was primarily attributable to the sentiment
on international markets, including a slide in
refining margins and the Ural/Brent differential. The
internal factors which had a bearing on the price
of the Company shares in this period included
publication of the 2006 financial forecast, which
proved too conservative compared to the market
expectations, and release of the results for Q3
2006, even though the Company’s net profit for
the period was higher than the market consensus.
At the same time, starting from mid June, the
WIG 20 index continued on a path of growth, with
minor fluctuations until the end of 2006. In the last
month of 2006, Grupa LOTOS S.A. shares showed
an upward trend again.

Over the course of 2006, the price of Grupa
LOTOS S.A. stock outperformed the WIG-0il&Gas
index of fuel companies, comprising shares of
Grupa LOTOS S.A., PKN Orlen, PGNiG and MOL.
As at the end of the year, the price of the Company
shares reached PLN 49.30, having grown by
10.3% over the year. The WIG-QOil&Gas index
was 36,014.39, which means a 12.6% decline in
comparison with the value at the beginning of
January, whereas WIG 20 reached 3,429.79, which
represents the highest level during the year. As at
the end of the year, the index stood at 3,306.14,
and its annual growth rate was 22.7%.
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RISK INHERENT IN THE COMPANY’S BUSINESS

RISK RELATED TO THE OVERALL
MACROECONOMIC SITUATION

The financial situation of the LOTOS Group is
a reflection of both domestic and global economic
climate. The financial performance of the LOTOS
Group depends on: the GDP growth rate, the
inflation rate, interest rates, population’s private
incomes, the unemployment rate, development
of the road infrastructure, and the development
of the services and retail sector. Any material
changes in these factors may adversely affect the
pace at which the LOTOS Group develops and its
financial performance improves. This risk affects all
companies in the sector to a comparable degree.

RISK RELATED TO FUTURE LEGAL
REGULATIONS

The business and financial performance of the
LOTOS Group is affected by legal regulations (both
internal — Polish regulations, and external — EU
regulations), on such issues as taxes, mandatory
stocks, product quality standards, protection of the
natural environment, fuel storage, service stations
and pipelines, and competition. Consequently, the
introduction of new more onerous regulations in
any of the above areas may lead to higher costs
of operations and necessitate greater capital
expenditure to be incurred by the LOTOS Group.
We analyse information on any potential future
legislation, in terms of how it may impact the LOTOS
Group’s business. This risk affects all companies
in the sector to a comparable degree.

RISK RELATED TO CHANGES
IN FISCAL REGULATIONS AND THEIR
INTERPRETATION

In Poland, fiscal regulations are subject to frequent
changes, which leads to interpretive ambiguities

32

and differences of opinion between entrepreneurs
and tax authorities. In its operations, the LOTOS
Group seeks to minimise tax-related risk, neverthe-
less, it is not possible to ascertain to what degree it
is exposed to such risks.

RISK RELATED TO CO, EMISSION
ALLOWANCES

A new risk factor is related to the fact that the
LOTOS Group's refinery in Gdansk may be granted
CO, emission allowances for 2008-2012 that are
not sufficient to cover the CO, emissions level
anticipated after completion of the Comprehensive
Technical Upgrade Programme. Such a situation
mightforce the LOTOS Groupto purchase emission
allowances in the open market, thus increasing its
operating expenses.

FINANCIAL RISK

The LOTOS Group is primarily exposed to market
risks (related to the refining margin, foreign
exchange and interest rates), as well as credit risk.
The LOTOS Group has in place procedures for
managing each of the above risks, described in
detalil in its Issue Prospectus.

RISK RELATED TO EXECUTION OF THE
COMPREHENSIVE TECHNICAL UPGRADE
PROGRAMME

PKRT is the Group’s most important and valuable
investment and development project. Major risks
related to the execution of the Programme include
high costs of investments, delays in project
execution, and technological risks. Other risks
related to the execution of the Programme are
being gradually reduced, as the work on preparing
and executing the project progresses.
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MANAGEMENT SYSTEMS

MANAGEMENT OF THE LOTOS GROUP

The diversity and complexity of the markets on
which the LOTOS Group operates, as well as the
nature of its business (business functions, such
as supply-chain management, production and
sale) determine the organisational and regulatory
solutionsemployedatthe LOTOS Group. Asaresullt,
the LOTOS Group represents an interconnected
fabric of numerous processes and systems, as well
as their constituent elements. They are managed
as a coherent whole, thus the organisation may
function efficiently. The processes interact with one
another, creating a network of mutually reinforcing
elements, working jointly towards the attainment of
the adopted business goals. The strategic goals
are pursued through continual enhancement of
the fabric of business processes.

Inits approach, the LOTOS Group focuses first and

foremost on the processes implemented across

the LOTOS Group companies and the results

they deliver. The processes which create value for

customers, comprising the core business of the

LOTOS Group and its subsidiaries, remain at the

centre of attention.

Thanks to the process approach applied by the

LOTOS Group, it was possible to:

* harmonise and optimise business processes
and activities

e introduce, and subsequently modify, expand
and update the Integrated IT System

define the relations and links between individual

Group members

* enhance management efficiency by identifying
decision-making units

* improve operating efficiency and synergy
potential within the Group

* design, and subsequently make changes to
the Group’s organisational structure

e support the implemented and operating
Integrated Management System

e support and optimise the information flow
system, including document circulation

e continually enhance functions and tasks
(monitoring of metrics, coordination of
streamlining initiatives)

e support the management of formal and

organisational changes across the LOTOS

Group (coordination of changes in terms of

their coherence).

The process approach relies to a large extent on
process efficiency measurements undertaken on
an ongoing basis.

The measurements are carried out not only
internally — they also involve an assessment of the
quality of relations with customers and business
partners, as financial performance reflects good
customer relations and high-quality processes
enabling us to respond to customer needs in
a quick and cost-effective way.




HUMAN RESOURCES

The LOTOS Group's human resources are the
greatest component of its value.

a university degree to total workforce was close
to 48%, while those with secondary education

The LOTOS Group’'s employee base, which
represents the greatest component of its value,
is made up of experts in their respective fields.
Their expertise, professional approach, creative
thinking and aptitude for results-oriented teamwork
represent the Company’s most valuable assets.

A modern HR policy in place at the Grupa
LOTOS S.A. is based on a strategic and
comprehensive approach. It is aimed at creating
work conditions that are conducive to the
performance of tasks and development of the
employees’ potential, and ensuring an optimum
employment structure, especially in the light of
the recently launched Comprehensive Technical
Upgrade Programme envisioned as the key
element of the Group’s strategy for the years 2006-
2012.

The key objectives of Grupa LOTOS S.A’s HR

policy are:

* totake full advantage of the competencies and
expertise of employees — to effectively develop
and draw on their intellectual strengths

* to create incentive-based schemes
— performance-related financial and non-
financial incentives

* to optimally allocate and utilise human
resourcesacrossthe LOTOS Group companies,
while keeping financial costs to a minimum
and avoiding mobilisation of excessive
organisational and human resources

* 10 ensure proper conditions for the execution
of tasks up to expected standards - to
improve the corporate culture (change of
employee behaviour, increased motivation and
commitment, teamwork).

EMPLOYMENT
As at the end of 2006, the headcount at grupa

LOTOS S.A. was 945 employees, whose average
age was 43. The proportion of employees holding
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accounted for more than 40% of all employees.
In the coming years, the proportion is bound to
shift in favour of university graduates.

The staff turnover rate in 2006 was approx.
4.5%, which is natural in the ordinary course of
business.

RECRUITMENT AND SELECTION PROCESS

Recruitment Process

Bearing in mind the excellent qualifications and
capabilities of its staff, during the recruitment
process the LOTOS Group gives priority to
applications submitted by its existing employees,
which enables effective transfer of knowledge
across the LOTOS Group. The LOTOS Group
must ensure that at every stage of its operations
there are enough human resources with the right
competencies, especially in connection with the
implementation of the Comprehensive Technical
Upgrade Programme, the restructuring efforts
carried out at the Group companies, changes to
its work organisation, and the retirement forecasts,
and must be able to offer assistance to employees
from areas affected by restructuring by providing
them with training, retraining and redeployment
within the LOTOS Group. Selection of candidates
to fill particular posts relies on internal recruitment,
which involves promotion of existing employees to
higher positions. External recruitment is resorted to
only in justified cases — if the LOTOS Group needs
to recruit some rare qualifications.

Since 2002 the Grupa LOTOS S.A., as one of
the largest employers in Pomerania, has been
organising the Absolwent (Graduate) Programme,
whose successive editions are large recruitment
campaigns whichresultin about 20 new employees
joining the Company.
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The Programmeis anopportunity to obtainatraining
placement, thus enabling young and ambitious
university graduates to gain hands-on professional
experience. In recruiting its staff, the Grupa
LOTOS S.A. cooperates with career development
centres of various universities throughout Poland.
During their first year in employment, new
employeesreceive special tutelage, getacquainted
with the specifics of how the individual Group
companies work by being moved to various units
or posts within the LOTOS Group, and undergo
intensive training. After 12 months, those who
receive the highest ratings from their individually
assigned tutors and the management staff are
offered further employment.

The LOTOS Group

Thanks to the Graduate Programme, 70 new
employees have been employed by the Grupa
LOTOS S.A. and joined the financial, sales and
operational divisions. The Graduate Programme,
which has become a fixture of the Group’'s HR
policy, is aimed at improving the age structure
of the employees of Grupa LOTOS S.A. and its
subsidiaries, while providing them with the benefit
of a fresh outlook and high skills requisite for the
performance of tasks. Following the dramatic
change which affected the labour market in 2006
as a result of an outflow of qualified workforce
abroad, the Grupa LOTOS S.A. is undertaking
active recruitment efforts. It cooperates with
a number of universities and polytechnics, offering
jobs to graduates of outstanding academic merit.
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Company

Grupa LOTOS S.A.

LOTOS Paliwa Sp. z o.0.

LOTOS Kolej Sp. z 0.0.

LOTOS Qil S.A.

LOTOS Partner Sp. z 0.0.

LOTOS Lab Sp. z o.0.

LOTOS Serwis Sp. z 0.0.

LOTOS Straz Sp. z 0.0.

LOTOS Asfalt Sp. z o.0.

LOTOS Mazowsze S.A.

LOTOS Ochrona Sp. z o.0.

UAB LOTOS Baltija

LOTOS Park Technologiczny Sp. z 0.0.
RC Serwis Sp. z 0.0.

LOTOS Parafiny Sp. z 0.0.

Petrobaltic S.A.

LOTOS Czechowice S.A. including subsidiaries
LOTOS Jasto S.A. including subsidiaries

Total

Headcount as at Dec 31 2006

945
1,322
285
306
75
183
663
72
143
84
121
8
9
19
264
492
257
295

5,624
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AKADEMIA THE LOTOS ACADEMY —
LOTOS PERSONNEL DEVELOPMENT TOOLS

In order to cope with the challenges posed by the
changes affecting the Company and the evolving
economic environment, in December 2004 Grupa
LOTOS S.A. established the LOTOS Academy.
Its mission is to implement the work culture and
management philosophy based on the concept
whereby all employees are consciously engaged
in the creation of added value sought by the
Company’s customers and shareholders.
The LOTOS Academy’s role is to support the
implementation of process management at the
LOTOS Group and to enhance its corporate
culture by developing personnel skills, with special
emphasis on corporate competencies specifically
required of its employees. To accomplish this end,
the following set of new HR management methods
and tools has been adopted:

* skill chart — identification and monitoring of
competencies with key importance for Grupa
LOTOS S.A.s core processes

¢ rules of ethical conduct — Code of Conduct for
the LOTOS Group Employees, Code of Conduct
for the LOTOS Group Managers, Corporate
Decalogue — enhancement of corporate culture

e Periodic Employee Assessment System

— assessment of work efficiency and skill
development, skill management

* fraining and development programmes under
the motto “Striving for Excellence”, pursued
in accordance with the training schedule —
development of personal and corporate skills,
raising business awareness of personnel

e development programmes for  selected
employee groups - induction scheme for
newly recruited employees, Human Resources
Development Programme (individual career
paths, reserve resources), Leader of the Future
Programme (preparation of candidates to
succeed to key positions at the LOTOS Group),
job preparation programme designed for future
employees of the Comprehensive Technical
Upgrade Programme division

* seminars and workshops for management
staff — expanding the HR management skills,
knowledge management, coaching philosophy
implementation.

Those efforts are undertaken with a view to
achieving greater work efficiency, which translates
into improved overall business efficiency, while
adding to the Company’s value and strengthening
the LOTOS brand. By offering its employees
a chance to develop professionally, Grupa
LOTOS S.A. wins a loyal and committed team of
experts, who help foster the positive Company
image with customers, investors and local
communities. The main objective behind the
establishment of the LOTOS Academy was to
create a loyal and mutually supportive team of
employees, forming the backbone of a transparent
and efficient organisation capable of facing up to
competition from strong EU players. The possibility
of raising one’s professional qualifications emerges
as one of the most powerful staff incentives in the
rapidly changing environment.
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SAFETY AT WORK AND HEALTH
PROTECTION

The awareness of workplace safety issues
displayed by Grupa LOTOS S.A’s employees and
management staff is increasing year by year, as
is their involvement in the creation of accident-free
work environment. The regularly scheduled health
and safety training courses (which focus on first aid
techniques, fire fighting drills, threat identification),
professional risk assessment workshops, rising
popularity of safety-at-work issues, as well as
awareness campaigns informing employees about
dangerous incidents worldwide, greatly contribute
to reducing the safety risks at the refinery.

Grupa LOTOS S.A. also takes steps to ensure
safety of its subcontractors. Before commencing
work at the refinery, third-party employees have
to undergo training concerned with on-site safety
procedures and later, in the course of work,
their safety is overseen by a team of safety and
health specialists. When signing contracts with
Grupa LOTOS S.A., members of third-party
subcontractors’ management boards undertake
to acquaint all their employees with the internal
requirements effective at Grupa LOTOS S.A,
as set out in the Guidance on Rules of Procedure at
Grupa LOTOS S.A. Facilities, and other Company
documents delivered to them.

An appreciable increase in awareness of workplace
safety issues and compliance with the related
regulations and rules is confirmed by the accident-
free work of the subcontractors and a growing
number of reported accident-prone situations,
which helps eliminate the threats potentially
leading to unwanted events. This testifies to the
ever-growing culture in the area of workplace
safety at Grupa LOTOS S.A.

The safety-at-work policy followed by Grupa
LOTOS S.A. receives acclaim from representatives
of multinational companies, external auditors and
insurance firms. Grupa LOTOS S.A’’s objective is
to work out common group-wide workplace safety
standards and keep the LTIF (Lost Time Injury
Frequency) rate below the average for European
refineries. Striving to continually improve the level
of safety, it relies on internally-developed tools, but
also employs world-recognised solutions related
to safety of workplace, as well as processes and
technologies.
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GRUPA LOTOS S.A. AS CORPORATE CITIZEN

Pursuing the mission of corporate social
responsibility, Grupa LOTOS S.A. supports
numerous charity and social campaigns and
events and participates in activities promoting
culture, science, education, and healthcare.
It also supports a host of social institutions and
foundations.

LOTOS FOR CULTURE

Grupa LOTOS S.A. is an active patron of culture.
For many years now, the Company has been
sponsoring a number of attractive and prestigious
cultural events addressed to a wide spectrum
of audiences. This is best acknowledged
by music and opera lovers. Owing to the
Company’s commitment, 2006 saw four premiere
performances at Opera Battycka.

The Company regularly supports the Gdanska
Wiosna festival (the Spring in Gdansk Festival),
which is held in high esteem by classical music
connoisseurs. The festival features concerts of
distinguished artists. The Gdanska Wiosna Festival
is a firm fixture in the calendar of cultural events
taking place in Pomerania. Miedzynarodowe
Seminarium  Skrzypcowe (International  Violin
Seminar) and the LOTOS Mozart Prize competition
were also held within the Festival's framework.

Teatr Atelier im. Agnieszki Osieckiej (Agnieszka
Osiecka Atelier Theatre) in Sopot is a chamber
theatre engaged in promoting contemporary plays

which are scarcely performed on the stages in
Poland. Grupa LOTOS S.A. supports the activities
of this unique Sopot theatre.

The Company also maintains cooperation
with Polish Chamber Philharmonic in Sopot by
supporting in the organisation of concerts.

Grupa LOTOS S.A. conducts production and
marketing operations also in the south of Poland.
Hence, it initiates and supports major cultural
events in the region. Undoubtedly, those include
LOTOS Jazz Festival — Bielska Zadymka Jazzowa,
the largest jazz festival in Poland. Its participants
include distinguished artists from around the
world. A number of concerts and accompanying
events take place during the four festival days.
In a survey carried out among the readers and
critics of the Jazz Forum monthly, LOTOS Jazz
Festival was ranked as one of the major jazz
music events in the country.

Additionally, in 2006 Grupa LOTOS S.A. sponsored
the following events: Festiwal Gwiazd (the
Festival of Stars), XXXI Festiwal Polskich Filmow
Fabularnych (the 31st Polish Feature Film Festival),
Festiwal Dobrego Humoru (the Good Humour
Festival), Festiwal Teatrow Ulicznych FETA (the
FETA International Street and Open-Air Theatre
Festival), Festiwal Operowo-Operetkowy (the
Opera and Operetta Festival) in Ciechocinek, Dni
Kultury Ukrainskiej (the Ukrainian Culture Days),
and Gdanski Areopag (the Gdansk Areopagus),
a remarkable intellectual event.
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As part of the activities undertaken for the
benefit of local communities, Grupa LOTOS S.A.
co-organised social events intended for the
people of Tri-City. These included: Il Swiatowy
Zjazd Gdanszczan (the 2nd International Reunion
of Gdansk Citizens), promoting the history
and cultural diversity of the city of Gdansk, the
Swietojanska Street Celebrations in Gdynia and
the Bohateréw Monte Cassino Street Celebrations
in Gdansk.

LOTOS FOR EDUCATION

Grupa LOTOS S.A. applies state-of-the-art
technology and consistently makes investments
towards its development. This is why it is
willing to engage in cooperation with academic
communities and universities. An example of
such cooperation is the long-term and fruitful
relation with the Gdansk University of Technology,
which has been a source of mutually beneficial
initiatives concerning scientific research and
joint projects, especially in the field of bitumen
production, and has helped discoverand promote
young scientific talents. The Company supports
conferences and scientific seminars organised
by the Gdansk University of Technology and
provides scholarship funding for the most
promising students and academics.
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Among a number of other events, Grupa
LOTOS S.A. sponsored the "Karole” competition,
organised at the Management and Economics
Faculty of the Gdansk University of Technology.
The competition was designed to promote the
brightest students of the Faculty and facilitate the
start of their professional career.

LOTOS FOR CHILDREN

Safe Way to School - Caring for Children’s
Safety

LOTQOS offers supreme quality fuels, bitumen and
lubricating oils. Better roads constructed with the
highest quality bitumen and longer useful lives of
engines thanks to proven engine oil production
technologies improve ftraffic safety. Grupa
LOTOS S.A. also cares for the safety of
pedestrians, in particular children. Hence, for
the fifth time the programme called “Safe Way to
School with LOTOS - LOTOS Cares for Children’s
Safety” was carried out in cooperation with the
Polish police. The Programme aims at spreading
the knowledge of safe traffic behaviour. In
2006, the Programme was accompanied by the
“Freedom for Cat’s Eyes” competition, where the
best drawings or photos illustrating the rules of
safe behaviour in traffic were selected.
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First and foremost, Grupa LOTOS S.A. offers
support to children coming from underprivileged
environments. Once again, the Company
organised a Santa Claus party for children from
children homes and those from poor families.

LOTOS FOR HEALTHCARE

For many years, Grupa LOTOS S.A. has been
providing its support to institutions which could not
function properly without the assistance of private
business and philanthropists. Without any doubt,
such institutions include healthcare facilities. The
Company furnishes them with indispensable, often
life-saving, medical equipment. The support was
offered to Mother and Child Healthcare Centre in
Gdansk by providing it with funds to purchase an
X-ray lamp. Grupa LOTOS S.A. financed an infusion
pump and an apnea detector for premature
infants at Saint Adalbert’s Specialist Hospital in
Gdansk. Funds were also granted to co-finance
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development of a conceptual design of a modern
Invasive Medicine Centre at the Medical Universtiy
of Gdansk. Financial support was offered for the
renovation of the Cardiosurgery Clinic and recovery
rooms at the Medical University of Gdansk.

LOTOS FOR SPORT

As the largest company in the region of Pomerania,
Grupa LOTOS S.A. supports sports clubs and
organisations and sponsors mass sporting
events. It shows responsibility in its sponsoring
activities: while engaging in major sporting events
for seniors, it also pays due attention to young
athletes, through two successfully developing
nationwide social/sporting programmes.

The Company acts as the general sponsor of the
Polish Ski Association, the title sponsor of the
LOTOS Gdynia women'’s basketball team and the
LOTOS Gdansk speedway team, as well as the
“LOTOS Team Race&Rally”.
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In 2006, the Company’s sponsorship also covered
the following athletic competitions: the Jdézef
Zylewicz Memorial Competition, the Janusz Sidfo
Memorial Competition, the Sopot Pier Pole Vault
competition, the Saint Dominic Running Event,
and the Amber Mile running event.

The Company supports the Ski Jump National
Development Programme — “In Search of the
Champion’s Successors”, which is targeted at the
youngest ski jumpers, and the “Play with LOTOS -
LOTOS for Schools” project, the largest nationwide
girls’ basketball event in Central Europe.

The biggest achievements in sport’s sponsorship:

e First place in the European Rallycross
Championships — Krzysztof Groblewski

e Second place in the Polish Women's
Basketball Championships

« The GKZ LOTOS Gdansk speedway team’s
advance to the first league

* Second place in the Polish Rally Champion-
ships — the M. Bebenek & G. Bebenek team

* Second place in the Polish Mountain Rally
Championships — Mariusz Stec
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LOTOS FOR THE NATURAL ENVIRONMENT

Operations conducted by Grupa LOTOS S.A.
are fully compliant with legal requirements.
The Company also intends to and is able to
meet any norms and requirements necessary to
minimise damage to the natural environment.
Special attention has been given to air pollution
emitted by the Company’s refinery, the quantity
and quality of waste water discharged to the
Rozwdjka canal and the Martwa Wista river as
well as to safe management of waste.

With a view to minimising the harmful
environmental impact of its operations, Grupa
LOTOS S.A. takes the following measures:

e ongoing monitoring of air and water
emissions
* regular monitoring of hydrocarbon

concentration around the Company - three
out of five stations providing ongoing pollutant
measurements now also provide data on
BTEX compounds

* monitoring the quality of water in the Rozwdjka
canal (the collector of wastewater treated in the
Company’s treatment plant)

* successful modernisation of the Company’s
plant for biological treatment of industrial
wastewater using the BIOGRADEX technology
— improved efficiency of reducing the total
nitrogen content (by approx. 40%) and
consequent higher efficiency of the Company’s
wastewater treatment plant

» strict supervision of waste management
— control exercised at each stage of waste
production and neutralisation

» double sealing of tanks with floating roofs

* ensuring airtightness of all process installations
and connecting them to the emergency
discharge system where hydrocarbons are
burned in flares

* ensuring that the process of pumping fuel to
road tankers and railway tank-cars is performed
using the airtight vapour recovery system.

Grupa LOTOS S.A. applies complicated, multi-

stage production processes which involve highly
complex technology and equipment. To satisfy the
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users of the Company's products and the
increasingly higher requirements concerning
environmental protection (both Polish and
EU-imposed), Grupa LOTOS S.A. must use ever
more advanced technological solutions.

Since environmental protection is one of the
Company’s key priorities, already at the stage of
planning and execution of investment processes
the Company selects such technology which is
environmentally friendly and which satisfies the
Best Available Technology (BAT) criterion. Grupa
LOTOS S.A. invests only in those new technological
solutions whichimprove the efficiency of production
processes, are marked by high rates of utilisation
of raw materials and semi-finished products,
relatively low consumption of process carriers and
energy, and low rates of waste discharge offensive
odour or noise emissions. Such an approach
helps minimise and — where possible — prevent
pollutant emissions and improves the production
processes’ efficiency with respect to consumption
of energy and materials.

WE INVEST IN ENVIRONMENTAL
PROTECTION

One of the key objectives of the PKRT Programme
(Comprehensive Technical Upgrade Programme)
is meeting strict environmental quality requirements
concerning crude-derived fuels as well as
minimising the refinery’s environmental impact.
High quality fuels produced by Grupa LOTOS S.A.
meet the quality and environmental requirements
imposed by the European Union. They are both
environmentally friendly and safe for motor vehicle
engines.

Grupa LOTOS S.A. is aware of the fact that greater
production of renewable energy is necessary for
ensuring sustainable global growth, unavoidable
in view of Poland’s international obligations.
Therefore, since 1997 gasoline produced by the
Company has had a bio-component content, and
in 2006 Grupa LOTOS S.A. also started to produce
diesel oil containing up to 5% V/V FAME (methyl
esters of fatty acids).
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The Company constantly improves its technology

to minimise the environmental impact.

In2006, Grupa LOTOS S.A. continued the following

projects:

e construction of a sewer pipe discharging
treated wastewater to the Martwa Wista —
commenced in 2004

e construction of xylene separation unit —
commenced in 2005

e construction of oil desulphurisation unit —
commenced in 2005

 construction of an anti-theft monitoring system
on the Port-Refinery pipeline — commenced in
2006

* modernisation of furnace systems in power
boilers — commenced in 2006.

...Environmentally Friendly Company....
(from the Mission Statement of Grupa
LOTOS S.A)

Globally, the refining industry is perceived as
harmful to the natural environment — both in public
opinion and legal regulations. However, although

The LOTOS Group

Grupa LOTOS S.A. increased its throughput
capacity in mid-2005 by 30% (6m tonnes of ail
processed last year), it makes every effort for the
Gdansk refinery to be treated as only potentially
harmful, as it actually meets the most stringent
environmental standards and requirements with
a wide safety margin.

The Company’s environmental policy has long

been focused on:

e cleaner production, i.e. gradual reduction of
consumption of process-carriers and raw
materials, limiting the emission of pollutants,
full treatment of wastewater and minimising
the amount of produced waste, effective
prevention of breakdowns

* safe products, i.e. production of high quality
fuels with the lowest possible harmful impact
on the environment and humans.

The main concerns of Grupa LOTOS S.A. include

ongoing control over and improvement of product

quality, professional management, environmental
activity, customer service quality and safety
at work.




ENVIRONMENTAL IMPACT

Air

The refinery’s air emission sources are both
organised and unorganised. The most important
organised source is the flue stack of the
combined heat and power plant. In addition,
two smaller technological emitters discharge
combustion gases from process furnaces.
Those emitters discharge mainly carbon dioxide
and considerably smaller amounts of sulphur
dioxide, nitric oxide and dust.
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Unorganised emissions come from two gas flares
from open tanks in the wastewater treatment plant
and from storage tanks for raw materials and
products.

Wastewater

The refinery generates industrial and non-
industrial wastewater which, following treatment at
the refinery’s water treatment plant, is discharged
throughthe RozwojkacanaltotheMartwaWistariver.

4,859 1,153,625

6,216 979,074
Actual emissions of sulphur dioxide and carbon dioxide

Emission of sulphur dioxide relative to the amount
of crude oil processed in 2003-2006 in Grupa
LOTOS S.A.

Emission of greenhouse gases (CO,) relative to
the amount of crude oil processed in 2003-2006
in Grupa LOTOS S.A.
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We attach great weightto wastewater management,
as we realise that the refining operations have an
impact on the delicate environmental balance of
the Gdansk Bay and, consequently, on the Baltic
Sea as awhole.

The water treatment plant’s excellent performance
confirms that the Company’s care is not only
declarative.

In 2006, the extension of the water treatment
plant was completed. The upgrade was designed
to strengthen the performance of the activated
sludge chamber, which is one of the plant’s
key components. The biological filtration is the
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most sensitive and, thereby, the critical stage in
controlling the quality of discharged wastewater.
The amount and condition of the activated sludge
(active biological material) affect the contaminant
content (i.e. contaminant concentration levels).
Better work of the activated sludge means less
contaminants and cleaner water. The results of the
modernisation work are well illustrated in the chart
below.

The permitted values for some of the parameters
in the refinery’s treatment plant, which are defined
by the law (Regulation on Discharge of Wastewater
to Waters or Soil), were reduced by 20%.

The total nitrogen
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Waste Deposits

One of Grupa LOTOS S.A's priorities is to conduct
a reasonable waste management programme.
The restrictions on amounts of produced waste
not only reduce the environmental burden, but also
generate tangible, quantifiable economic benefits
in the form of a more efficient use of the raw
materials and lower treatment costs. This is why we
first of all seek to reduce theamount of generated
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waste through prevention at source. Unavoidable
waste is recovered (or recycled) in the first place,
and only if the recovery is impossible, it is
neutralized. All the waste generated at the
Company'’s refinery is collected in special dump
sites or containers, and then picked up by
companies licensed to transport, collect, recover
or neutralise waste.

Ratio of generated waste to the volume of crude
oil processed in 2003-2006

Ratio of waste recycled to waste generated
in 2003-2006
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Effective Self-Limitation Measures

As follows from the information presented above,  adequate planning and management of pro-
Grupa LOTOS S.A. strives to prevent waste  duction processes at the plant by employing the
production or minimise its adverse impact through ~ most effective technology and equipment.
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— f upstream
s 2 Activities

P /{fj- the plans to explore oil deposits

€ owned, Grupa LOTOS S.A. actively

J looks for other exploration sites
in the Baltic Sea region and abroad.
Theoil'supply diversification strategy assumes that
- \by the year 2012, supplies of crude oil delivered
from any single direction should not exceed 60%

of the total supplies to Grupa LOTOS S.A.
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Upstream Activities

KEY OBJECTIVES OF THE UPSTREAM SEGMENT

The key objectives of Grupa LOTOS S.A’s
upstream (exploration and production) segment
are to manage and supervise exploration and
production of crude oil deposits; this segment is
also responsible for the implementation of Grupa
LOTOS S.As upstream strategy. The segment was
established based on the experience gained by
Petrobaltic S.A., which conducts exploration and
production projects in the Baltic Sea region.

Strategic objectives of Grupa LOTOS S.A’s

upstream segment:

* to increase the security of crude oil supplies
for processing at the refinery and to gain direct
access to deposits of hydrocarbons

* to increase the Company’s value through
development of the upstream business and,
thereby, to gain access to crude oil priced
below international market prices

* to achieve a stable position in the hydro
carbons upstream sector by 2012 by
consistently applying a programme providing
for the increase of crude oil production from
deposits under the Baltic Sea owned by
Petrobaltic S.A., to Im tonnes a year, and by
executing new projects outside of Poland
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e to streamline and restructure the upstream
operations on the currently producing B3 and
B8 reservoirs

* to fully integrate and consolidate Petro-
baltic S.A. with Grupa LOTOS S.A.

The implementation of the development strategy
will be facilitated by Grupa LOTOS S.A’s
advantage in the upstream expertise over
other oil companies, and on the efficiency of
Petrobaltic S.A.'s operations. The primary objective
of Grupa LOTOS S.A’’s upstream business was to
increase shareholder value; this was the reason
why so much emphasis has been placed on
financially-sound projects offering acceptable
levels of risk.
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PETROBALTIC S.A.

In 2006, Grupa LOTOS S.A. consistently expanded

its own upstream segment. In line with the

LOTOS Group's strategy, the two key objectives to

be achieved by the segment by 2012 are:

* 1o produce up to 1m tonnes of crude oil a year
from the Baltic Sea oilfields;

* to diversify the sources of crude oil supplies
— not more than 60% of crude oil processed
by the Grupa LOTOS S.A. can come from
a single source.

Przedsiebiorstwo Poszukiwan i Eksploatacji Ztéz
Ropy i Gazu Petrobaltic S.A. will be pivotal in
the implementation of these objectives (Grupa
LOTOS S.A. currently holds 69% of the company’s
share capital).

In 2006, the production from Polish offshore
hydrocarbon deposits in the Baltic Sea proved
very successful in financial terms. It was almost
11% higher than planned, sales revenue exceeded
the planned figure by nearly 27%, while gross profit
was a steep 36% higher than forecast.

The results of a production test on the B8 reservoir
were very successful. Based on initial estimates,
the oilfield has a capacity of at least 1m3 metres
of crude. The volume of oil produced during the
test had a significant impact on the production
and economic results of the enterprise. In 2006,
Petrobaltic S.A. posted record-high profits and
profitability.

2001 2002 0[O} 2005 2006

Oil sales volumes [‘000 m?3] 351.2 351.7 329.3 287.3 300.1 306.2
Total revenue [PLN m] 271.7 305.2 298.6 264.9 368.7 424 .4
46.7% 31.8% 66.8% 45.3% 54.1% 49.3%

Results of Petrobaltic S.A. in 2001-2006
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From its inception to the end of 2006, Petro-
baltic S.A. produced over 3.5m m3 of crude oil and
300.5m m? of natural gas.

The sound financial position allowed Petrobaltic
S.A. to conduct large-scale investing activities.
In 2006, the company’s total capital expenditure
was over PLN 51.3m. This amount was mainly
invested in development of the B8 reservoir.
Petrobaltic S.A. retains free cash with a view to
investing it in new crude oil and gas deposits.

In 2006, the presence of the B23 reservoir in
the Gotland concession was confirmed; initial
geological surveys indicate that it may contain
vast amounts of hydrocarbons. To verify the
results of the initial analyses and estimates, it will
be necessary to perform drillings. In the second

N
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Area of activity of Petrobaltic S.A. at the Baltic Sea
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half of 2006, Petrobaltic S.A. began search for
a rig or a drillship from which preparatory drillings
could be made.

Petrobaltic S.A. is also conducting studies into how
to develop the B6 reservoir natural gas deposits.
In November 2006, Petrobaltic S.A. was awarded
a 20-year concession for production of natural
gas from the reservoir. Additionally, the Minister
of Environment and Petrobaltic S.A. executed
a mining use agreement to produce natural gas
from the B6 reservoir.

In terms of the enterprise’s organization, 2006
was the year of integration and consolidation of
Petrobaltic S.A. with Grupa LOTOS S.A.
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NEW OIL FIELDS

Grupa LOTOS S.A’s exploration work concen-
trated on two directions:

* the Baltic Sea, and

» other areas.

Exploration work on the Polish Baltic Sea shelf
has continued since mid 1970s, but gained
significance for the economy of Poland and the
seaboard provinces only after the establishment
of Przedsigbiorstwo Poszukiwan i Eksploatacii
716z Ropy i Gazu Petrobaltic. Petrobaltic S.A s first
mission was to develop B3, the largest oil field in the
Polish zone of the Baltic Sea. Oil production from
B3 was successfully launched in 1993, accounting
in some periods for approximately 50% of Poland’s
total oil production. From the very first months of
oil production at B3, work and analyses continued
with a view to developing the associated natural
gas resources. The gas was to be used initially for
the needs of the offshore oil production platform,
and later — following the implementation of
a project designed by Energobaltic Sp. z 0.0. — for
the purposes of production of electricity and heat
for the town of Wtadystawowo.

After the inclusion of Petrobaltic S.A. in the

LOTOS Group and establishment of the Exploration
Business Segment and the Upstream Division,
exploration activities were intensified, also in the
Baltic Sea region. Grupa LOTOS S.A. lent support
to Petrobaltic S.A. with respect to assessment
of the B23 structural trap, analysis of possible

reserves of the Polish Baltic Sea shelf, identification
of other concession areas in the Baltic Sea region
and assessment of their reserves, and on other
aspects of the upstream activities.

New attractive accumulations of crude oil and
natural gas, namely the B8, B4 and B6 fields, are
awaiting development, and preparations are under
way for exploration work at the B23 structure and
in other concession areas, also beyond the Polish
zone of the Baltic Sea.

As confirmed by the evaluations and analyses
made by researchers from the AGH University of
Science and Technology in Krakoéw, the Baltic Sea
region, including the Polish shelf, is prospective for
further oil exploration. It is enough to look at the
general maps presenting the southern Baltic Sea
and the Polish sea zone to note the yellow-coloured
structures identified through seismic work. Each
of these structures may contain a potential new
accumulation of hydrocarbons which can be of
commercial significance for the Polish economy.

To note, the geological research performed to
date has shown that also the Russian, Lithuanian,
Latvian and German shelves are prospective for
oil. A rising number of companies are seeking to
obtain concessions for exploration work in the
Baltic Sea region.
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OIL PRODUCTION AND THE ENVIRONMENT

In human activity and corporate business activi-
ties it is often only the aspect of the environmental
interference that is noted. Each form of our tech-
nological activity affects the environment in which
we live. Exploration and production of crude oil is
a certain form of utilization of non-renewable re-
sources of our planet, and as such must be con-
ducted in a responsible and professional manner.

However, we must be aware that the technologies
which are currently available enable us to conduct
exploration and production work in a manner which
is safe for the environment and for humans, also at
sea. In return we obtain energy carriers — natural
gas and crude oil from under the bed of the Baltic
Sea — which are clean of hydrogen sulphide and
other sulphur compounds.

Petrobaltic S.A’s geological, drilling and marine
support personnel are prepared and trained to
fight the elements at sea and on land. They often
rushed to help humans and see vessels which
found themselves in a difficult or dangerous situ-
ation. They are prepared to remove oil spillages,
extinguish fires, evacuate people or search for and
pick up shipwrecked persons.

The logistics of exploration and production at sea
requires the use of aircraft and helicopters. They
are used to transport the workforce, specialists,
equipment and materials which are necessary
for the safe operation of offshore oil and gas
production platforms and drilling rigs.

Prior to and during the execution of offshore oil
projects, geochemical research is conducted to
analyse the hydrocarbon anomalies and assess
contamination of the bottom sediments with
geogenic hydrocarbons of natural origin which
migrate towards the surface from the deep layers
of a formation’s sediment cover.

In order to eliminate the risk of contamination of the
marine environment, seawater is used as drilling
mud whenever possible. During and after drilling
work samples of water, bottom sediments and
reservoir fluids are taken for control analyses.
Platform wastewater treatment installations are
controlled on a regular basis and the waste
which cannot be utilized at sea is collected and
transported to land by special support tugboats.
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GENERAL INFORMATION ON THE BALTIC SEA

The Baltic Sea covers an area of approximately
385 thousand km2. The average depth of the
reservoir is slightly over 52 m, although the
maximum depth (in the Landsort deep) is 459 m.

The salinity of the Baltic Sea varies between its
various zones and is changeable, ranging from
1 to 20%.. The average salinity is 8%o. The
approximately 250 rivers which terminate at the
Baltic Sea and the limited inflow of ocean water
contribute to low salinity of the reservoir.

Contrary to what may appear, the Baltic Sea is not
an easy region to conduct oil exploration.

—_—r

lts typical “short” wave, sudden breaks in the
weather and low air and water temperatures are
hardfelt by the offshore crews. Baltic’s typical
wave is short and steep; its average height is
approximately 5 m, but during strong storms it
frequently rises to 10 m. On December 23rd 2004
a record-high 14-meter wave was recorded. In
accordance with the applicable procedures for
anchoring jack-up platforms, it was necessary to lift
the bottom of the platform hull over the maximum
registered wave height.




INFORMATION ON THE PLATFORM AND DRILLING EQUIPMENT

The “Petrobaltic” drilling platform is a Levingston
class 111 jack-up offshore platform, intended for
use on reservoirs with water depth of approximately
92 m and wind speed of up to 56 m per second. Up
to 60 people may work on the platform. Equipped
with the National 1320 UE drawworks, Bayley,
drilling tower, National 760 FA crown block and
National 660-G-500 travelling block, the platform
has a nominal lifting capacity of 360 tonnes.

Support tugboats are see vessels which are
indispensable for efficient operation of drilling
platforms. Two of such tugboats operated by
Petrobaltic, “Granit” and “Bazalt’, are see vessel
with displacement of approximately 1600 DWT,
intended for tugging large floating objects, laying
pipelines, transport of equipment and materials in
solid, loose or liquid form.

Smaller tugboats — “Kambr” and “Vivero” — provide
support to the platforms by successfully handling
less exigent tasks.

Any offshore drilling work must be preceded
by geotechnical surveys necessary to ensure
safe anchoring of a jack-up platform. Such
geotechnical work is performed from Santa
Barbara survey ship.

Santa Barbara has the capacity to perform shallow
drillings, collect sediment samples using a scoop
or vibroprobes and to analyse the properties of
bottom sediments with the use of a penetrometer.
Bathymetric, sonar, seismoacoustic and many
other surveys which are indispensable to ensure
safe and efficient offshore oil exploration, are
performed from this ship.

In view of its investment plans, encouraging results
of research and optimistic evaluations of the
possible reserves of the Baltic Sea region, in the
second half of 2006 Petrobaltic S.A. began search
for a platform or a drillship, from which it could
conduct exploratory drillings.
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PLANS AND INVESTMENTS

At the current stage of the exploration work at the
Baltic Sea, activities focus on the following major
areas:

* Development of and production from the iden-
tified and documented hydrocarbon deposits
at the B3, B8, B4 and B6 fields

* Exploration work at the identified and seismi-
cally documented structures B23 and E23

* Preparation for further exploration work at other
seismically identified structures.

Given Petrobaltic S.A'’s technical capabilities and
the location of its base, and relying on the results
of geological and seismic research, the company
has so far focused its activities in the region of
the teba section. However, other regions of the

Southern Baltic See - general map

Upstream Activities

Polish, Russian, Lithuanian and Latvian shelf
are also prospective for oil exploration. This
is confirmed by the results of regional surface
geochemical analyses performed at the request of
the Ministry of Environment and financed by the
National Fund for Environmental Protection and
Water Management, as well as by assessments
made by specialists, according to whom possible
equivalent reserves of the Polish zone of the Baltic
Seamay-depending on the adopted methodology
of analysis —amount to approximately 200m ms3 of
crude oil, accumulated in the numerous identified
structural traps located all over the Polish sea
Zone.

The teba section - general map
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Operating
Activities

In 2006, the quantity of crude oil processed

at the Gdansk refinery was at the highest ever
level in the Company’s history, reaching 6.1m
tonnes of crude, which corresponds to 101.6%
of the processing capacity.







Operating Activities

REFINING

2006 was another record-breaking year in terms
of crude throughput volume, which reached 6.1m
tonnes and was as much as 1.3m higher than in
2005, also a record-breaking year.

Grupa LOTOS S.A. now benefits from the effects
of its upgrade and investment projects, especially
the most recent ones. The Russian Ural crude con-
tinues to be the main type of crude oil processed
by the Company (5.7m tonnes), which is also sup-
plemented by light crudes, like the Rozewie crude
extracted from the Baltic Sea, and heavier crudes,
like the Kuwait crude, the first trial shipments of
which were processed by the refinery in Gdansk.

Traditionally, the Company used almost 1m tonnes
other raw materials, supplied by third parties for
production of fuels and oils, which allowed it
to achieve the record-breaking volumes of fuel
output, including: 1.5m tonnes of gasoline, 2.7m
tonnes of diesel oil and 660 thousand tonnes of
light fuel and marine oils. The aviation fuel output
was 450 thousand tonnes, while the production
volume of bitumen and bitumen components
reached as much as 780 thousand tonnes, or 30%
more than in 2005.
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PRODUCTION UNITS

Modern production units, such as hydrocracking,
CCR reforming and Merox aviation fuel units allow
the Company to produce the highest-quality fuels,
which in turn enable it to achieve high production
margins. Such a strong operating performance is
due mainly to the stable and continuous operations
ofthe production units at their full design processing
capacity throughout the whole year.

COMPREHENSIVE TECHNICAL UPGRADE
PROGRAMME

In 2006, actions taken as part of the
implementation of the Comprehensive Technical
Upgrade Programme (PKRT), which is of key
importance for the Company’s development and
its future shareholder value growth, included: final
determination of the scope of the Programme,
preparation of base designs for the main units,
negotiation of agreements related to various areas
of the design, and discussions with financial and
insurance institutions.

In January 2006, the terms of cooperation were
agreed upon and the agreements were concluded
with Fluor and the Uhde/Technip consortium for



execution of the PKRT Integration Base Design,
including extension of the crucial auxiliary systems
and the technical infrastructure.

In June 2006, the Supervisory Board of Grupa
LOTOS S.A. approved conclusion of the contract
for delivery of four reactors for the hydrocracking
(MHC) unit, covered by the PKRT Programme.
Assuming the financial liabilities connected with
delivery of the MHC reactors was one of the key
milestones in the PKRT's timeline.

The Company also took steps to build a new distil-
lation unit (CDU), which in 2010 will increase the
crude oil throughput capacity to 10.5m tonnes
per year. In August 2006, the Company signed an
agreement for development of base design for the
distillation unit.

Upon conclusion of the tender for execution of
a diesel oil hydrotreating unit (HDS), in November
2006 the Management Board of Grupa LOTOS S.A.
signed with ABB a turn-key contract for execution
of the HDS unit under a Chevron license. Under
the contract, the scope of the work comprises the
technical design, deliveries and construction of
the HDS unit. The launch of the unit will enable the
Company to meet the quality requirements which
are to apply to diesel oils as of 2009.

In December 2006, the preparatory work at the
Gdansk refinery — such as soil survey, soil removal,
ground levelling, draining, providing electricity to
the construction site, building temporary roads
—was practically completed.

The preparatory work related to execution of the
key elements of the PKRT Programme is at its final
stage, and construction of the first units (HDS) has
already started. The Company has also taken steps
to optimise the scope and manner of execution of
the project, taking into account the current market
positions of contractors and suppliers.

The main effects expected of the PKRT Programme
include higher margins, achieved by increasing
the scale and level of conversion of the crude
oil throughput at the Gdansk refinery, which will
result in higher fuel production volumes (mainly
diesel oil).
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LOTOS IN SOUTHERN POLAND

STRATEGIC REGIONS: THE PROVINCES
OF KATOWICE, KRAKOW AND RZESZOW.

The Katowice region has already become, apart
from the Gdansk region, the most important mar-
ket for the products of Grupa LOTOS S.A. The re-
gion’s attractiveness is due mainly to the strong
demand for the Company’s products on the local
market and the region’s well-developed transport
infrastructure. Based on the combined assets of
LOTOS Czechowice S.A. and LOTOS Jasto S.A,,
Grupa LOTOS S.A. builds strong market structures
in the region to operate mainly on the fuel, oil, wax
and bitumen markets.

STRONG MARKET POSITIONS

The Katowice and Krakow regions are not only the
largest markets but also the markets enjoying the
fastest growing consumption of liquid fuels. The
regions have very well developed communications
infrastructure  and  industrial  facilities and
a very good access to the transport network. The
most important and largest international compa-
nies invest in the economic zones located in the
regions. In 2006, Grupa LOTOS S.A. sold over 986
thousand tonnes of its products in southern Poland,
which represents nearly 28% of the Company’s
total sales volume of oil products. Fuel sales in the
southern regions account for the same percentage
of the total fuel sales of Grupa LOTOS S.A.
The Company’'s sales of lubricants, waxes

and bitumen in the southern regions of Poland

account for 46%, 63% and 30%, respectively, of its
total sales in these product groups.

LOTOS ASFALT SP. Z O.0.

In 2006, the Company launched a modern
distribution and storage hub in Jasto. The new
facility will enable dynamic development of the
Company’s trading operations and strengthen
its position in the Rzeszow and Krakéw regions.
LOTOS Asfalt Sp. z 0.0. also expands its export
activities into the markets of the neighbouring
countries, including Ukraine.

The new distribution and storage hub is fully
airtight and complies with stringent environmental
protection requirements. The modern storage tank
farm may store up to several thousand tonnes of
bitumen. The automated loading facilities make
the transfer of products from tanks to road tankers
quicker and safer. Bitumen from the Jasto storage
facility may also be transported by rail, which is
enabled by the upgraded unloading terminal for
rail tankers.

LOTOS LAB SP. Z 0.0.

The operations of LOTOS Lab Sp. z o.0. are
related to process analytics, taking samples,
quality control, and releasing material supplies
for production and finished products for dispatch,
testing finished products inthe distribution network,
analyzing the water used for energy generation
and technological purposes as well as drinking
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water and ground water, testing wastewater, taking
readings of and documenting the parameters of
work environment conditions. These services are
provided to the companies in the LOTOS Group as
well as to external clients.

LOTOS JASLO S.A.

For the LOTOS Group, LOTOS Jasto S.A. is the
most important manufacturing and distribution
center in South-East Poland. Strong development
in this geographical market, along with the markets
of Ukraine, Slovakia, or Hungary, is considered by
the LOTOS Group to be a priority. Eight companies
ofthe LOTOS Group operate on the basis of LOTOS
Jasto S.A.

LOTOS CZECHOWICE S.A.

LOTOS Czechowice S.A. has adapted its assets
and human resources to providing fuel storage and
distribution services to other producers (mainly
Grupa LOTOS S.A), infrastructure management
services, services related to production and
distribution of energy carriers, as well as auxiliary
services.

LOTOS PARAFINY SP. Z O.0.

In the middle of 2006, the Company launched
its candle factory in Czechowice, employing 140
staff. The factory uses modern Weissbach produc-

tion lines to produce approx. 4 thousand tonnes
of candle per year. The investment project, val-
ued at approx. PLN 18m, allowed the company to
launch an exclusive range of products under the
PROMETEO brand name.

LOTOS BIOPALIWA SP. Z .0.0.

The company signed a contract with MAN Fer-
rostal for construction of a modern fatty ac-
ids ester installation. The project will be based
on the technology and license of CD Process
(Connemann Diesel). Once the installation is
launched, LOTOS Czechowice S.A. will be able
to produce 100 thousand tonnes of the high-
est-quality bio-component per year. The value
of the project is estimated at approx. PLN 71m.

LOTOS PARK TECHNOLOGICZNY SP. Z O.0.

LOTOS Park Technologiczny Sp. z 0.0. continued
its activities aimed at supporting the restructuring
process of LOTOS Jasto S.A. and LOTOS
Czechowice S.A. In 2006, nearly 60 companies
cooperated with LOTOS Park Technologiczny
Sp. z 0.0. The company will support the Southern
Refineries in the restructuring process until 2010.
Currently, LOTOS Park Technologiczny Sp. z 0.0.
has two branches, located in Czechowice and
Jasto. As at the end of 2006, the company
employed 198 staff.
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CONSOLIDATION

In 2006, the process of merging the LOTOS
Group service companies was completed. LOTOS
Serwis Sp. z 0.0. of Gdansk acquired RC Remo
Sp. z 0.0. of Czechowice-Dziedzice and MONTO-
REM Sp. z 0.0. of Jasto which provide engineering,
automation and electrical maintenance services.
LOTOS Serwis Sp. z 0.0. is another company
which — after the oll, rail and bitumen companies —
consolidatesits assets with the Southern Refineries.
The merger of the companies will allow them to
retain the headcount and create new jobs for sales
force in southern Poland. The consolidated service
companies plan to expand their operations into
new unexploited areas. The merged organisation
adopts a new Integrated Management System.

CAPITAL EXPENDITURE

In 2006, Grupa LOTOS S.A''s investment activities
were carried out in several different areas. One of
the majorinvestment efforts focused on preparatory
work leading up to the implementation of the
Comprehensive Technical Upgrade Programme.
A contract was signed for the turn-key construction
of an HDS unit for diesel oils. Other projects were
aimed at ensuring optimal performance and
improving efficiency of the Company’s assets,
for instance through development of advanced
automated control of technological processes,
construction of an amine scrubbing column, or
refurbishment and adaptation of buildings. Various
environmental projects were also undertaken,
including an upgrade of the combustion systems
of the CHP boilers and construction of a biofilter for
the onsite sewage treatment plant at the Gdansk
refinery. Additionally, the investment efforts
extended to projects aimed at safety improvement
— a CCTV monitoring system was set up at the
Gdansk refinery, and the existing fire alarm system
was upgraded.
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Grupa LOTOS S.A'’s office compound

in Gdansk

The developing Grupa LOTOS S.A. is set on
ensuring that its staff work in suitable conditions.
The year 2006 saw the construction of a new eight-
storey Al class office building and renovation of
the nearby medical facility. An administrative
compound was thus created, which will also house
the trading companies, until now located in various
places all over Gdansk. The new building will also
serve as something of the Company’s emblem, as
its modern design and illuminated front elevation
attract the gaze of sightseers visiting Gdansk.

Upgrade of the combustion systems

of the CHP boilers

As a result of the project, emissions of nitrogen ox-
ides into the air were considerably reduced. The
content of pollutants in flue gases emitted by the
steam boilers which supply heat for the production
units is currently subject to continuous monitoring.
The refinery meets all the standards with respect
to polluting emissions.

CCTV and fire alarm systems

In order to address the security needs, a CCTV
monitoring system was developed and installed
on the premises of the Gdansk refinery. Based on
state-of-the-art technological solutions, the system
protects the grounds of the refinery against unau-
thorised access. Additionally, with a view to im-
proving fire security, the existing fire alarm system
underwent an upgrade. Signals sent by fire sen-
sors are now visualised at the Crisis Management
Centre, which allows the emergency services to
respond to fire threats promptly and accurately.

Construction of the xylene fraction
separation unit

The project will be the first petrochemical unit to
be built at the Gdansk refinery. In 2006, the base
design and the engineering design of the project
were developed, while the Company ordered
a set of component apparatuses. The construction
work will be carried outin 2007 and the first market-
ready products are to appear in 2008.
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Retail candle production plant in Czechowice
The production and storage facility, whose
construction cost more than PLN 14m, has the
annual manufacturing and packaging capacity
of 4000 tonnes of candles. The plant’s output
has already allowed LOTOS Parafiny Sp. z 0.0. to
make first substantial deliveries to nationwide retail
chains and to become one of the major industry
players on the retail market.

Development of the service station network
LOTOS Paliwa Sp. z 0.0. and Slovnaft Polska
S.A. entered into a transaction worth EUR 15m
whereby LOTOS Paliwa Sp. z 0.0. acquired
12 service stations and land plots for development
of new stations, as well as took over cooperation
with selected franchisees of Slovnaft Polska
S.A. The acquisition was executed as part of
the PROSTA Programme of development of the
LOTOS-branded service station network and
helped strengthen the Company’s market position,
especially in southern Poland.

Logistics assets
Development of logistics infrastructure — filling
stands and storage tanks — is the focus of

investment efforts at several companies. The
most important project is construction of a filling
terminal at LOTOS Czechowice S.A. which
will be used to load fuels into rail cars and will
enable future shipment of fuels containing bio-
components. The year 2006 brought the launch
of investment projects at LOTOS Asfalt Sp. z 0.0.
aimed at increasing the asphalt shipping capacity
in Gdansk and Czechowice (e.g. filling stands for
loading asphalts into rail and road vehicles). The
projects are scheduled to be completed before the
2007 asphalt sale season starts.

Production from oil reserves

In 2006, Petrobaltic S.A. undertook projects with
an aggregate value in excess of PLN 51m. The
funds were applied primarily towards financing
preparatory work preceding the development of
the B8 reservoir, including PLN 21m for drilling the
B8-4K well and PLN 23m for preparing test oil pro-
duction from the reservoir.

At the end of 2006, the Company incurred invest-
ment expenditure of more than PLN 7m to start
drilling the B3-21 well at the B3 reservoir.
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Market Activities

Product distribution and sales,

on a wholesale as well as retail scale,

are at the top of the integrated operations
of Grupa LOTOS S A.




Market Activities

FUEL MARKET

The Polish fuel market in 2006 was rather unsta-
ble, a tendency consistent with the situation pre-
vailing on international markets. The crisis came
at the end of the third quarter and beginning of the
fourth, when demand for diesel oil outweighed the
supply. This was attributable mainly to:

* Growing demand for diesel oils driven by
significantly increasing numbers of vehicles
powered by compression-ignited engines
(@ phenomenon known as “dieselization”). It is
a pan-European shift, which causes the entire
continent to be affected by structural imbal-
ance between the demand and supply of in-
termediate oil fractions.

» Elimination of the grey market for light fuel oil.

* Obligation to increase the volume of diesel
oil stored as mandatory stocks, which follows
from a legislative change (designed to ensure
that all market participants have equal footage
as regards the requirements to create manda-
tory stocks).

Thanks to the timely actions taken by Grupa
LOTOS S.A. (additional volumes of diesel oil
imported by Grupa LOTOS S.A. and postponement
of the deadline for creation of additional stocks
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granted by the Minister of Economy to certain
enterprises) it was possible to meet the increased
demand.

2006 saw a slight year-on-year growth in gasoline
consumption (up from 4,031 thousand tonnes in
2005 to 4,100 thousand tonnes in 2006). However,
theimpact ofthe ever-growing popularity of autogas
(LPG), which successfully replaces gasolines
as a road vehicle fuel, remains conspicuous.
The structural oversupply of gasolines is another
phenomenon observed across Europe, and
a majority of the excess supply of gasoline is
exported to the American market.

The consumption of light fuel oil continues to
fall. In 2006, it stood at approx. 1,800 thousand
tonnes, compared with 2,534 thousand tonnes
reported a year before. Both natural gas and LPG
are increasingly popular as heat transfer media.
In addition, grey market practices with regard to
trade in light fuel oil (used as a substitute for diesel
oil, subject to a much lower excise duty) were
successfully curbed.

There were no major developments on the retail
market, although the launch of new economy
service stations (BLISKA stations by PKN Orlen)
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and the arrival of a new entrant in the unmanned
station segment (apart from NESTE and Statoil's
1-2-3 stations, a new player — Finnish ST1) are
certainly deserving of note.

The opinion that the service station market is
approaching saturationis now widely shared, which
may be the reason for emergence of new operating
platforms (unmanned, self-service stations). At the

MARKET POTENTIAL

Being a part of European and global markets, the
Polish fuel market is prone to be influenced by the
trends prevailing on these markets.

The trends likely to be seen in the coming years
include continued growth in consumption of diesel
oil, accompanied by a negligible rise or stagna-
tion of demand for gasoline and an accelerating
fall in sales of light fuel oil. The above forecasts are
based on the following factors:

* Rapid growth of the world economy, driven
especially by India and China.

end of the year, Conoco Philips announced the
takeover of its stations (including those located
in Poland) by Russia’s Lukoil. The Russian giant
has expressed the intention to ultimately operate
200-300 stations in Poland.

The number of independent service stations
in Poland is estimated at 3,500.

BP
I ConocoPhilips
Neste
s PKN Orlen
I Shell
H Statoil

Source: Data of POPiHN (the Polish
Organisation for Oil Industry and Trade)

* Global growth in demand for oil derivatives
(although biofuels are gaining a significant
portion of the market, in at least ten-year
perspective they should not threaten the
market share of oil-derivative fuels).

* The annual economic growth rate (incremental
GDP) will not fall below 5% and, under high
scenarios, it may even reach 7%-8%. This will
causethe carmarkettothrive, while contributing
to the expansion of the road network, including
motorways, and increased freight transport by
road.

* Growing number of motor vehicles, especially
cars powered by diesel engines.
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DIVERSIFICATION OF CRUDE OIL SUPPLIES

In terms of oil supplies, the market environment
of Grupa LOTOS S.A. did not materially change
in 2006. However, in view of the programme for
intense development of its refinery and of the dif-
ficulties experienced by other refineries in the re-
gion with crude supplies through the Druzhba
pipeline in 2006, the Management Board of Grupa
LOTOS S.A. has defined the target geographical
structure of the crude supplies.

According to the strategy adopted by Grupa
LOTOS S.A. with respect to diversification of its
crude supplies, by 2012 supplies from any one
geographical direction should not account for
more than 60% of the total supplies to Grupa
LOTOS S.A. This objective, combined with

FUELS

Fuels produced by Grupa LOTOS S.A. meet the
strictest quality and environmental standards
imposed by the European Union.

LPG

Grupa LOTOS S.A. produces liquefied petroleum
gas (LPG), which is chiefly applied as engine fuel.
The 2006 output of LPG was 63 thousand tones,
showing a 40% increase relative to 2005.
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the planned increase in the throughput capacity
from the current level of over 6m tonnes to over
10m tonnes, requires that over 3m tonnes of crude
be contracted from sources other than the cur-
rent ones to ensure that the target diversification is
achieved. It has also been assumed that about 1m
tonnes of oil will be obtained via the development
of the Group’s own upstream business.

In 2006, Grupa LOTOS S.A. initiated the opening
of alternative routes of crude oil supplies by sea
from Kuwait and Norway (condensate). These ini-
tiatives increased the degree of diversification of
crude oil supplies to the Company from about 5%
in 2005 to about 10% in 2006, thus improving the
Company’s security in this area.
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GASOLINES

Virtually all types of gasoline produced by the
Gdansk refinery, already comply with the EU-im-
posed quality requirements related, for example,
to the content of sulphur, benzene and aromatic
compounds, which are due to take effect only in
2009.
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JET A1

Near the end of 2005, a second advanced avia-
tion fuel production unit (MEROX) was placed in
service, allowing Grupa LOTOS S.A. to increase
its JET A1 aviation fuel production volume to 450
thousand tonnes in 2006 (up by more than 60%).
The aviation fuel is in great demand with Scandi-
navian customers.

DIESEL OIL

The Gdansk refinery produces the Eurodiesel
LOTOS oil, whose sulphur content does not
exceed 10ppm (ca. 95% of total diesel oil output)
and the Eurodiesel EKO oil, which contains 50ppm
of sulphur.

SERVICE STATIONS

RETAIL SALES

In line with the strategy pursued by Grupa
LOTOS S.A,, the network of service stations, being
one of the channels for distribution of products
manufactured by Grupa LOTOS S.A., aims to
improve its operating efficiency with a view to
strengthening the position on the retail market.

Under the PROSTA Programme launched in 2004,
the Company’s strategic objective is to gain a 10%
share in the retail fuel market in 2010.

This distribution channel will develop through:

* extension of the COCO stations network

* extension of the network of stations operating
under the LOTOS Family Commercial Partner-
ship Programme

* network optimisation.

As a key element in strengthening the LOTOS
brand image, uniform standards are being imple-
mented at the LOTOS network stations.

The Company also produces diesel oil with
enhanced low-temperature properties called
Eurodiesel City, whose sales in 2006 rose by
20% over the previous year. Grupa LOTOS S.A.
was the first Polish oil company to have launched
production of a diesel oil containing up to 5% of the
FAME bio-component (methy! esters of rapeseed
oil). In 2006, production volume of that fuel reached
32 thousand tonnes.

LIGHT FUEL OIL

Grupa LOTOS S.A. produces two brands of light
fuel oil: LOTOS RED 0.1 with reduced sulphur con-
tent of 0.1% and LOTOS RED 0.2. The total light
fuel oil output was 415 thousand tonnes, out of
which some 30% featured low sulphur content.

COMPANY OWNED COMPANY OPERATED
(COCO) STATIONS

The network of COCO stations comprises 133
facilities located countrywide. The strategic
objective of LOTOS Paliwa Sp. z 0.0. is to raise the
number of stations to 146 while maintaining high
sales and service quality standards.

DEALER OWNED FRANCHISE OPERATED
(DOFO) STATIONS

Striving to meet customer expectations, since
October 2003, LOTOS Paliwa Sp. z 0.0. has been
implementing the LOTOS Family Commercial Part-
nership Programme. LOTOS Paliwa Sp. zo.0. offers
amodern cooperation model where both sides are
equal partners. The benefits of the participation in
the commercial partnership programme include:

* along-term right to operate under the LOTOS

brand
* guaranteed supplies of high quality fuel

"



* the Starting Package funded by LOTOS Paliwa
Sp. z 0.0, comprising a set of investments
executed at the cost of LOTOS Paliwa
Sp. z 0.0. to modernise the stations

* operating as part of a uniform network

* enabling the partner to serve the participants of
the LOTOS Business programme and holders
of UTA and DKV fleet cards.

The gradual development of DOFO stations is part
of the Company'’s strategy aimed at strengthening
the LOTOS network. The objective behind the
efforts undertaken in this segment is to increase
the number of DOFO stations to 230. As at 31st
December 2006, the total number of DOFO
stations, which complemented the existing COCO
stations’ coverage, was 57.

DEALER OWNED DEALER OPERATED
(DODO) STATIONS

The network, which was established in June 1995,
comprised 209 stations as at 31st December
2006. Due to the benefits offered by cooperation
under the Commercial Partnership Programme,
20 stations operating under the DODO model
switched to DOFO.

NEW INVESTMENTS

In 2005, as part of the PROSTA Programme,
LOTOS Paliwa Sp. z 0.0. acquired 39 Esso stations.
Another transaction, which considerably increased
the number of stations in the LOTOS network,
consisted in the purchase of 12 Slovnaft stations in
March 2006. The Esso and Slovnaft stations were
finally merged into the LOTOS network by the end
of October 2006. As part of the acquisition of Esso
and Slovnaft Stations LOTOS Paliwa Sp. z 0.0.
also purchased 16 plots of land for service station
sites.

The benefits brought by the acquisition of a total of

51 service stations include:

» considerable strengthening of the LOTOS
brand in the key strategic regions of Poland:
Great Poland, Mazovia and Silesia

e arapid increase in the market share

* strong opowth

* expansion of the market

* winning a better position to attract customers.

As at December 31st 2006, the LOTOS network
comprised 400 stations.
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ENGINE OILS

LOTOS Oil S.A’s business consists in the
production and distribution of lubricating, base and
industrial oils, as well as lubes. The Company has
three oil producing centres, located in Gdansk,
Czechowice and Jasto.

A GOOD YEAR

In 2006, LOTOS Oil S.A. managed to strengthen its
position on the Polish market of lubricant suppliers
for the automotive sector and the industry.
Compared with 2005, 2006 saw an almost 10%
rise in the sales of the company’s own products,
including both engine and industrial oils.

AUTOMOTIVE SECTOR

The company’s flagship product is the family of
engine oils marketed under the LOTOS brand,
which is the most popular brand on the domestic
oil market. According to the most recent research
by Auto Scan B.P.S. Consultants Poland Ltd., in
2006 LOTOS Qil S.A. was an undisputed leader
in the engine oil market, achieving a 32.7% market
share and leaving behind both domestic and
foreign competitors.

The other oil brand, designed for professional
users, is represented by the family of TURDUS ails,
which are modern products for specialised use.
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INDUSTRY

For many years, the company has been a market
leader as a supplier of lubricants for industrial
purposes, with a special emphasis on the power,
steelmaking, mining and engineering industries.
LOTOS Qil S.A. also offers hydraulic and gear
oils. Additionally, its business includes low-volume
production of specialised lubricants. Industrial
oils and lubricants are supplied to domestic and
foreign customers. A modern laboratory is working
on expanding and enhancing the company’s
product offering to accommodate the needs of the
rapidly changing economic environment.

The company is expanding cooperation with
producers of a broad range of vehicles and
machines. The cooperation is not limited to sales
efforts only. More and more frequently, it involves
advisory, consultancy and assistance in solving
problems, sometimes very complex. In 2006, the
experts of LOTOS Oil S.A. actively participated in
handling the problems encountered during the
operation of machinery by industrial customers.

GROWING IMPORTANCE OF EXPORTS

LOTOS Qil S.A. is one of the key producers of
engine oils in Central and Eastern Europe. The oils
produced by LOTOS are characterized by superior
quality; their production relies on modern solutions

compliant with stringent EU standards. The high
and stable quality of oils, achieved thanks to the
application of advanced production technologies
and the best enriching additives, drives their sales
up year by year. Apart from Poland, the company’s
key markets include Russia, Ukraine, Belarus,
the Czech Republic, Slovakia, as well as the
countries in the Balkans and the Black Sea region.
Additionally, the company is successfully creating
business ties with African and Western European
customers.

QUALITY AND TECHNOLOGY

LOTOS Oil S.A’’s products meet the most rigorous
standards not only because they are produced
using state-the-art technology (controlled witch
the Advanced Production Control system (APC)),
but also because the whole production process
is subject to the Quality Management System
compliant with the internationally recognised ISO
9001:2000 standard. The quality management
system certificate, compliant with the requirements
of the AQAP 2110 system, attests that the products
of LOTOS Qil S.A. comply also with very strict
norms to be observed by all suppliers to armed
forces and by defence sector companies in NATO
countries. This is another example of evidence
confirming the importance which LOTOS Oil S.A.
attaches to the quality of its products.
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BITUMEN

LOTOS Asfalt Sp.zo.0. has been the largest
producer of road and industrial bitumen in Poland
since 2006. In that year, it sold a record-high
volume of bitumen (800 thousand tonnes), which
accounted for 47% of the market. The company’s
achievements in 2006 included the strengthening
of its position on the market of modified bitumen.

In March 2006, a modern bitumen terminal was
completed in Jasto. Thanks to the numerous
investments made in the southern divisions (Jasto
and Czechowice), a total of 200 thousand tonnes
of bitumen were sold by these divisions.

BITUMEN TERMINAL IN JAStO

The company supplies road bitumen, industrial
bitumen, emulsions and bitumen additives to both
domestic and foreign customers. In 2006, the
bitumen produced by LOTOS Asfalt Sp. z 0.0. was
used in the construction of key transport routes
in Poland, including A-1 and A-2 motorways and
the well-known Zakopianka road. Additionally,
the products of LOTOS Asfalt Sp. z 0.0. are used
to build roads in Slovakia, the Czech Repubilic,
Hungary, Austria, Germany, Romania, Lithuania,
Russia and Sweden.

QUALITY

The quality of LOTOS Asfalt Sp. z 0.0.'s products
was confirmed by the award to the company, as
the first ever in Poland, of the Certificate of Factory
Production Control. The Factory Production
Control system was also certified by the road
administration authorities of the Czech Republic
and Slovakia with respect to the production of road
bitumen.

Furthermore, 2006 saw implementation and
certification of the Integrated Management
System compliant with the PN-EN 1SO 9001:2001,
PN-N-18001:2004 and PN-EN ISO 14001:2005
standards.

AWARDS AND DISTINCTIONS

LOTOS Asfalt Sp.zo0.0. places great emphasis
on consistency of production processes and high
quality of its products. This approach is confirmed
by numerous awards and distinctions, including
amedal at the Autostrada Polska 2006 International
Fair of Road Construction, in recognition of JASBIT
K3-60 SS, a cation road bitumen emulsion for thin
layers, applied cold (slurry surfacing type).
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PARAFFINS

In 2006, LOTOS Parafiny Sp. z 0.0. remained
the leader on the domestic market of paraffin
products. The company’s advantage over other
market participants was particularly well seen in
terms of the quality of votive candle paraffins and
the volume of B2B sales of these products. The
first half of 2006 saw a strong increase in both
sales of and demand for the company’s products,
from both domestic and foreign customers.

In 2006, as part of the “Strategy for the LOTOS
Group until 2012”, the company decided to
invest in new technologies. These measures
are expected to contribute to expanding the
company'’s range of specialised paraffin products,
which are the most dynamically growing group
of paraffin products worldwide. The company’s
activities in 2006 focused on pursuing its strategic
targets with respect to increasing market share
and marketing a wide range of candles and votive
candle products.

In 2006, the company proceeded successfully
with the implementation of the PROMETEO
and LOTOS Ogrod projects, which are to have
a significantly stronger effect on the company’s
performance in the coming vyears. From
a manufacturer of semi-finished products,
which supplied a variety of materials for further
processing, the company turned into a final
product manufacturer. Thereby, LOTOS Parafiny
Sp. z 0.0. implemented the development plans
adopted at the time of consolidation in 2004.
Similar to other candle producers, the company
developed designs and attractive form and
packaging for products without neglecting
the technological innovativeness of candle
manufacturing.

In 2006, the company reported higher profitability
on sales of candle products and a relatively low
volume of returned products (particularly votive
candles). These developments confirm the good
climate for the paraffin industry and its growth. The
company benefited from continued demand for
paraffin products (i.e. candles, votive candles and
tea-lights) thanks to their universal availability in
large retail chains, the growing purchasing power
of Polish consumers and considerable exports.
The company’s sales under long-term agreements
represent around 70% of its turnover.

The innovativeness of the sales efforts was
confirmed by the introduction of candles into
the direct sales channel in Q4 2006. For the first
time in the company’s history, the sales of final
products (candles and votive candles) accounted
for a significant portion of sales revenue. Direct
sales were realised under framework agreements
concluded for one-year periods.

Exports represented over 36% of the 2006 total
sales. The main foreign markets included Germany,
the Netherlands, Scandinavia, Italy and former
Yugoslavia. The increase in exports and intra-
EU sales was driven mainly by the penetration of
the company’ existing foreign markets, irregular
deliveries of paraffin from China, and shortages of
raw materials in the first half of the year.

7






Grupa LOTOS S.A. / ANNUAL REPORT 2006

LOGISTICS

NEW CHALLENGES

New challenges facing Grupa LOTOS S.A. in
connection with the market and technology
development require a fully integrated operation
in all spheres of activity, including logistics.
Implementation of the 2006-2012 strategy entails
transformations within Grupa LOTOS S.A. whose
purpose is to flexibly adjust the organisational
structure to the tasks set for the Company. The
first stage, consisting in the incorporation of
LOTOS Partner Sp. z 0.0, a logistics operator, into
Grupa LOTOS S.A., has already commenced. The
creation of an efficient logistics system covering
both internal and external customers is aimed at
generating the highest cumulative result for Grupa
LOTOS S.A.

The Comprehensive Technical Upgrade Pro-
gramme (PKRT) necessitates expansion of
infrastructure  (warehousing and

the logistics

transport facilities) for the purposes of distributing
products on the domestic market and for exports.
Investments in expanding the Company’s logistics
assets, which are required for the operation of the
PKRT units, will play an important role in improving
Poland’s energy security and reducing its reliance
on fuel imports.

As part of the existing logistics structures, Grupa
LOTOS S.A. regularly checks and adapts
its logistics chain to meet the requirements
imposed by changing market conditions,
which enables it to take quick and effective
measures in the marketing segment. This
ability to flexibly adjust logistics to market
needs, with a continued focus on the LOTOS
Group’s strategic objectives, helps us build
competitive advantage and, consequently,
increase shareholder value.




STORAGE DEPOTS

As a result of the growing volumes of fuel sales
reported in 2006, the Company had to increase
its commercial stocks and adjust own and leased
storage facilities to its current needs. The volumes
of fuel handled at the terminals operated by
LOTOS Czechowice S.A. and LOTOS Jasto S.A.
rose significantly as well. In land logistics, Grupa
LOTOS S.A. relied on ten distribution areas
located countrywide. Smaller fuel terminals owned
by Grupa LOTOS S.A. are designed to blend
specialised products and biofuels in the future.

Larger volumes of processed crude and the legal
requirements related to harmonisation of Polish
regulations with the European legal system
result in the Company’s obligation to keep
higher volumes of mandatory stocks, which will
be stored in own and leased facilities. The 2006
volumes of mandatory stocks were increased
taking into account the highest possible share
of moving stocks in total mandatory stocks,
and appropriate structure of mandatory stocks,
consistent with the quality requirements imposed
on Poland by the EU (applicable to years
2008-2009). As at the end of 2006, 87% of the
mandatory stocks in external storage facilities
complied with the quality requirements which
will apply starting from 2009.
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TRANSPORT

Due to the lack of access to product pipelines, the
biggest challenges in terms of product transport
on the domestic market will be faced by to the
railway transport. In 2006, the Company relied for
railway transport on its own carrier (LOTOS Kolej
Sp.zo.0.), whichadditionally reducedits distribution
costs. LOTOS Kolej Sp. z 0.0. has developed an
operational and development strategy for the
Company for the coming years. The strategy
assumes growth of the transport services: the total
volume of goods transport for Grupa LOTOS S.A.
under license agreements will increase from 2.7m
tonnes in 2006 to 7m tonnes in 2012.

SEA LOGISTICS

Compared with local and regional competitors,
Grupa LOTOS S.A. enjoys a considerable logistics
advantage offered by its location. It also has access
to direct pipeline connections with Port Pétnocny
(the Northern Port) as well as state-of-the-art
loading facilities in the port. The Gdansk refinery is
connected with the port through product pipelines.
However, with a view to developing exports, Grupa
LOTOS S.A''s strategic objective will be to build
a maritime fuel terminal for handling the loading of
larger volumes of products and keeping fuels in
the port’s storage facilities.
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BIOFUELS

The Company is gradually rolling out biofuels
across the domestic market. In these efforts,
the Company leverages the experience gained
to date in connection with a pilot programme for
distribution of diesel oil with the FAME additive.
Additionally, the share of alcohol-based gasoline
in total gasoline sold has increased.

In 2006, the Company executed the pilot
programme of selling diesel oil with up to 5%
FAME content (compliant with the PN-EN
590:2006 standard). The product was distributed
from selected storage depots.

PRODUCT QUALITY

A detailed system for quality testing and
monitoring at each stage, from production through
distribution, storage and marketing, is designed
to provide customers with products of the highest
quality, at stable volumes. To monitor the quality
of products, Grupa LOTOS S.A. runs its own
laboratories (in Gdansk, Czechowice and Jasto)
and uses the services of external companies.

QUALITY OF SERVICES

All logistics processes are customer-oriented — to-
gether with the product, customers are provided
with all the required services. The Company has
plans to improve customer service with respect to
the scope of product information provided to cus-
tomers and an on-line service system customised
to the needs of specific key customers.
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The Polish origing] should be referred 1o im maiters of inerpretation.
Translatson of wuditors” sepon originadly issued in Polish,

We iued the Tollowing audit opinion dated 1T April 2007 cm the consolidated financial statersents of the
Capital Group Grupa LOTOS 5.4 for the year ended 11 Docember 2006:

“To the Sepervisery Roard of Grups LOTOS 5.4

I.  We have sudited the attached conaolidated financial ststements of Capital Groop Grupa LOTOS 5.4
|t (Groegp'), fior which the holding company is Grepa LOTOS SA. (the Company®) bocaied
in Gidefk, ot 132 Elblgsioa Street, for the year ended 31 December 2008 containisg:

+  the consolidsled balance sheet as a1 51 Decembser 2006 with 1dal assets amounting o T9M64T75
thoasand zlotys,

v By gonaclidated prol@ and koss account For the period Trom | January 2006 0 31 Decerslber 2008
with a nel profi amounting 1o T34.652 thousand zlotys,

o the coavenlidmied statement of changes In shareholders” equiny for the perad from 1 January 3006
w31 December 2006 with a ool ncrease @ dfarcholden” equily amounling o T36 I25 thouxand
Zlotys,

o the consolsdaied cask Mow ststement for the porad from 1 lasaary 2006 o 31 December 2006
with a nel cash indlow amounting o 143 679 thousasd zlotya and

w e additional notes and explanations

{“the amtsched sonsodidated financial stalomenta b

2. The truth and faimess' of (he attached comsolidated Mmancial staterments and the proper maintomnce
of consndidation documentation are the respongibility of the Company's Masapement Board. Owr
responsibility was 1o audit the attached consolidated firancial siaiements and to express an opinion
wieether, based on our sudis, these financial salements are, in all maserial respects, roe and fair’

3. We conducted, excepd s discusied @ paragraphs 5-7 bolow, cur audi of e amached consalidaed
(Emancial siatements in accondance with the following regulations being im force in Polamd:
o chapier T of the Accounting Act, daled 79 September 1994 il Accounting Act'),
»  lhe wadiling standands issued by the Mational Chamber of Auditors,

in cnder B0 obimin reasonable assurance whether these financial sistemnents are free of matenal
misstalement. In paricular, the sudit included examiming, b & large extent on o ftest basis,
documentation sopporting the aescesey pad dischosures B the amacked consolsdaied finssclal statements,
The auds also included asseming the sccounting principles adopied and used and significast eslisales
masde by the Managemenl Board, a2 well as evalualing the owerall presentation of ks aitached
consoladaled fnancisl statemaents. We believe cor sl bas provided & reasonable basis o express o
oinion on the attached consclidated financial stalements treated as o whode,

4, The consolidaled finaseial starements Sor the prior financial year ended 31 December 2005 were selbject
w oour mudil and we Beosd a galified opisson including emphases of matier on these finascial
atatemenis, dated I7 April 2006, The qualifications soneerned: imabiliy 1o axsess the potentmal offed of
e panes, which wore subject to qualifications incladed = the audilors” opinion om the consolidated
Minancal satements of the Lithanian Capital Grosp UAB Nafos Gavyba and inability o verify the
approperisteness of the sstimations of proviskons oreated by the subsidiary LOTOS Crechowice A Tor
both, the potential cost of removing 2nd uilizing production waste siored in =0 called "acid boles’ plus

for feture reclamatbes of land, on wiskch cerain insiallstions designed ns beisg due for
liquidstion sre locased im cotal amount of 3% milleen zlons

! Traslation of the following expression in Polish: *raefelnod?, prawldloneod? | fasnodd!
* Tramslation of the lodllowing expression in Palish: “rrefelne, pravwidloss | jasne’
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The Polish original should be referred to i satters of inlerpretation.
Trasalanion of auditors” repon originally issued in Palish,

The emphases of matter related B0 recognition of profit of 267 million =Hotys in the comsalidated
fineacial siatermenis as & resuli of excess of inierest in the el assets fair value over the scquisition cost
on the share purchase imsaciion of Rafinesa Crochomige 5.4 (BOO4%) Rafineria Jaalo 5.4
(BO.01%4), Rafineria Mafly Cilissar 5.4, in bankneptcy (91.54%) and Prirohaltic S.A, (69.00%), and aba
the lmabilitics relating 1o financing of operating and investment activities of Rafineria Nafly Glimar 5.4,
{'BEN Climar") becoming payable. To the qualifications and emphases of matter included in the asditors*
opiniom o the consolidated financiy] simemsenis for the prior firancizl vear ended 31 December 30038
we also reler wo in the parsgraphs 8, 7 gl 9 of thas opinion,

& As presenied i demnll bn Moie 11 @ the minched consolidaied Fnancis] sistemenis the Comgpany |s s
process of gueculisg the Comprehensive Teckaological Development Programsse ("FKRT). Within the
comlings of this programme the Company signed two agroements on the excculion of e ront-end
engancening design for PEKRT, valuation and sending an offer for execution of the worked out project.
The aggregate cosd of both agreements amcemted io 102 millkos zlotys and increased the valuwe of
tungible nssets wmder construction, Cuarestly, the Company & in course of analysing bth peojects wilk
& view I prepaning a complex progect that would be most ssitable for the Company's necds, The curment
sae of analysis ix nol sudfickent for the Compamy 10 delormine the scope o which bath projects will be
used in the fubere with regard to preparation of the final base project for PKRT. Taking all of the ahove
inte ponsideriion, we ane unsble 1o express whether and in wiich smount the pan of above projects’
comts incurred should be charged 1 e cosmolldated prodit and loss sscouni,

& The CGarcap recognlzed in the ssisched comsolidaied finascial stmemsents provisions created for both the
’ rotertial ¢t of remaoving and ulilizring production wasie plus a provision For Tubuee reclasation of land,
on which cerlain installations desigmated as being due for liquidation are located. Total provisions
ameoiomfed (o 40 milllion hotys. With reference 1o the amount of post production waste and the area of
lamed, which were the basis for the caloalation of the provishons® valug, the cnimaton was performed on
the baisi of the Grosp's decumentation & well & ils eehnological empboees best knowledge, Bowover
0 quanlity servey, using proper drilling lechnigues, which would ensure full aredibility of the resulls,
was conduciod. Furtbermore, theve i & significant range of the walue of the provisions Tor the
reclamation of the land, as essessed by the envircesnental experts. Taking all the above inio
consideration, ns well s lack of memurement dotn reganding pollution concentracion ples seiual
conmminaied locations n the Group’s refinesies, we were unable 1 verily the approprialensss of s
preerfoemmed eutimalsed and the resulting value of the preamions staled above,

T The Group prosents 42, 7% share in tha UAB Nafios Gavyba Capilal Group (The KGO Group”). located
in Lithamania, wsing the equity method, in the amount of &3 méllion zlctys. The basis of including in the
attached consolidated fimancial statements the value of the NG Group, being the valise of imerest in the
equity of the WG Group, was s consolidaicd finsscial saatements of the NG Growp prepared as m
3 December 2006 scconding e stcounling principles applicable in Lithusnis. The ssditor ol ih
consolidated financial walements of the NG Group issucd a gualified opinion, daled 13 March 2007,
and the qualifications concerncd:

¢ [limitation of scope relating 10 inability to assess all fimancial comsequences of arbitration

proceeding, of which ome of the sebsidisry = AR Geonafia & o panty. The proceedings ane
described in dztail in paragraph 41 10 the aitached coneolidated fsancial sasemenis.

o  lack of independent nssessment of the size of navem| resources owned by the MG Groap and as
o result lehstion of seope in relackd o the nen Book velee of fived ety used & mining
agtivities and cormponding deprocalion.
Funhermore, the Giroup presents in he aftached consodidated financial statemenls advanes lof puschase
of AR Georafta sharcs in the total amount of 25 millos slotys. The Group commissioned camying ot
an independend valuation of poasessed assels engaped in the Lithuangan venbare, As & resull of lack of
control, the Group has ne influence on the operating activity of the MG Group and limiled abilities wo
sdminister these assets. Above menlionsd msues have cnecial effect on the realisable valuse of theso

BERENSE.
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‘The Polish original should b referred to in matters of inlerpretstion.

B Translaion of auditces epoet oiginally sseed i Palish.
Taking inlo consaderation gualifications concerning the condodidated fmancial italements of the BG
Group for the year ended 31 December 2006 prescnted above, application of differond accounting
principles by the MG Grosp g well as lack of influence onthe operating activity of the NG Group and
resulis of independest valuation, as ol e date of iisuisg this opinion we were unabde 0o msess whether
the value of asicts engaged in the NG Group and AR Geosalts predenicd o the sftsched consioladated
financel Aatcments s correct amd Tully roalisabile.

B, In our opinion, excepd  for potential eMects of the matiors described in paragraphs 5-7, the aftached
consolidaled financial stalements, in all matenal regpects:
»  presenl ruly and sy all information material fof the saessment of the resulia of the Group®s
oprlions For the period from | January 2006 80 31 Decomber 2006, as well a3 @8 [rancial
position’ as @ 31 Decembear H06,

#  have been prepared in all material aspects comectly, o, in accordanes with Intersatsonal Fisaneial
Reporting Standards as adopled by the EU,

= afe im respect of the form pnd conlcsd, B mccondance with the logal regulaisces gowversing
the preparation of financial simements

. Without further gealifying our opinion, wo draw atention o the Tllowing issses:

(a} As presented detail in Kote 11 fo the aftached consolidated finascial stalements, the Comgany mads
prepaymenis for deliverses of reactors, which are part of the PEKET proged, solalling 10 75 million
rlotyx. Taking into acoount thet 1l tse date of issuing this opinion the Company has not placed the
final purckase order for these reacsors there is a risk that the sipned inent leticrs might be cancelled
and sdvasces maght ol be rebaned i Nl amounl. D 1o the Bet that the finel date of placing &n
ordor for two ouf of foer reactors has already expirod, the date of placag the Final ander Bor anotker
two reacions is approaching, the final comprehensive project of FRKRT has not yet been approved, as
mezniEomed in parngraph 5 of this opinion, and the fact that the Supervisony Board has not conaenicd
to sign an Epreement for general excostion of PKRT, there is sn uncensinty conceming ihe
realizution of the advances presened in the sitached consolslated financial sintements.

(b) Az gt 31 December 2008, the Giroup recogaied goodwill sriseg from the scquisition of the
crganised parls of busings of ExxoaMobile Poland Sp. £ o0, and Slownalt Poliks 5.4, in vl
amount of 55 million zhotys. As presented im Mofe 16 fo the sfisched consolidated financial
siatements, the Growp carmied oot the impaimment st Tor goodhwill based on analysis of discounted
cash flows for purchased petrol stations of ESS0) and SLOVHAFT chains. Dewe to the fact that ihe
Forecaised cash ﬂﬁ“.ﬁM|MﬂH#mﬁTTMMHﬂrﬂh|WﬂHlﬂﬂﬂ
= year D006 by the purchascd petrol stations arc signaficantly lower Ban capocted, in our opmaon
thezre is an uncertainty concerming the realisable value of the 1otal goodwill amoun prosented i the
aiinched consolidaied Inancial sistemenis.

£} The Group presents as assets from exploration and evaluation of minerall resources the costs of
drilling and other costs incomed i connecthon with exploratson of gas reserves from Dl and a6
ureas in the ol amossy of 43 el Zlonys, As disclosed in Noee 10 10 the amached coeolidmed
finas:al stalements se Group commissioned an mdspendent ssalyan of the economb: viskdlity of
development of e reserves. Agconding 1o the findings of the analysis, significant capital
expenditure is required io obtzin positive profitability from their exploration. Carently, the
does not assume incuming significant costs for farther search or exploration of B-8 and [3-6
geological areas in s mid-ierms plans, however scconding o the Managemeni Board sssessment,
due 1o the sirmtegic nalure of (Bese rescrves, the value posaible 1o recover from the activaied costs of
exploration and evaluation of mincral resouncel on these Breas cutwelgha the Balance shest value.
In vur opiniom there is an uncefainty concerming the realisable valug of the Full amount of acivated
costs in the attached commolidated financial statemenls.

! Translatsom of e following expression in Podish; syweacie maiqibowa § fimarowa’
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Elf FrRNST & YOUNG

The Palish original should be referned 1o in masers of inlerpeetation,
Tresalation of auditors” report originally issued in Polish.

(d) As described in detall in MNege 19 w0 the amached cofsolidaled financial ststements the Compasy
Aigned kan apreeshents with RN Glmar, dated 23 Seplemnber 2003 and § Apeal 2004, an ofder
fimande ils operafing and Envesting sclivilios, imcluding in particular the Hydrokompleks Glimar
progect, Tor the tdal amount of %0 million dotys. In the aftached consalidaiod Nnascial staements
preparcd as &l 31 December 2004 the Group created the provision for the loans granied 10 KN
dilimar and provisdons for linbiligles resulring from the sbove-mentionsd agreemenis in the botal
amoust of M million glofvi, 'We draw atention o the fact that, in scooedance with the loas
agrecments, under cortain circemstances not all of these lishilities may be payable in e Tull
amiunk.

In mddivion, &4 described m detaldl in the abeie mentoacd Mote, the Compary commimed oo
co-fnanee the Hydrokomploks Glimar project amd 10 maintain appropesate finangial and ecosoemic
posiliom of BN Gliar, which on 19 January 2005 was declared baskrupl

10, We have read the *Directors’ Repoet for the pericd from | January 2006 w0 1 December 2006 and the
rukis of prepaswion of anmual saaiemests” (‘the Direciors’ Repon’) asd oo huded that dse informeaiion
derived from B attachod consolsdated francisl Matcmsnls reconsiks with Bese fimncial fsemenis
The imdformation included in the Dirccion” Reporl cormoponds withi the melevant regulatsden of the
Decree of the Minister of Fisance of 19 October 2005, on curment and periodic information published by
issmers of securities (Fourmal of Law Mo, 209, item | 734)."

“In our epinion the infrmation presentod in the publibed, condensed consoladated financial sstements
o pagges W R0 147 of this annual report isdn all malerial respects fairly stated i ralstion o the consalidated
financial siatements from which it kas been derived. The consolidated financial statermeeni= that were sodited
by us include notes that were mot presented in the attached condersed consolidaled financial statemenis.
Inu'dﬁl?un:lerudeflnuhuln;!mnm&kﬂﬂhnrﬂumddﬁ]nnﬂhuﬁmq:uuﬂDal:ernbﬂ'
S0l and the redulls of i oparation for the year ended 31 December 2006, the readsr musl review
the consolsdated financial statemants = their entirely including all supporting schedales and stababory
dischorures a8 required by the Intemational Finamcial Reporing Standards.

i Beball of

Ermnst & Young Audit 3p. 2 oo,

Cerlified Audisor Eoodo OME 1, 00-124 Warsaw
Kegisiration MNo. 04027663 Kcg. Mo, 130

Marcin Ziclinski Jacek Hirynaak
Centilied Audilor
Hegistration Mo, SHERGI58

Warsaw, 17 April 2007
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CONSOLIDATED BALANCE SHEETS

as at December 31st 2006 and December 31st 2005

PLN ‘000 Note Dec 31 2006 Dec 31 2005

ASSETS

Non-current assets

Property, plant and equipment, including: 10 3,500,285 3,294,043
Prepayments for tangible assets under construction 10 148,018 17,737
Goodwill 15 67,058 54,588
Intangible assets 14 55,858 51,086
Investment property 13 4,849 5,888
Investments in associated undertakings 16 83,381 83,336
Financial assets 17 23,642 20,193
Deferred tax asset 35 32,057 26,593
Other non-current assets 11 30,111 28,016
Total non-current assets 3,945,259 3,581,480

Current assets

Inventories 19 1,707,442 1,432,939
Trade and other receivables, including: 20 1,276,475 1,060,348
- income tax receivables 33,068 8,705
Prepayments 12 13,562 11,288
Current financial assets 18 203,531 135,760
Cash and cash equivalents 21 772,387 767,794
Total current assets 3,973,397 3,408,129
Assets held for sale 7,819 -
Total assets 7,926,475 6,989,609
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CONSOLIDATED BALANCE SHEETS

as at December 31st 2006 and December 31st 2005

PLN 000 Note Dec 31 2006 Dec 31 2005

EQUITY AND LIABILITIES

Equity

Share capital 23 113,700 113,700
Reserve funds 970,951 970,951
Retained earnings/(deficit) 4,146,823 3,466,911
Currency-translation differences (3,556) 2,266
Equity attributable to equity holders of the parent 5,227,918 4,553,828
Equity attributable to minority interests 26 306,416 254,281
Total equity 5,534,334 4,808,109

Non-current liabilities

Interest-bearing loans and borrowings 27 330,706 294,198
Non-current provisions 28 208,082 191,802
Deferred tax liability 35 201,064 218,677
Other (financial) liabilities 10,801 11,230
Total non-current liabilities 750,653 715,907

Current liabilities

Trade payables, accruals and deferred income, and other liabili-

ties, including: 29 1,385,106 1,273,519
- income tax expense 3,413 65,302
Interest-bearing loans and borrowings 27 173,526 111,452
Current provisions 28 80,579 79,660
Other financial liabilities 2,277 962
Total current liabilities 1,641,488 1,465,593
Total liabilities 2,392,141 2,181,500
Total equity and liabilities 7,926,475 6,989,609
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CONSOLIDATED INCOME STATEMENTS

for the years ended December 31st 2006
and December 31st 2005

. Year ended Year ended
PLN 000 Note Dec 31 2006 Dec 31 2005
Sales revenue 30 12,810,883 9,645,545
Cost of sales 31 (10,987,999) (8,053,554)
Gross profit on sales 1,822,884 1,591,991
Other operating income 32 28,099 35,645
Excess of net assets’ fair value over acquisition cost - 266,625
Selling costs 31 (666,177) (501,650)
General and administrative expenses 31 (316,101) (273,986)
Other operating expenses 33 (70,359) (48,718)
Operating profit 798,346 1,069,907
Financial income 34 133,295 75,742
Financial expenses 34 (41,561) (52,557)
Share in investments in associated undertakings 16 25,811 28,472
Sale of investments in associated undertakings - 16,090
Pre-tax profit 915,891 1,137,654
Corporate income tax 35 (181,239) (168,815)
Net profit on continued operations 734,652 968,839
Attributable to:
Equity holders of the parent 679,912 915,124
Minority interests 26 54,740 53,715
Net earnings per share
- basic 25 5.98 9.47

- diluted - -
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CONSOLIDATED CASH FLOW STATEMENTS

for the years ended December 31st 2006
and December 31st 2005

PLN 000

Cash flows from operating activities
Net profit
Adjustments:

Share in net profit/(loss) of subordinated undertakings
valued with equity method

Depreciation and amortisation

Foreign exchange gains/(losses)

Net interest and dividend paid

(Profit)/loss on investing activities

Current income tax

Income tax paid

Increase in receivables

Increase in inventories

Increase in liabilities and accruals and deferred income
(Decrease) in prepayments and accrued income
Increase/(decrease) in provisions

Other

Net cash provided by/(used in) operating activities
Cash flows from investing activities

Sale of non-current financial assets

Dividends received

Interest received

(Acquisition)/sale of property, plant and equipment
and intangible assets

Acquisition of non-current financial assets, including:
Acquisition of subsidiary undertakings, net of cash acquired
(Acquisition)/sale of debt securities

(Acquisition)/ sale of current financial assets

Other, net

Net cash provided by/(used in) investing activities
Net cash provided by/(used in) investing activities
Increase in loans and borrowings

Share issue

Repayment of loans and borrowings

Interest paid

Dividends paid to parent undertaking’s shareholders
Dividends paid to minority shareholders

Other, net

Net cash provided by/(used in) financing activities
Change in cash due to foreign exchange (gains)/losses
Change in net cash

Cash at beginning of period

Cash at end of period

- restricted cash

Year ended

Nots Dec 31 2006

734,652

(25,811)

297,356

(6,556)

11,098

27,651

181,239

(290,568)

22 (189,154)
22 (274,491)
22 175,099
22 (7,243)
22 19,201
22 1,968
654,441

2,527
10,951

(540,625)

(3,449)
531
(45,397)
(146,052)
(721,514)

68,399

(118,888)

(20,814)

(2,521)

(4,327)

(78,151)

1,595

(143,629)

22 767,794
22 624,165
22 23,143

Year ended
Dec 31 2005

968,839

(28,472)

263,615
568
7,059
(17,340)
168,815
(135,467)
(163,192)
(458,772)
271,859
(8,868)
(3,435)
(267,027)
598,182

41,648
33,469
315

(799,195)

(119,554)
(117,680)
(90,193)
17,448
(916,062)

351,349
1,015,000
(396,018)

(16,513)
(15,740)

(3,022)
(4,740)
930,316
346
612,782
155,012
767,794
1,572
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

for the years ended December 31st 2006
and December 31st 2005

PLN ‘000

Jan 1 2005

Net profit for the year
ended Dec 31 2005

Share issue

Share premium

Issue expenses including

income tax
Other
Dividend

Dec 31 2005
(comparable data)

Jan 1 2006

Net profit for the
twelve months ended
December 31st 2006

Dividend
Other
Dec 31 2006

94

Share
capital

78,700

35,000

113,700

113,700

113,700

Reserve
funds

980,000

(9,049)

970,951

970,951

970,951

Retained
earnings/
(deficit)
2,563,930

915,124

3,697

(15,740)
3,466,911

3,466,911

679,912

4,146,823

Translation
reserve

2,266

2,266

2,266

(5,822)
(3,556)

Equity
attributable to
equity holders

of the parent

2,642,630
915,124

35,000
980,000

(9,049)

5,863
(15,740)

4,553,828

4,553,828

679,912

(5,822)

5,227,918

Equity
attributable
to minority

interests

14,882

53,715

185,684

254,281

254,281

54,740

(2,521)
(84)
306,416

Total
equity

2,657,512
968,839

35,000
980,000

(9,049)

191,547
(15,740)

4,808,109

4,808,109

734,652

2,521)
(5,906)
5,534,334
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NOTES TO THE FINANCIAL STATEMENTS

1. GENERAL INFORMATION

Grupa LOTOS S.A. (“the Company”, “the Parent Undertaking”), the Parent Undertaking of the Group of Grupa
LOTOS S.A. (“the Group”), was established by virtue of the Notarial Deed dated September 18th 1991. On
April 10th 2002, the Company was entered into the National Court Register maintained by the District Court
of Gdansk, Xl Commercial Division of the National Court Register (currently the District Court for Gdansk —
Poétnoc, VIl Commercial Division of the National Court Register) under entry No. KRS 0000106150. The Com-
pany was assigned the Industry Identification Number (REGON) 190541636.

The Company’s registered office is situated at ul. Elblgska 135, 80-718 Gdansk.

In 2003, by virtue of its decision of May 28th 2003, the District Court of Gdansk, Xll Commercial Division of
the National Court Register, changed the Company’s name from Rafineria Gdanska Spotka Akcyjna to Grupa
LOTOS Spotka Akcyjna.

The Group’s core business consists in the production and processing of refined petroleum products and
their wholesale and retail sale. The Group’s business also includes exploration and extraction of crude oil and
natural gas reserves.

2. COMPOSITION OF THE GROUP

' Method of Percentage of share capital
Name Registered Business profile consolidation/ held by the Group
office valuation

of shares Dec 312006 Dec 31 2005
Parent Undertaking

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

Not Not
applicable applicable

Direct Subsidiary Undertakings

wholesale and retail sale of fuels, light
LOTOS Paliwa Sp. z 0.0. Gdansk fuel oil, management of the LOTOS full 100.00% 100.00%
service station network

sales of fuels and provision of

LOTOS Partner Gdarisk services for retail netw.orks.ofl ful 100.00% 100.00%
Sp.zo.0. international concerns; logistic
services

sales of LPG, heavy fuel oil
and special products (sulphur,

LOTOS Mazowsze S.A. Mtawa o . full 100.00% 100.00%
plasticizers, fuels containing recycled
components)
production and sale of lubricating oils

LOTOS Qil S.A. Gdansk and lubricants, and domestic sales of full 100.00% 100.00%
base oils

LOTOS Asfalt Sp. z 0.0. Gdansk production and sale of bitumens full 100.00% 100.00%
construction of basic PKRT units;

LOTOS Ekoenergia S.A. Gdansk the company has not commenced full 100.00% 100.00%
operations

LOTOS Kolej Sp. z o.0. Gdansk railway transport full 100.00% 100.00%

maintenance of mechanical and
LOTOS Serwis Sp. z 0.0. Gdansk electric operations and controlling full 100.00% 100.00%
devices, repairs
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Registered

AL office
LOTOS Lab Sp. z o.0. Gdansk
LOTOS Straz Sp. z o.0. Gdansk
LOTOS Ochrona Gdansk
Sp.zo.0.
LOTOS Parafiny Jaslo
Sp.zo.0.
LOTOS Czechowice S.A.
(parent undertaking of
another group, Czechowice
formerly Rafineria
Czechowice S.A.®)
LOTOS Jasto S.A.
(parent undertaking of Jasto
another group, formerly
Rafineria Jasfo S.A.®)
Petrobaltic S.A. (parent
undertaking of another Gdansk
group)
UAB LOTOS Baltija Litwa
BiproRaf Sp. z 0.0.9 Gdansk
Rafineria Nafty
Glimar S.A.w upadiosci Gorlice
(in bankruptcy)
LOTOS Hydrokompleks Gorlice
Sp.zo.0.
LOTOS Park
Technologiczny Gorlice
Sp.zo.0.
Laboratorium Badacz

Jasto

Sp.zo.0.

Indirect Subsidiary Undertakings

. Czechowice-
RC Ekoenergia Sp. z 0.0 Dziedzice
LOTOS Biopaliwa
Sp.z0.0.7" Czechowice-
(former RC Parafiny Dziedzice
Sp.zo.0)
Czechowice-
RC Remo Sp. z 0.0. Dziedzice
Czechowice-
CBA Racer Sp. z 0.0. Dziedzice
. Czechowice-
RC Serwis Sp. z 0.0. Dziedzice
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Business profile

laboratory testing

fire protection

personal and property protection

production and sale of paraffin

storage and distribution of fuels®

production and processing of
refined petroleum products and their
wholesale and retail sale

acquisition of reserves, crude oil and
natural gas production

wholesale and retail sale of
lubricating oils in Lithuania, Belarus,
Ukraine and Latvia

design services for oil industry

refining
(currently discontinued due to the
company’s bankruptcy)

construction and subsequent
operation of hydrocomplex unit;
the company has not commenced
operations

Business and management
consultancy services

services

services

no operations

services

services

services

Method of
consolidation/
valuation
of shares

full
full

full

full

full

full

full

not
consolidated

not
consolidated

not
consolidated
due to lack of
control

not

consolidated

full

not
consolidated

full

full

Percentage of share capital
held by the Group

Dec 312006 Dec 31 2005

100.00%
100.00%

100.00%"

100.00%

80.04%

80.01%

69.00%

100.00%

50.00%

91.54%

100.00%

86.91%

80.04%

80.04%

86.91%

100.00%
100.00%

87.44%

100.00%

80.04%

80.01%

69.00%

100.00%

50.00%

91.54%

100.00%

90.00%

100.00%

80.04%

80.04%

80.04%

80.04%

80.04%



Method of Percentage of share capital
Registered . . consolidation/ held by the Group
Name offiice Business profile valuation

of shares Dec 312006 Dec 31 2005
RC Paliwa Sp. z 0.0. Czechowice- . . o o
in liquidation® Dziedzice trading (not commenced) equity method 86.91% 80.04%
RC Transport Sp. z 0.0. CzDeghovylce- services - (12) 80.04%

ziedzice
LOTOS Tank ' full/equity o o
Sp. 20.0.09 Jasto trading method 86.01% 86.01%
Rafineria Jasio Jasto services full ® 79.56%
Monto-Rem Sp. z 0.0.
Plastekol Organizacja ) o o
Odzysku S A. Jasto services full 53.61% 53.61%
Rafineria Jasto no operations — lease of assets not 14 o
Sped-Kol Sp. z 0.0. Jasio to LOTOS Kolej consolidated 80.01%
Petrosoft.pl Technologie Jasto services not 80.01% 80.01%
Informatyczne Sp. z 0.0. consolidated
Chemipetrol Sp. z 0.0. Jasto tradmg B assets transferred to LOTOS nqt 80.01% 80.01%
Parafiny in exchange for shares consolidated

Miliana Shipping . o o
Company Ltd. Cyprus services full 68.93% 68.93%
Aphrodite Offshore Netherlands . not o 5
Services Ltd. Antilles services consolidated 69.00% 69.00%

Grupa LOTOS S.A. / ANNUAL REPORT 2006
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On December 20th 2006, Grupa LOTOS S.A. acquired the remaining 12.56% of shares in LOTOS Ochrona Sp. z 0.0. under a share
purchase agreement. On March 8th 2007, the District Court for Gdansk-Pétnoc of Gdansk, VIl Commercial Division of the National
Court Register, registered a change in the share capital structure of LOTOS Ochrona Sp. z 0.0. The share capital of LOTOS Ochrona
Sp. z 0.0. amounts to PLN 302.5 thousand and is divided into 605 equal indivisible shares with a par value of PLN 500 per share,
conferring rights to 605 votes.

On December 19th 2005, the District Court of Katowice registered the change of the name of Rafineria Czechowice S.A. to LOTOS

On March 31st 2006, the Company discontinued the processing of crude oil.

On January 2nd 2006, the District Court of Rzeszow registered the change of the name of Rafineria Jasto S.A. to LOTOS Jasto S.A.
As described in Note 38 of the Notes to the financial statements, on January 15th 2007, Grupa LOTOS S.A. sold 35 shares
in Przedsiebiorstwo Projektowo-Ustugowe BiproRaf Sp. z 0.0. (PPU BiproRaf Sp. z 0.0.) to KTl Poland S.A. of Warsaw for the price
On January 3rd 2006 Laboratorium Badacz Sp. z 0.0. was liquidated and merged into LOTOS Lab Sp. z 0.0. by transferring all its assets

Name changed to LOTOS Biopaliwa Sp. z 0.0. with effect from May 10th 2006.
On June 30th 2006, LOTOS Serwis Sp. z 0.0. acquired Rafineria Jasto Monto-Rem Sp. z o.0. of Jasto and RC Remo Sp. z o.0.

On December 28th 2006, CBA Racer Sp. z 0.0. was incorporated into LOTOS Czechowice S.A.

@
Czechowice S.A.
@)
(4)
(®)
of PLN 2,750 thousand.
6)
to LOTOS Lab Sp. z 0.0.
@)
®)
of Czechowice-Dziedzice.
©)
1

Shares contributed to LOTOS Park Technologiczny Sp. z 0.0. by LOTOS Czechowice S.A.

) By virtue of the decision of November 27th 2006, issued in response to the petition for the opening of liquidation proceedings

of November 9th 2006, the opening of the liquidation proceeding concerning RC Paliwa Sp. z 0.0. was registered by the District Court
of Katowice, VIIl Commercial Division of the National Court Register.

On February 16th 2006, LOTOS Czechowice S.A. signed an agreement on sale, to Paul Klacska Sp. z 0.0., of 100% of shares
in RC Transport Sp. z 0.0., that is 3,213 shares with a par value of PLN 500 per share and total par value of PLN 1,606.5 thousand. The
selling price of all the shares is PLN 2,800 thousand.

On April 11th 2007, Grupa LOTOS S.A. and LOTOS Jasto S.A. executed an agreement on the sale of 700 shares in LOTOS Tank Sp.
z 0.0. (see Note 38). The total price paid for the shares was PLN 642.5 thousand. Following the transaction, Grupa LOTOS S.A. holds
100% of shares in LOTOS Tank Sp. z 0.0.

On March 8th 2007, the company was deleted from the National Court Register of the District Court of Rzeszéw, XIl Commercial Division
of the National Court Register.

As at December 31st 2006 and December 31st 2005, the Company’s share in the total vote at the General
Shareholders Meetings of its subsidiary undertakings equalled the Company’s share in the share capital
of these undertakings.
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3. APPROVAL OF THE CONSOLIDATED FINANCIAL STATEMENTS

These financial statements were approved for publication by the Management Board on April 17th 2007.

4. GOING CONCERN

These consolidated financial statements were prepared on the assumption that the companies of the Group
would continue their business activities in the foreseeable future. As at the date of signing these consolidated
financial statements no facts or circumstances have been identified that might pose a threat to the Group’s
companies continuing as going concerns in the 12 months following the balance-sheet date.

In 2007, one of the Group’s companies — LOTOS Jasto S.A. has commenced the implementation of an exten-
sive restructuring programme aimed at reducing the staff headcount and eliminating unprofitable production
areas. The programme provides for maintenance and expansion of profitable areas of the company’s busi-
ness as well as new investment projects related to production, which are to ensure positive financial results
and the company’s continuing its operations.

As the technical and technological condition of processing units at LOTOS Czechowice S.A., the Group’s
company, is not adequate in view of the changing environment, as well as the ever-increasing quality require-
ments for oil products and growing expectations of customers in this respect, the range of the company’s
products which can be successfully placed on the market has been decreasing.

As a result of the aforementioned factors oil processing by LOTOS Czechowice S.A. ceased to be economi-
cally viable and as such was discontinued on March 31st 2006.
Following the discontinuation, the company’s core business comprises storage and distribution of fuels.

A project that should facilitate future efficient operation of the Group’s companies located in Czechowice is
the continued construction of a fatty acid methyl esters (FAME) production unit by a subsidiary of LOTOS
Czechowice S.A. The fatty acid methyl esters are used as biofuels to Diesel engines or biocomponents of
diesel oil. The FAME project is of great significance to the exploitation of infrastructure and human resources
of LOTOS Czechowice S.A.

5. DURATION OF THE GROUP

The duration of the Parent Undertaking and its subsidiaries is unlimited.
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6. BALANCE-SHEET DATE AND THE PERIOD COVERED BY THESE CONSOLIDATED FINANCIAL
STATEMENTS

These consolidated financial statements of the LOTOS Group comprise the balance-sheet data as at Decem-
ber 31st 2006 and the comparable data as at December 31st 2005. The income statement, the cash-flow
statement and the statement of changes in the Group’s equity present the data for January 1st — December
31st 2006 along with the comparable data for January 1st — December 31st 2005.

The financial information as at December 31st 2006 and for the year then ended contained in these con-
solidated financial statements was audited. The financial information as at December 31st 2005 and for the
year ended on December 31st 2005 was audited by a chartered auditor, who issued an audit opinion on
April 27th 2006.

7. MEASUREMENT CURRENCY AND REPORTING CURRENCY

The measurement and reporting currency of these consolidated financial statements is the Polish ztoty (PLN).
These consolidated financial statements are presented in the ztoty (PLN), and all the figures are presented in
thousands of ztoty, unless indicated otherwise.

Exchange rates applied for the purposes of balance-sheet valuation:

Mid exchange rate quoted by NBP as at Dec 31 2006 Dec 31 2005
usD 2.9105 3.2613
EUR 3.8312 3.8598

8. BASIS FOR THE PREPARATION OF THE CONSOLIDATED FINANCIAL STATEMENTS

These consolidated financial statements were prepared in accordance with the International Financial Report-
ing Standards (“IFRS”) and the EU-endorsed IFRS.

The IFRS include the standards and interpretations approved by the International Accounting Standards
Board (“IASB”) and by the International Financial Reporting Interpretation Committee (“IFRIC”).

With the exception of the Parent Undertaking and foreign undertakings, the Group companies maintain their
accounting books in accordance with the accounting standards specified in the Polish Accountancy Act
of September 29th 1994 (the “Act”) and the provisions issued thereunder (“Polish Accounting Standards”
— “PAS”). These consolidated financial statements include adjustments which are absent from the account-
ing books of the Group’s undertakings, and which have been introduced to adjust the financial information
concerning these undertakings to the IFRS.

The accounting policies and calculation methods adopted in the preparation of these consolidated financial
statements are the same as those used in the preparation of the consolidated financial statements for the year
ended December 31st 2005.
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Starting from January 1st 2006, the following standards were amended by the International Accounting Stan-
dards Board:

IAS 19: Employee Benefits
IAS 21: The Effects of Changes in Foreign Exchange Rates
IAS 39: Financial Instruments: Recognition and Measurement.

The following standards and interpretations have been in effect since January 1st 2006:

IFRS 6: Exploration for and Evaluation of Mineral Resources

IFRIC 4. Determining whether an Arrangement contains a Lease

IFRIC 5: Rights to Interests Arising from Decommissioning, Restoration and Environmental Rehabilitation
Funds

IFRIC 6: Liabilities Arising from Participating in a Specific Market - Waste Electrical and Electronic
Equipment.

The Company has reviewed the new standards and the amendments to the existing ones. The new standards
and the changes to the existing ones do not apply to these consolidated financial statements, with the excep-
tion of IFRS 6: Exploration for and Evaluation of Mineral Resources, whose adoption had no material impact
on the Group’s accounting policies.

The following standards and interpretations have been issued by the International Accounting Standards
Board or the International Financial Reporting Interpretation Committee but have not entered into force yet:

Amendment to IAS 1: Presentation of Financial Statements: Capital Disclosures (applies to annual periods
beginning after January 1st 2007),

Amendment to IAS 23: Borrowing Costs (effective as of January 1st 2009, not yet adopted by the European
Union),

IFRS 7: Financial Instruments: Disclosures (applies to annual periods beginning after January 1st 2007),
IFRS 8: Operating Segments (applies to annual periods beginning after January 1st 2009),

IFRIC 7: Applying the Restatement Approach under IAS 29, Financial Reporting in Hyperinflationary
Economies (applies to annual periods beginning after March 1st 2006),

IFRIC 8: Scope of IFRS 2 (applies to annual periods beginning after May 1st 2006),

IFRIC 9: Reassessment of Embedded Derivatives (applies to annual periods beginning after June
1st 2006),

IFRIC 10: Interim Financial Reporting and Impairment (applies to annual periods beginning after November
1st 2006),

IFRIC 11. Group and Treasury Share Transactions (applies to annual periods beginning after March
1st 2007),

IFRIC 12: Service Concession Arrangements (applies to annual periods beginning after January 1st 2008).

The Management Board expects that the implementation of the standards and interpretations listed above will
not have a material effect on the accounting policies applied by the Group.
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Due to the introduction of IRFS 7 and amendments to IAS 1, the Group is obliged to provide further disclo-
sures concerning the capital and financial instruments held by the Group in the year beginning on January 1st
2007. The Group is currently analysing the abovementioned requirements in order to make adequate disclo-
sures in the financial statements prepared for the year beginning on January 1st 2007.

The Group does not prepare information on individual business segments, as it does not meet the require-
ments stipulated in IFRS 14: Segment Reporting.

9. ACCOUNTING POLICIES

The consolidated financial statements have been prepared using the historical cost method, except for finan-
cial derivatives, which are measured at fair value.

These consolidated financial statements have been prepared on the basis of the financial statements of the
Parent Undertaking and financial statements of the material undertakings it controls, prepared as at Decem-
ber 31st 2005.

The key accounting policies adopted by the Group are presented in the complete version of the financial
statements available on the Company’s web site www.lotos.pl.

10. PROPERTY, PLANT AND EQUIPMENT AND PREPAYMENTS FOR TANGIBLE ASSETS UNDER
CONSTRUCTION

PLN ‘000 Dec 31 2006 Dec 31 2005
Land 375,817 362,075
Buildings and structures 1,677,234 1,520,335
Plant and equipment 746,967 764,594
Vehicles and other tangible assets 357,624 375,968
Tangible assets under construction 342,643 271,071
Prepayments for tangible assets under construction 148,018 17,737

Total 3,648,303 3,311,780
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Changes to Property, Plant and Equipment and Prepayments for Tangible Assets under Construction

Buildings and structures, including:

PLN ‘000 Land mineral resources Plant and equipment
exploration and

evaluation assets

Gross book value as at Jan 1 2005 239,713 1,150,536 - 801,560
Increase, including: 128,528 531,128 72,159 276,058
- purchase 15 287 - 2,539
- transfer from investments 103,045 304,954 - 177,593
- inclusion of new undertakings in consolidation 25,468 225,101 72,159 90,832
- other - 786 - 5,094
Decrease, including: (280) (6,542) - (17,988)
- sale (280) (548) - (425)
- liquidation - (798) - (11,004)
- donations, transfer for no consideration - (93) - -
- other - (5,103) - (6,559)
Gross book value as at Dec 31 2005 367,961 1,675,122 72,159 1,059,630
Gross book value as at Jan 1 2006 367,961 1,675,122 72,159 1,059,630
Increase, including: 23,809 266,777 55,857 126,897
- purchase - 93 - 410
- transfer from investments 23,809 265,767 55,857 122,826
- other - 917 - 3,661
Decrease, including: (9,555) (8,141) - (10,705)
- sale (5,707) (2,099) - (2,762)
- liquidation - (3,639) - (3,794)
- donations, transfer for no consideration - (158) - -
- other (3,848) (2,245) - (4,149)
Gross book value as at Dec 31 2006 382,215 1,933,758 128,016 1,175,822
Accumulated depreciation as at Jan 1 2005 4,278 79,383 - 166,784
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Vehicles and other
means of transport

143,351
389,791
36,821
49 547
294,527
8,896
(20,130)
(5.924)
(2,106)
(12,100)
513,012
513,012
57,557
4,759
33,285

19,513

(27,155)
(5,323)
(4,963)

(12)

(16,857)

543,414

89,732

136,474
139,028
744,862

(688,299)

82,465
(4,252)
(20)
(4,232)
271,250
271,250
86,759
548,185
(461,889)
463

(4,674)
(572)
(685)

(3,417)

353,335

Tangible assets under construction, including:

mineral resources
exploration
and evaluation assets

75,693
23,080

(69)
52,678

75,693
75,693
(17,453)
38,404
(55,857)

58,240

Grupa LOTOS S.A. / ANNUAL REPORT 2006

Prepayments for
tangible assets under
construction

8,173
23,516
20,505

388
2,623
(13,952)

(13,952)
17,737
17,737

163,874

145,723

18,151

(33,593)

(33,593)
148,018

Total

2,479,807
1,488,049
805,029
(53,160)
718,781
17,399
(63,144)
(7,197)
(13,908)
(93)
(41,946)
3,904,712
3,904,712
725,673
699,170
(16,202)
42,705

(93,823)
(16,463)
(13,081)

(170)
(64,109)
4,536,562

340,177
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PLN ‘000

Increase, including:

- depreciation

- other

Decrease

Accumulated depreciation as at Dec 31 2005
Accumulated depreciation as at Jan 1 2006
Increase, including:

- depreciation

- other

Decrease

Accumulated depreciation as at Dec 31 2006

Impairment losses as at Jan 1 2005
Increase

Decrease

Impairment losses as at Dec 31 2005
Impairment losses as at Jan 1 2006
Increase

Decrease

Impairment losses as at Dec 31 2006
Net book value as at Jan 1 2005

Net book value as at Dec 31 2005

Net book value as at Dec 31 2006

104

Land

1,609

1,609

329
329
235,435
362,075
375,817

Buildings and structures, including:

75,850
74,835
1,015
(685)
154,548
154,548
97,181
97,147
34
(1,837)

249,892

239
239

239

6,959
(566)
6,632
1,071,153
1,520,335
1,677,234

mineral resources
exploration and
evaluation assets

6,494

6,494

6,494
6,494
9,665
9,665

16,159

65,665
111,857

Plant and equipment

138,191
132,477
5,714
(10,139)
294,836
294,836
135,324
134,242
1,082
(5,239)

424,921

200
200
200
4,244
(510)
3,934
634,776

764,594

746,967
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Tangible assets under construction, including:

Lo Ly mineral resources tanzri%?: ‘;Tse:tt:l:zaer Total
exploration construction
and evaluation assets
52,047 - - - 267,697
45,981 - - - 254,902
6,066 - - - 12,795
(4,853) - - - (15,678)
136,926 - - - 592,196
136,926 - - - 592,196
59,129 - - - 293,573
52,449 - - - 285,777
6,680 - - - 7,796
(12,530) - - - (21,362)
183,525 - - - 864,407
156 - - - 156
5 189 - - 633
(43) (10) - - (53)
118 179 - - 736
118 179 - - 736
2,150 10,518 8,147 - 24,200
(©) ) - - (1,084)
2,265 10,692 8,147 - 23,852
53,463 136,474 - 8,173 2,139,474
375,968 271,071 75,693 17,737 3,311,780
357,624 342,643 50,093 148,018 3,648,303
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As at December 31st 2006, the net value of the items of property, plant and equipment serving as collateral
for the Group’s liabilities was PLN 521,638 thousand.

The cost of servicing the liabilities incurred to finance tangible assets under construction in the year ended
December 31st 2006 and in the year ended December 31st 2005 amounted to PLN 1,231 thousand and
PLN 3,194 thousand, respectively.

As at December 31st 2006 and December 31st 2005, the net value of an asset related to the liquidation of
a mining plant amounted to PLN 68,096 thousand and PLN 59,879 thousand, respectively.

The cost of amortisation of mineral resources exploration and evaluation assets in the years ended December
31st 2006 and December 31st 2005 amounted to PLN 10,286 thousand and PLN 7,094 thousand, respec-
tively.

In the period ended December 31st 2006, the costs of impairment losses on mineral resources exploration
and evaluation assets amounted to PLN 8,147 thousand.

Prospects for Development of Gas Reserves from the B-4 and B-6 Areas

The item “Tangible assets under construction” includes expenditure of PLN 48m incurred by Petrobaltic S.A.
in connection with exploration of gas reserves from the B-4 and B-6 areas. Petrobaltic S.A. commissioned an
analysis of the economic viability of development of these reserves. According to the findings of the analysis,
significant capital expenditure is required to obtain profitable commercial production of hydrocarbons. De-
spite the envisaged excess of revenue from sale of products to be obtained by exploitation of the reserves,
over the cost of their development and production, no expenditure on this project is expected in the medium
term. The Management Board of Petrobaltic S.A. maintains that, regardless of the necessity to make signifi-
cant investments, in view of the strategic nature of the reserves their development is possible if the investment
plans of Petrobaltic S.A. and Grupa LOTOS S.A. are synchronised.

11. OTHER NON-CURRENT ASSETS

PLN ‘000 Dec 31 2006 Dec 31 2005
Other prepayments and accrued income 13,912 8,548
Non-current receivables 16,199 19,468
Total 30,111 28,016
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12. PREPAYMENTS AND ACCRUED INCOME

PLN ‘000

Property insurance
IT services
Overhauls

Other

Total

Current portion

Non-current portion

13. INVESTMENT PROPERTY

PLN ‘000

Opening balance

Increase:

Change in the Group’s composition
- other

Decrease:

- sale

- other

Closing balance

14. INTANGIBLE ASSETS

PLN 000

Development expense

Software

Patents, trademarks and licences
Other

Total

REPORT 2006

Dec 31 2006

4,213
68
17,896
5,297
27,474
13,562
13,912

Year ended
Dec 31 2006

5,888

(1,039)
(214)
(825)

4,849

Dec 31 2006

392
7,626
44,984
2,856

55,858

Dec 31 2005

3,397
211
13,391
2,837
19,836
11,288
8,548

Year ended
Dec 31 2005

231
15,957
15,957

(10,300)
(10,300)

5,888

Dec 31 2005

504
5,426
43,824
1,332

51,086
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Changes in Intangible Assets

PLN ‘000

Gross book value
as at Jan 1 2005

Increase, including:
- purchase
- transfer from investments

- inclusion of new
undertakings in
consolidation

- other

Decrease, including:
- sale

- liquidation

- other

Gross book value
as at Dec 31 2005

Gross book value
as at Jan 1 2006

Increase, including:

- purchase

- transfer from investments
- contribution in kind

- other

Decrease, including:
- sale

- liquidation

- other

Gross book value
as at Dec 31 2006

Accumulated
amortisation
as at Jan 1 2005

Increase, including:
- amortisation

- other

Decrease

Accumulated
amortisation
as at Dec 31 2005

108

Development
expense

100

533

227

306

633

633

(105)

(105)

528

100

56
56

156

Software

5,352

4,710
386

3,611

713

(736)
(71)
(415)

(250)

9,326

9,326

4,736
35

4,485

216

2,586

1,738
1,738

(481)

3,843

Patents, trademarks
and licences, including:

mineral
resources
exploration
and evaluation
assets

46,759 -
8,010 956
299 -
6,707 -
967 956

37 -

91) -
@1 -
54,678 956
54,678 956
9,601 176
62 176
9,465 -
74 -
(214) -
©) -
(208) -
64,065 1,132
4,718 -
6,140 300
6,137 300
3 -

(4) -
10,854 300

Other

mineral
resources
exploration
and evaluation
assets

881 -
1,591 794
647 -
123 -
821 794
(621) -
(621) -
1,851 794
1,851 794
2,299 -
2,252 826
47 -

@ -

@ -
4,148 1,620
62 -
457 249
457 249
519 249

Total

53,092

14,844
1,332

10,441

2,728

343
(1,448)
(71)
(415)
(962)

66,488

66,488

16,636
97

16,202

337

(490)

(amn
(151)
(328)

82,634

7,466

8,391
8,388

(485)

15,372



PLN ‘000

Accumulated
amortisation
as at Jan 1 2006

Increase, including:
- amortisation

- other

Decrease

Accumulated
amortisation
as at Dec 31 2006

Impairment losses
as at Jan 1 2005

Increase
Decrease

Impairment losses
as at Dec 31 2005

Impairment losses
as at Jan 1 2006

Increase
Decrease

Impairment losses
as at Dec 31 2006

Net book value
as at Jan 1 2005

Net book value
as at Dec 31 2005

Net book value
as at Dec 31 2006
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Patents, trademarks
and licences, including:

Development Software mineral
expense resources
exploration
and evaluation
assets

156 3,843 10,854 -
110 2,696 8,233 331
110 2,696 8,000 331
- - 233 -
(103) (324) ) -
163 6,215 19,081 631
- 49 - -

_ 8 - R
@7) - - -
(27) 57 - -
(27) 57 - -
- (5) - R
(27) 52 - -
- 2,717 42,041 -
504 5,426 43,824 656
392 7,626 44,984 501

Other

519

773

773

1,292

819

1,332

2,856

mineral
resources
exploration
and evaluation
assets

249

290
290

539

545

1,081

Total

15,372

11,812
11,579
233

(433)

26,751

49

@7)

30

30

25

45,577

51,086

55,858

109



15. BUSINESS COMBINATIONS

Consolidation Goodwill

PLN ‘000 Dec 31 2006 Dec 31 2005

Carrying value of consolidation goodwill:

LOTOS Partner Sp. z o.0. 1,862 1,862
LOTOS Mazowsze S.A. 10,009 10,009
Total 11,871 11,871

Carrying value of acquisition goodwill

- purchase of ESSO service stations network 44,256 42,717
- purchase of Slovnaft Polska S.A. service stations network 10,931 -
Total 55,187 42,717
Total goodwill 67,058 54,588

As at December 31st 2006, the Group recognised goodwill arising from the acquisition of the organised parts
of business of ExxonMobil Poland and Slovnaft Polska in the net amount PLN 44,256 thousand and PLN
10,931 thousand, respectively. In accordance with IAS 36, the Group tested the goodwill relating to ExxonMo-
bil Poland and Slovnaft Polska for impairment. In order to determine the value in use, a discounted cash-flow
analysis (DCF) was conducted in relation to 39 service stations of the acquired ESSO Service Station Network
and 12 service stations of the Slovnaft network, which were recognised as separate cash-generating units,
with WACC assumed at 7.9%. The analysis was based on the future cash-flow forecast (EBITDA without finan-
cial costs) prepared by Pekao Access in March 2006 in connection with the financing of the transactions with
a syndicated loan advanced by Pekao S.A. and PKO BP S.A. The terminal value for the discounted cash flows
was calculated on the basis of the growing perpetuity formula, for which the constant growth rate of 2.8%
was assumed after the period covered by the forecast. The value in use was determined by way of a goodwill
valuation test carried out by the Company and was as follows:

* PLN 284,509 thousand — ESSO service stations

* PLN 84,531 thousand — Slovnaft service stations.

The carrying value of the assets purchased from ExxonMobil Poland and Slovnaft Polska amounts to:
* PLN 283,621 thousand — ESSO service stations
* PLN 57,412 thousand - Slovnaft service stations.

In view of an excess of the value in use over the book value of the assets, as shown by the test, the Group did
not recognise any goodwill impairment loss.

No goodwill valuation allowances were made by the Group in 2005.

Acquisition of ESSO Service Station Network

On August 24th 2005, LOTOS Paliwa Sp. z 0.0. entered into a preliminary conditional agreement on purchase

of ESSO service station network in Poland from ExxonMobil Poland Sp. z 0.0. The transaction concerns an

organised part of ExxonMobil Poland’s business, comprising in particular:

* 39 service stations along with real estate owned, held in perpetual usufruct or under long-term leases,

* 14 undeveloped lots for new service stations, owned or held in perpetual usufruct (including three lots
covered by call options).
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The preliminary agreement provided for a transfer of 24 employees of ExxonMobil Poland Sp. z 0.0., who had
been engaged in the expansion of the ESSO network in Poland.

As part of the transaction, Grupa LOTOS S.A. and ExxonMobil are to conduct domestic and international
cooperation in serving ESSO customers at LOTOS stations in Poland and LOTOS customers holding fleet
cards at service stations accepting ESSO cards outside Poland (in a number of European countries). It also
provides for a continuation of the loyalty scheme for ESSO retail customers. Furthermore, LOTOS Paliwa
Sp. z 0.0. agreed to purchase (for additional consideration) assets connected with day-to-day operations of
the acquired stations (stocks of fuels, receivables from agents and loyalty card holders, etc.).

On December 14th 2005, LOTOS Paliwa Sp. z 0.0. and ExxonMobil Poland Sp. z 0.0. completed the transac-
tion by concluding the final agreement. The net price for the organised part of business was PLN 283,318
thousand, of which PLN 250,728 thousand accounts for the 39 service stations. LOTOS Paliwa Sp. z 0.0.
financed the transaction with funds from the additional contributions to equity made by Grupa LOTOS S.A.
and from the loan granted under the agreement concluded in 2004 between LOTOS Paliwa Sp. z 0.0. and
a bank syndicate (Bank Pekao S.A. and PKO BP S.A)).

As at December 31st 2005, the expenditure incurred by LOTOS Paliwa Sp. z 0.0. to purchase the organised
part of business amounted to PLN 248,048 thousand, of which PLN 215,458 thousand was spent to acquire
33 stations. Acquisition of the ESSO stations resulted in the recognition of goodwill in the amount of PLN
42,717 thousand, representing the difference between the acquisition cost and the fair value of the acquired
assets.

The goodwill disclosed in the consolidated financial statements for 2005 increased by PLN 1,539 thousand
as a result of the final transaction settlement and acquisition of other service stations as part of the transac-
tion. As at December 31st 2006, LOTOS Paliwa Sp. z 0.0.’s expenditure on acquisition of the organised part of
business amounted to PLN 282,843 thousand, including PLN 250,253 thousand for 39 stations.

Following the acquisition of ESSO service stations network, the goodwill in the amount of PLN 44,256 thou-
sand was recognised, representing the difference between the acquisition cost and the fair value of the
acquired assets. The difference relates to one cash-generating unit. No cash was acquired in the transaction.
The recoverable value of cash-generating units was determined on the basis of their fair value.

The acquisition cost (cost of merger of the organised part of Exxon Mobil Poland’s business) included
additional expenses incurred by LOTOS Paliwa Sp. z 0.0. in relation to tax and financial advisory services, cost
of external financing, leasehold payments and building permits.

As at December 31st 2006, the final amount of goodwill following from the transaction is as follows:

PLN ‘000 Dec 31 2006
Merger cost (acquisition cost) 295,352
Non-current assets 251,096
Goodwill 44,256

Acquisition of Slovnaft Polska S.A.’s Service Station Network

In connection with Current Report No. 76/2005 of September 28th 2005, concerning the conclusion by
LOTOS Paliwa Sp. z 0.0. of a preliminary conditional agreement on acquisition of the network of Slovnaft serv-
ice stations in Poland from Slovnaft Polska S.A., having fulfilled all conditions precedent of the agreement, on
March 9th 2006 LOTOS Paliwa Sp. z 0.0. closed the transaction with Slovnaft Polska S.A. by concluding the
final agreement.
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The transaction consisted in the acquisition of an organised part of Slovnaft Polska S.A’s business,

comprising:

* 12 Slovnaft service stations situated in southern Poland, in an area of strategic importance to the develop-
ment of the LOTOS network,

* 2 undeveloped lots for new service stations (the sale agreement for one of the lots is a conditional agree-
ment).

The net price of the transaction was EUR 15,000 thousand. LOTOS Paliwa Sp. z 0.0. financed the transaction
with funds from additional contributions to equity made by Grupa LOTOS S.A., representing one of the objec-
tives of the public offering, and with a loan granted under the agreement concluded in 2004 between LOTOS
Paliwa Sp. z 0.0. and a bank syndicate (Bank Pekao S.A. and PKO BP S.A).

As at December 31st 2006, the expenditure incurred by LOTOS Paliwa Sp. z 0.0. on the purchase of the or-
ganised part of business amounted to PLN 57,434 thousand (12 service stations).

Upon acquisition of the Slovnaft service station network, goodwill of PLN 10,931 thousand was recognised,
representing the difference between the acquisition price and the fair value of the acquired net assets.
The difference concerns one cash generating unit. No cash was acquired in the transaction.
The recoverable value of cash generating units was determined based on their fair value.

PLN °000 Dec 31 2006
Merger cost (acquisition cost) 59,356
Non-current assets 48,425
Goodwill 10,931

Acquisition of Shares in Rafineria Czechowice S.A., Rafineria Jasto S.A., Rafineria Nafty Glimar S.A.
and Petrobaltic S.A.

February 3rd 2005 saw finalisation of the agreement of January 13th 2005 whereby Grupa LOTOS S.A.
purchased from Nafta Polska S.A. shares in the following companies:

* 80.04% of shares in Rafineria Czechowice S.A.,

¢ 80.01% of shares in Rafineria Jasto S.A,,

* 91.54% of shares in Rafineria Nafty Glimar S.A. in bankruptcy,

* 69.00 % of shares in Petrobaltic S.A.

The aggregate value of the shares purchased under the agreement amounted to PLN 257,276 thousand and
was fully paid by Grupa LOTOS S.A. with cash.

Since:

e as at the transaction date, both Grupa LOTOS S.A. and the undertakings whose shares were acquired were
controlled by Nafta Polska S.A.,

* |IFRS 3: Business Combinations does not specify consolidation methods for transactions between jointly
controlled entities,

the Parent Undertaking had the right to choose the method of accounting for the transaction from among the

methods under other accounting standards or under IFRS 3: Business Combinations. The Company chose

the purchase method described in detail in IFRS 3 as the binding consolidation method.
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Pursuant to IFRS 3, as at the date on which an entity is taken over, i.e. as at the acquisition date, the acquirer
is obliged to allocate the cost of the business combination by recognising the acquiree’s identifiable assets,
liabilities and contingent liabilities at their fair values at that date. Any difference between the acquisition cost
and the acquirer’s share in the value of the assets, liabilities and contingent liabilities so measured constitutes
the (negative) goodwill.

The allocation is made exclusively with respect to those assets and liabilities that exist on the acquisition date.
In addition, IFRS 3 prohibits, in relation to the acquired net assets, the creation of provisions for operating
losses of future periods as they are an item arising after the acquisition.

As at the date of these consolidated financial statements, the Company, in accordance with the above poli-
cies, performed a separate valuation of goodwill for each acquired company and recognised the difference
between the acquisition cost and its hare in the net fair value of the identifiable assets, liabilities and contin-
gent liabilities.

Since control over the assets of Rafineria Nafty Glimar S.A. (“Glimar Refinery”) has been assumed by a bank-
ruptcy administrator, the company is not consolidated by Grupa LOTOS S.A. As at December 31st 2005, the
carrying value of the Glimar Refinery shares is PLN 0.

The purchase prices and the fair values of each of the companies’ key items of net assets as at the acquisition
date (February 3rd 2005) were as follows:

PLN ‘000 R*f;'s'f;'a CZR:;:I“O‘;’,'QE Petrobaltic
Merger cost (purchase price) 0.001 13,918 245,931
Share in the share capital of the acquired undertakings 80.01% 80.04% 69,00%
Current assets, including: 102,768 222,533 141,817
Cash and cash equivalents 3,576 23,950 114,643
Non-current assets 121,728 92,293 631,814
Total assets 224,496 314,826 773,631
Provisions and other 11,646 67,388 159,175
Non-current liabilities 15,051 - 36,977
Current liabilities and accruals and deferred income 108,499 129,761 54,528
Total liabilities 135,196 197,149 250,680
Net assets 89,300 117,677 522,951
Company’s share in net assets 71,449 94,189 360,836
Excess of company’s share in net assets

over the acquisition cost 71,449 80,271 114,905
Total negative goodwill charged to consolidated 266,625

income statement*

* Negative goodwill does not represent cash flows.
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The prices of shares in companies acquired in the transaction were determined by the parties to the sale
agreement of January 13th 2005 based on reports by independent consultancy companies acting individually
at the request of Nafta Polska S.A. as the seller and Grupa LOTOS S.A. as the buyer.

The companies were valued in accordance with generally accepted market practice, primarily with the use of
an income-based method, i.e. the discounted cash flow method (DCF). This method involves calculating the
total value of projected cash flows, taking into account changes in the time value of money, based on a com-
pany’s business plan containing complete projections of its financial performance. This approach presents
the value of the whole company as an operating business organisation for a potential investor intending to
conduct the company’s business in line with the approved business plan.

The DCF valuation of the Southern Refineries was based on business plans and financial projections sub-
mitted by the Management Boards of the companies, and the values arrived at in this valuation were lower
than those finally agreed upon in the agreement of January 13th 2005. The objective of the acquisition of the
Southern Refineries and Petrobaltic S.A. by Grupa LOTOS S.A. was to implement the assumptions of the
Strategy for the Oil Industry in Poland, including general restructuring of the Southern Refineries which would
enable them to continue at least part of their operations in the changing legal environment (e.g. introduction of
stricter requirements with respect to product standards and the environmental protection, abolition of excise
tax credit) and market environment.

When acquiring the shares, Grupa LOTOS S.A. intended to carry out the restructuring and ensure continued
operations of the Southern Refineries and Petrobaltic S.A. to the extent permitted by legal and market condi-
tions. This means that the use of the DCF valuation method was in accordance with the market standards,
and the economic value of shares in the acquired companies was not materially different from the amounts
agreed upon in the agreement.

The excess of the value of Grupa LOTOS S.A’'s share in the acquired net assets of the consolidated compa-
nies over their acquisition cost (disclosed in the consolidated income statements at PLN 267m) results from
the application of IFRS 3 and measurement of the identifiable individual assets, liabilities and contingent li-
abilities of the acquired companies at fair value as at the acquisition date. The valuation method applied to
the acquired net assets for the purposes of IFRS 3 differs significantly from the valuation method applied to
the companies’ shares for the purposes of the transaction. In the first case, the fair value of individual non-cur-
rent assets was determined by way of an independent valuation by asset appraisal experts, while the value
of individual liabilities and contingent liabilities was determined and disclosed based on the Company’s best
estimates, taking into account e.g. the results of environmental protection experts’ work.

For the purposes of IFRS 3, the fair value of individual items of property, plant and equipment was determined

in the following manner:

* The fair value of real estate was measured using the comparative approach, the price comparison method,
and the statistical market analysis techniques; the first assets to be valued were separate pieces of real
estate held by each of the companies, and subsequently the fair value of the whole real estate (including
land), broken down by individual items of property, plant, and equipment, was determined with the use of
appropriate asset classification rules,

* Movables were valued using the multiples method, taking into account the adjusted initial value of tangible
assets (including official adjustments of value), the technical condition, the technical and economic wear
and tear (percentage), and the effect of macroeconomic factors (such as inflation, changes in the value of
currency, etc).

The valuation showed an increase in the value of those assets which are disclosed as off-balance-sheet items
in accordance with the PAS (perpetual usufruct of land) as well as those which have been fully depreciated
but are still used in the business activities of the companies and continue to deliver economic benefits. More-
over, the value of the acquired companies’ liabilities and contingent liabilities which had not been disclosed in
the financial statements of the companies or were disclosed in lower amounts, was also increased as a result
of the valuation.
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Compared with the initially estimated goodwill arising from the business combinations, as presented in the
consolidated interim financial statements, a significant change occurred, namely negative goodwill was iden-
tified, and presented in the consolidated interim financial statements in the balance sheet under provisions.

By acquiring the Southern Refineries and Petrobaltic S.A., Grupa LOTOS S.A. assumed liabilities whose fair
value cannot be reliably estimated at present. It is also difficult to determine whether an outflow of economic
benefits will be necessary to settle the liabilities. Therefore, the liabilities were not disclosed as at the acquisi-
tion date (February 3rd 2005). The negative goodwill write-off disclosed in these consolidated financial state-
ments due to the requirements of IFRS 3 was not decreased by the undetermined fair value of such future
liabilities. The effects, if any, of discharging these liabilities will have to be disclosed in future consolidated
financial statements of the Group.

16. INVESTMENTS IN ASSOCIATED UNDERTAKINGS

Company name Registered office Business area Dec 31 2006 Dec 31 2005
Energobaltic Sp. z 0.0. Gdansk Production activities 32.16% 32.16%
UAB Naftos Gavyba Klaipeda, Lithuania Services 29.46% 29.46%

The Group’s share in the associated undertakings is as follows: 46.6% in Energobaltic Sp. z 0.0. and
42.7% in UAB Naftos Gavyba.

PLN 000 Dec 31 2006 Dec 31 2005

Investments in associated undertakings valued with equity method

Naftos Gavyba Group 83,381 58,425
Total 83,381 58,425
Other non-current financial assets - 24,911
Total investments in associated undertakings 83,381 83,336

(1) As at December 31st 2005, the Group recognised assets invested in UAB Naftos Gavyba, its associated undertaking. The recognised
amount is the funds provided to UAB Naftos Gavyba by Petrobaltic in 2000 to finance the purchase of AB Geonafta shares, subject to
a condition precedent (Conditional Agreement on Purchase of Ownership Rights to Shares, dated July 18th 2000; the Agreement).
Transfer of the shares was conditional upon UAB Naftos Gavyba performing its investment commitments towards AB Geonafta, as
specified in the privatisation agreement of AB Geonafta. In 2001-2005, UAB Naftos Gavyba performed all of its investment commitments,
which consumed LTL 56m, and acquired 41 million AB Geonafta shares. The most recent increase in AB Geonafta’s share capital took
place on April 25th 2005. Performance of these obligations was financed in full with UAB Naftos Gavyba’'s own funds sourced from
dividends paid out in consecutive years by AB Geonafta. With the condition precedent fulfilled on April 25th 2005, Petrobaltic could take
over the shares in AB Geonafta specified in the Agreement.

As at December 31st 2006, the Group recognised assets invested in UAB Naftos Gavyba, its associated undertaking, in the total amount
of PLN 24.7m, The assets are presented the consolidated financial statements of the Group for 2006 under “Other current financial assets”.

By the date of these financial statements, UAB Naftos Gavyba had not made any entry in the share register of AB Geonafta which would
constitute the transfer the ownership rights to the shares purchased by Petrobaltic under a condition precedent. On March 24th 2006,
an agreement supplementary to the Agreement of July 18th 2000 was signed by Petrobaltic S.A. and UAB Naftos Gavyba to postpone the
deadline for transferring the ownership rights to the shares in AB Geonafta to August 31st 2007. Consequently, as at December 31st 2006,
the prepayment of PLN 24.7m was reclassified in the Group’s balance sheet from non-current investment to current investments.

On March 30th 2007, the General Shareholders Meeting of UAB Naftos Gavyba, an associated undertaking, approved the financial statements

for 2006 and resolved to allocate the profit generated in 2006 and a portion of undistributed retained earnings in the amount of LTL 100m
to dividend payment.
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17. FINANCIAL ASSETS

PLN 000

Shares in companies

Other non-current financial assets

Total

18. CURRENT FINANCIAL ASSETS

PLN 000

Positive valuation of financial instruments, including:

- Currency forwards

- Currency swaps

- Currency and interest rate swaps

Repo transactions
Treasury bonds
Treasury bills

Other, including:

- prepayments for shares

Total

(1) The assets invested in AB Geonafta, a subsidiary undertaking (See Note 16).

Financial Assets and Liabilities

Dec 31 2006

12,900
10,742
23,642

Dec 31 2006

190

190

178,300
25,041
24,726

203,531

Changes in financial assets and liabilities by category in consecutive reporting periods:

Financial assets

HERR held for trading
as a1 2000 128,452
Gross value 120,013
Revaluation 8,479
Increase, including: 16,693,347
Acquisition 16,693,068
Other -
Revaluation 279
Decrease, including: (16,643,349)
Sale (16,634,870)
Revaluation (8,479)

116

Financial
liabilities held for
trading

Loans advanced Financial assets

and receivables

177

48,216
(48,039)
213
213

(190)
(190)

held to maturity

3,879

3,783
96

3,783
96

Dec 31 2005

11,985
8,208
20,193

Dec 31 2005

5,328
2,016
24
3,288
30,024
3,879
93,140
3,389

135,760

Financial assets
available for sale

6,395

6,813
(418)
35

35



Grupa LOTOS S.A. / ANNUAL REPORT 2006

PLN ‘000

Closing balance
as at Dec 31 2006

Gross value

Revaluation
Balance-sheet disclosure
Non-current investments
Current investments
Current liabilities

Total

Opening balance
as at Jan 1 2005

Gross value
Revaluation
Increase, including:
Acquisition
Revaluation

Other

Inclusion of new undertakings
in consolidation

Decrease, including:
Sale
Revaluation

Closing balance
as at Dec 31 2005

Gross value

Revaluation
Balance-sheet disclosure
Long-term investments
Current investments
Current liabilities

Total

19. INVENTORIES

PLN ‘000

Finished products

Financial assets
held for trading

178,490

178,211
279

178,490

178,490

43,234

22,029
21,205
8,111,541
8,091,910
8,479

11,152

(8,026,283)
(8,005,078)
(21,205)

128,492

120,013
8,479

128,492

128,492

Semi-finished products and work in progress

Goods for resale
Materials

Net inventories

Financial
liabilities held for
trading

Loans advanced Financial assets
held to maturity

and receivables

200

48,239
(48,039)

92
108

200

48,039
(48,039)
3,097
177
2,920

(2,920)

(2,920)
177

48,216
(48,039)

177

177

3,952

3,783
169

3,879

3,879

Dec 31 2006

506,672
234,953
101,414
864,403
1,707,442

Financial assets
available for sale

6,430

6,848
(418)

6,395
35

6,430

1,509

1,927
(418)
6,312

6,312

(1,426)
(1,426)

6,395

6,813
(418)

6,395

6,395

Dec 31 2005

418,958
273,078

15,216
725,687

1,432,939
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Valuation Allowances for Inventories

PLN ‘000 Dec 31 2006 Dec 31 2005
Finished products 29,672 9,629
Semi-finished products and work in progress 5,886 2,353
Goods for resale 1,482 1,107
Materials 7,325 8,727
Total valuation allowances for inventories 44,365 21,816

During the year ended December 31st 2006, the Group made a valuation allowance for inventories in the
amount of PLN 38,082 thousand and reversed a valuation allowance for inventories in the amount of PLN
15,533 thousand.

During the year ended December 31st 2005, the Group made a valuation allowance for inventories in the
amount of PLN 19,192 thousand and reversed a valuation allowance for inventories in the amount of PLN
9,671 thousand.

As at December 31st 2006, the carrying value of finished products recognised at net selling prices was
PLN 239,829 thousand (PLN 148,879 thousand as at December 31st 2005).

As at December 31st 2006, the value of inventories which serve as collateral for the Group’s liabilities amounted
to PLN 9,115 thousand.

Mandatory Liquid Fuel Stocks

In the balance sheet, pursuant to the Polish State reserves and Mandatory Fuel Reserves Act of May 30th
1996, the Group disclosed the following mandatory stocks:

PLN ‘000 Dec 31 2006 Dec 31 2005

Mandatory stocks 1,027,858 800,688

20. TRADE AND OTHER RECEIVABLES

PLN ‘000 Dec 31 2006 Dec 31 2005
Trade receivables, including: 1,180,699 926,267
- from related undertakings 615 501
Receivables from the state budget 77,843 107,517
Other receivables, including: 17,933 26,564
- from related undertakings 154 47
Net receivables 1,276,475 1,060,348
Valuation allowance for receivables 136,289 134,178

Gross receivables 1,412,764 1,194,526
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For information on transactions with related undertakings see Note 42.

The payment period for trade receivables in the normal course of business is 14-55 days. The concentration
of risk related to sales is limited due to the large number of the Group'’s business partners.

As at December 31st 2006, the Group's receivables of PLN 14,153 thousand were assigned by way of security
for the Group’s liabilities.

Impairment Losses on Receivables

. Year ended Year ended
AL Dec 31 2006 Dec 31 2005
Beginning of period 134,178 92,244
Recognised 19,350 55,988
Reversed (17,239) (14,054)
End of period 136,289 134,178

21. CASH AND CASH EQUIVALENTS
PLN ‘000 Dec 31 2006 Dec 31 2005
Cash in hand and cash at banks 723,213 762,753
Other cash 49,174 5,041
Total 772,387 767,794

Cash at banks bears interest at variable rates set according to the interest rate for one-day bank deposits.
Short-term deposits are placed for various periods ranging from one day to one month, depending on the
Company’s current demand for cash, and bear interest at the interest rates set for them. As at December 31st
2006, the amount of undrawn funds available to the Group under loans in respect of which all conditions pre-
cedent had been fulfilled, was PLN 401,096 thousand (as at December 31st 2005: PLN 763,681 thousand).

As at December 31st 2006, restricted cash amounted to PLN 23,143 thousand (as at December 31st 2005:
PLN 1,572 thousand). As at December 31st 2006, restricted cash related mainly to a bank guarantee of
PLN 21,668 thousand, provided by LOTOS Biopaliwa to secure the payment under an agreement for the con-
struction of a biodiesel production unit, concluded with MAN Ferrostal of Germany.

The restricted cash is disclosed in the balance sheet under “Other cash’.
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22. CASH STRUCTURE FOR THE CASH-FLOW STATEMENT

PLN 000

Cash at banks

- current accounts

- deposits up to 1 year
Cash in hand

Other cash

Overdraft facilities

Total cash

Dec 31 2006

721,321
586,272
135,049

1,892
49,174
(148,222)

624,165

Breakdown of the Group’s Activities as Disclosed in the Cash-Flow-Statement

Dec 31 2005

761,024
515,259
245,765
1,729
5,041

767,794

Operating activities include transactions and events related to the core business of an undertaking and

other activities which are not included in investing or financing activities.

Investing activities include transactions and events which consist in the purchase or sale of property, plant
and equipment (tangible assets, investments in progress), intangible assets, long-term investments and
current financial assets (excluding cash and cash equivalents), as well as related monetary costs and

benefits, excluding those related to income tax.

Financing activities include transactions and events which consist in the raising and repayment of funds
from sources other than operating activities, as well as related monetary costs and benefits, excluding
those related to income tax. The occurrence of cash flows in the financing activities gives rise to changes

in the amount of equity and financial indebtedness and the proportion between them.

Causes of differences between the balance-sheet changes in certain items and changes disclosed

in the cash-flow-statement

Receivables PLN ‘000

Balance-sheet change in net non-current and current receivables
Change in income tax receivables

Inclusion of new undertakings in consolidation

Other

Change in receivables as disclosed in the cash-flow-statement
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Dec 31 2006

(212,858)
24,363

(659)
(189,154)

Dec 31 2005

(335,213)
(4,972)
153,099
23,894
(163,192)
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Liabilities PLN ‘000 Dec 31 2006 Dec 31 2005
Balance-sheet change in current and non-current liabilities 211,055 620,642
Change in current and non-current loans (98,582) 45,468
Change in investment liabilities 914 23,806
Inclusion of new undertakings in consolidation - (331,509)
Change in income tax liabilities 61,889 (64,847)
Other 177 (21,701)
Change in liabilities as disclosed in the cash-flow-statement 175,099 271,859
Inventories PLN ‘000 Dec 31 2006 Dec 31 2005
PLN ‘000

Balance-sheet change in inventories (274,503) (604,319)
Inclusion of new undertakings in consolidation - 145,508
Other 12 39
Change in inventories as disclosed in the cash-flow-statement (274,491) (458,772)
Provisions PLN ‘000 Dec 31 2006 Dec 31 2005
Balance-sheet change in provisions 414 201,587
Inclusion of new undertakings in consolidation - (181,800)
Change in deferred tax liability 17,613 (27,717)
Other 2,002 4,495
Change in provisions as disclosed in the cash-flow statement 19,201 (3,435)
Prepayments and accrued income PLN’000 Dec 31 2006 Dec 31 2005
Balance-sheet change in prepayments and accrued income (7,638) (14,620)
Inclusion of new undertakings in consolidation - 6,232
Other 395 (480)
Change in prepayments and accrued income as disclosed in the cash-flow statement (7,243) (8,868)
Cash PLN’000 Dec 31 2006 Dec 31 2005
Balance-sheet change in cash 4,593 612,782
Interest-bearing overdraft facilities (148,222) -
Other - -
Change in cash as disclosed in the cash-flow statement (143,629) 612,782
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Other ltems of the Cash-Flow-Statement
The item “Other, net” under cash flows from investing activities includes the following adjustments:

st | e
Excess of share in net assets over acquisition cost - (266,625)
Other 1,068 (402)
Total other, net 1,968 (267,027)

The item “Other, net” under cash flows from investing activities includes the following adjustments:

I e
Prepayments for tangible assets under construction (148,018) -
Other 1,966 17,448
Total other, net (146,052) 17,448

23. SHARE CAPITAL

The structure of Grupa LOTOS S.A’’s share capital as at December 31st 2006 and December 31st 2005 was
as follows:

Number of shares Number of votes of s:zrr::I(U:LN) % of share capital
State Treasury 7,878,030 7,878,030 7,878,030 6.93 %
Nafta Polska S.A. 59,025,000 59,025,000 59,025,000 51.91 %
Other shareholders 46,796,970 46,796,970 46,796,970 4116 %
Total 113,700,000 113,700,000 113,700,000 100.00 %

As a result of the acquisition of Grupa LOTOS S.A. shares in transactions carried out on the Warsaw Stock
Exchange, which were settled on March 6th 2007, ING Nationale-Nederlanden Polska OFE came into
possession of the Company shares conferring the right to over 5% of the total vote at the General Sharehold-
ers Meeting of Grupa LOTOS S.A. Prior to the abovementioned transactions, ING Nationale-Nederlanden
Polska held 5,676,589 shares in Grupa LOTOS S.A., which represented 4.99% of the share capital and con-
ferred the right to 5,676,589 votes at the General Shareholders Meeting, accounting for 4.99% of the total vote.
As at March 7th 2007, 5,876,589 Grupa LOTOS S.A. shares were registered in the securities account of ING
Nationale-Nederlanden Polska, which account for 5.17% of the Company’s share capital and confer the right
to 5,876,589 votes at the General Shareholders Meeting, representing 5.17% of the total vote.
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Share Issue

On May 17th 2005, Grupa LOTOS S.A. applied to the Warsaw Stock Exchange for admission to trading on
the main market of:

* 58,229,340 Series A ordinary registered shares,

* 20,470,660 Series A ordinary bearer shares,

* 35,000,000 Series B ordinary bearer shares,

* 35,000,000 rights to Series B new shares.

On June 3rd 2005, pursuant to Resolution No. 178/2005, the Management Board of the Warsaw Stock

Exchange admitted the following shares of Grupa LOTOS S.A., with a par value of PLN 1 per share, to trading

on the main market:

* 58,229,340 Series A ordinary registered shares,

* 20,470,660 Series A ordinary bearer shares,

* up to 35,000,000 Series B ordinary bearer shares, subject to a condition that the Company’s share capital
is increased through the issue of Series B shares.

Pursuant to Resolution No. 178/2005 of June 3rd 2005, the Management Board of the Warsaw Stock
Exchange admitted up to 35,000,000 rights to Series B shares of Grupa LOTOS S.A. to trading on the main
market.

On June 4th and June 6th 2005, the Company allotted Series B shares in the Retail Offering and the Institu-
tional Offering, respectively. Upon the allotment, the Public Offering was announced as successful.

1. The Public Offering comprised 35,000,000 Series B Shares:
The shares were offered as follows:
* 8,800,000 shares in the Retail Offering,
* 26,200,000 shares in the Institutional Offering, including:
* 16,500,000 shares in the Polish Institutional Offering, and
* 9,700,000 shares in the International Institutional Offering.

2. The reduction rate in the Retail Offering was 96.58%. Retail investors placed the aggregate number of
31,646 subscription orders for 257,634,549 Series B shares.

3. In the Institutional Offering, during the book-building process Polish and international institutional investors
declared demand for 86,192,129 offered shares. In the Institutional Offering, Series B shares were allotted
in accordance with the subscription orders placed.

4. All the shares offered by the Company, i.e. 35,000,000 Series B shares, were allotted as a result of the
subscription.

5. The shares were acquired at the issue price of PLN 29.00.

6. The aggregate number of orders placed in the Public Offering for Series B shares was 31,763, including:
* 31,646 in the Retail Offering, and
* 117 in the Institutional Offering.
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By virtue of Resolutions No. 179/2005 and 180/2005 of June 8th 2005, the Management Board of the Warsaw

Stock Exchange decided to:

* introduce, by way of an ordinary procedure, 20,545,970 Series A ordinary bearer shares of Grupa LOTOS
S.A., with a par value of PLN 1.00 per share (ISIN code: PLLOTOS00025) to trading on the main market,

* introduce 35,000,000 rights to Series B ordinary bearer shares of Grupa LOTOS S.A., with a par value of
PLN 1.00 per share (ISIN code: PLLOTOS00041), to trading on the main market.

The abovementioned shares and rights to Series B ordinary bearer shares of Grupa LOTOS S.A. were first
quoted on the Warsaw Stock Exchange on June 9th 2005.

The Management Board of the Warsaw Stock Exchange set the last listing date for 35,000,000 rights to Series
B ordinary bearer shares of Grupa LOTOS S.A., with a par value of PLN 1.00 per share (ISIN code: PLLO-
TOS00041), at July 7th 2005.

On June 28th 2005, the Company’s Management Board received the decision of the District Court of Gdansk,
Xl Commercial Division of the National Court Register, concerning registration of Grupa LOTOS S.A’’s share
capital increase through the issue of Series B shares. The share capital increase was registered by the
Court on June 28th 2005. Following the registration, the share capital amounted to PLN 113,700,000 and
was divided into 113,700,000 shares. The total number of votes attached to all the shares issued by Grupa
LOTOS S.A. after the registration of the share capital increase is 113,700,000 votes.

The issue price was set at PLN 29.00 per share. The issue proceeds were PLN 1,015,000 thousand. The share
premium was PLN 980,000 thousand and was disclosed under reserve funds, net of the expenses directly
related to the share issue, adjusted for income tax of PLN 9,049 thousand (See “Statement of changes in
equity”). The net proceeds from the share issue (net of the expenses directly related to the share issue,
adjusted for income tax) reached PLN 1,005.9m.

24. DIVIDENDS

On June 19th 2006, the Annual General Shareholders Meeting adopted a resolution concerning the distribu-
tion of the 2005 net profit of the Parent Undertaking. Pursuant to the resolution, the Company’s entire net
profit for the year ended December 31st 2005, amounting to PLN 532,268 thousand, was allocated to the
Company’s reserve funds. In these financial statements, the Company discloses the distributed profit/loss
under “Retained earnings”.

As at the date of these financial statements, the Company’s Management Board has not made any decisions
regarding distribution of the 2006 profit.

On May 13th 2005, the General Shareholders Meeting of the Parent Undertaking approved the 2004 dividend
amount of PLN 15,740 thousand (PLN 0.20 per share). Pursuant to the Resolution of the General Share-
holders Meeting of Grupa LOTOS S.A. on the distribution of the Company’s net profit for the year ended
December 31st 2004, adopted on May 13th 2005, the dividend payment date was set at June 22nd 2005.
Starting January 1st 2005, the Parent Undertaking will distribute its net profit computed in accordance with
the IFRS.
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25. EARNINGS PER SHARE

Year ended Year ended

Dec 31 2006 Dec 31 2005

Net profit attributable to equity holders of the parent (PLN ‘000) (A) 679,912 915,124
Weighted average number of shares (in thousands) (B)* 113,700 96,632*
Earnings per share (PLN ‘000) (A/B) 5.98 9.47

* Earnings per share for the year ended December 31st 2005 were computed on the basis of the weighted average number of shares in
the period January 1st — December 31st 2005.

26. MINORITY INTERESTS

PLN ‘000 DeoS1Z006  Deo st 205
Opening balance 254,281 14,882
Inclusion of new undertakings in consolidation - 203,454
Share in profit/(loss) of subsidiary undertakings 54,740 53,715
Changes in shareholder structure of subsidiary undertakings (84) (16,272)
Dividends paid out by subsidiary undertakings (2,521) (2,521)
Other - 1,023
Balance as at end of period 306,416 254,281

27. LOANS AND BORROWINGS

PLN ‘000 Dec 31 2006 Dec 31 2005
Bank loans 492,682 392,100
Other loans 11,550 13,550
Total 504,232 405,650
Including:

Non-current portion 330,706 294,198
Current portion 173,526 111,452
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Loans and Borrowings by Lender

PLN 000

Non-current portion

Kredyt Bank S.A.
BRE Bank S.A.
NFOSIGW
PeKaO S.A

PKO BP S.A.

Bank syndicate (PKO BP S.A. and PeKaO S.A)

Total non-current portion

Current portion
Kredyt Bank S.A.
BRE Bank S.A.
PeKaO S.A

ING Bank Slaski S.A.

PKO BP S.A.

Podkarpacki Bank Spdétdzielczy S.A.
Bank Handlowy w Warszawie S.A.

NFOSIGW

Bank syndicate (PKO BP S.A. and PeKaO S.A)

Bank Millennium S.A.

Raiffeisen Bank Polska S.A.

BZWBK S.A.

Total current portion

Total

Bank Loans by Currency

PLN ‘000

2007
2008
2009
2010
2011
after 2011

Total

EUR loans

3,965

3,965

USD loans

65,019
6,653
6,653
6,653

943

85,921

Dec 31 2006

44,987
9,300
20,900
1,456
254,063

330,706

7,715
25,605
49,487
19,212
61,639

2,250

37

1,941

3,600

2,040

173,526

504,232

PLN loans

104,542
59,027
57,571
57,871
54,571
80,764

414,346

Dec 31 2005

50,987
2,233
11,550
30,874
2,809
195,745

294,198

7,776
2,912
32,5642
31,898
29,985
4,300
2
2,000
37

111,452

405,650

Total

173,526
65,680
64,224
64,524
55,5614
80,764

504,232

The table above presents loans according to their maturity dates. As at December 31st 2006, the average

effective interest rate of the loans was approx. 5.08%.
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28. PROVISIONS

PLN 000

Non-current provisions

Provision for land reclamation

Length-of-service awards and retirement severance pays
Provision for the Offshore QOil Rig

Other provisions

Total non-current provisions

Current provisions

Provision for land reclamation

Length-of-service awards and retirement severance pays
Provision for the Offshore Oil Rig

Other provisions

Total current provisions

Total

The changes in provisions were as follows:

Length-of-
service awards
and retirement
severance pays

Provision
PLN ‘000 for land
reclamation

As at Jan 1 2005 2,050 44,045
Increase 39,915 30,342
Decrease (1,633) (11,865)
As at Dec 31 2005 40,332 62,522
As at Jan 1 2006 40,332 62,522
Increase 2,904 10,491
Decrease (2,914) (11,309)
As at Dec 31 2006 40,322 61,704

(1) The provision relates mainly to the cost of liquidation of process waste (PLN 14,194 thousand), reclamation of land related to the DRW-
100, DRW-600, Furfurol and ABT units (PLN 19,650 thousand) and the cost of liquidation and disposal of assets, including the recovery

of assets (PLN 5,351 thousand) at LOTOS Czechowice S.A.

(2) As at December 31st 2006, the Management Board of Petrobaltic S.A. analysed the costs needed to be incurred to liquidate the Off-
shore Oil Rig in the B-3 mining area, which was also used in the previous years, and in the B-8 mining area, where the trial production
operations commenced in 2006. As a result of the analysis, it was found that the costs necessary to be incurred in future on the liquida-

Provision for
the Offshore 0il
Rig @

82,026
(2,428)
79,598
79,598
17,640
2,321)
94,917

Dec 31 2006

34,846
54,232
92,517
26,487
208,082

5,476
7,472
2,400
65,231
80,579

288,661

Other
provisions*

51,497
63,241
(25,728)
89,010
89,010
32,835
(30,127)
91,718

Dec 31 2005

37,190
49,771
77,198
27,643
191,802

3,142
12,751
2,400
61,367
79,660

271,462

Total

97,592
215,524
(41,654)
271,462
271,462

63,870
(46,671)
288,661

tion of the Offshore QOil Rig in the B-3 mining area increased relative to the value of the provision created for this purpose and presented

in the balance sheet as at December 31st 2005. The increase amounted to PLN 9,872 thousand and reflected both the changes in the
expected expenses due to price changes, and the lapse of time and the related change in the time value of money. The change in the

time value of money was determined by applying a 5% discount rate to the value of the provision for the liquidation of the Offshore Oil

Rig as at December 31st 2005 (PLN 79,570 thousand).

The amount so computed, i.e. PLN 3,978 thousand, was charged to financial expenses for 2006, while the remaining balance, i.e.
PLN 5,895 thousand, increased the value of the relevant asset related to the provision for the liquidation of the rig, in accordance with
IFRIC 1. The value of the provision created for the first time in connection with the launch of production activities in the B-8 mining area
amounted to PLN 7,767 thousand. The Parent Undertaking created a relevant provision for reclamation in the above amount and an asset

with the value equal to the amount of that provision.
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(*)The item “Other provisions” includes the following items:

L. .. Provision for
Provision for Provision for ovision fo

e RN Glimar®  Energobaltic® '::g::s;l:g;;‘f sl gl
As at Jan 1 2005 41,107 - - 10,390 51,497
Increase - 24,188 3,416 35,637 63,241
Decrease - - - (25,728) (25,728)
As at Dec 31 2005 41,107 24,188 3,416 20,299 89,010
As at Jan 1 2006 41,107 24,188 3,416 20,299 89,010
Increase - - - 32,835 32,835
Decrease - - (8,416) (26,711) (80,127)
As at Dec 31 2006 41,107 24,188 - 26,423 91,718

(1) Grupa LOTOS S.A. and Rafineria Nafty Glimar S.A. signed loan agreements for the financing of operating and investing activities,
including, in particular, the Glimar Hydrocomplex investment project, for an aggregate amount of PLN 90m. By December 31st 2004,
Grupa LOTOS S.A. had advanced PLN 48m to Rafineria Nafty Glimar S.A. under these agreements. On January 19th 2005, the District
Court of Nowy Sacz declared Rafineria Nafty Glimar S.A. of Gorlice bankrupt. As at December 31st 2006 and December 31st 2005, the
assets under the loans advanced were fully covered by an allowance. As at the above dates, the Company also created a provision
for the remaining receivables under these agreements.

(2) In 2001, Petrobaltic S.A. advanced a loan to Energobaltic Sp. z 0.0., an associated company. Pursuant to the shareholders agreement
(“the Shareholders Agreement”), Petrobaltic S.A. is obliged to offer to the other shareholder and lender of Energobaltic Sp. z o.0.,
that is Rolls-Royce Power Ventures (Wtadystawowo) Limited (“RRPV”) to purchase the claims under the loan advanced by RRPV to
Energobaltic in the event that the aggregate amount of waste gas supplied by Petrobaltic S.A. to Energobaltic Sp. z 0.0. in 2005 is
lower than the minimum offtake amount provided for in the Gas Supply Agreement for that year.

29. LIABILITIES, ACCRUALS AND DEFERRED INCOME

PLN ‘000 Dec 31 2006 Dec 31 2005
Trade payables, including: 738,696 844,341
to related undertakings 993 3,270
Tax and social security payable, including: 511,674 319,236
- income tax 3,413 65,302
Special accounts 10,853 8,182
Salaries and wages payable 16,771 7,432
Accrued expenses 40,227 32,615
Deferred income under subsidies 16,560 13,144
Investment liabilities, including: 38,498 39,412
to related undertakings 603 1,953
Other liabilities, including: 11,827 9,157
to related undertakings 1,001 871
Total 1,385,106 1,273,519

(1) The value of tax liabilities was reduced by the fuel charge of PLN 14,759 thousand incurred in relation to imported diesel oil. Grupa
LOTOS S.A. will apply to the relevant customs office for reimbursement of the amount, which in the Company’s opinion is recover-
able.
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Transactions with related undertaking are described in Note 42. Trade payables do not bear interest and are,
as a rule, settled on a 7-30 day basis. Other liabilities do not bear interest, and their average payment period
is three months. The amount resulting from the difference between VAT receivable and VAT payable is paid to
the relevant tax authorities on a monthly basis. Interest payable is usually settled on a monthly basis during
a financial year.

Pursuant to Art. 4.1.2. of the Excise Tax Act of January 23rd 2004 (Dz. U. No. 29, item 257, of February 26th
2004), a tax liability arises e.g. at the moment of taking harmonised excise goods out of a bonded warehouse.
The Parent Undertaking and some other Group companies operate registered bonded warehouses, in which
harmonised excise goods are subject to suspended-excise-tax procedure and may be the object of the ac-
tions provided for in the Excise Tax Act.

The Act on Employee Benefits Fund of March 4th 1994, as amended, stipulates that each employer of more
than 20 staff (in full-time job equivalents) should create the Social Benefits Fund. In accordance with the stat-
ute and internal rules of procedure, the Group creates such fund and makes regular contributions to it, which
are charged to costs. The purpose of the Social Benefits Fund is to subsidise social activities of the Group
companies, finance loans to employees and other social spending.

The table below sets forth the Company’s Social Benefits Fund’s assets and liabilities.

PLN ‘000 Dec 31 2006 Dec 31 2005

Assets related to the Company’s Social Benefits Fund

Cash in separate bank account of the Company’s Social Benefits Fund 2,982 2,770
'F:?Srfsivables from employees under the Company’s Social Benefits 5,626 6.662
Other 251 152
Total 8,859 9,584
Liabilities related to the Company’s Social Benefits Fund

Liabilities under the Company’s Social Benefits Fund 8,816 9,146
Other 43 438
Total 8,859 9,584
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30. SALES REVENUE

PLN ‘000

Sales of products

Sales of services

Total sales of products

Sales of goods for resale

Sales of materials

Total sales of goods for resale and materials
Total

- including to related undertakings

Elimination of excise tax and fuel charge

Total

Year ended
Dec 31 2006

17,873,077
79,920
17,952,997
390,739
8,033
398,772
18,351,769
10,848
(5,540,886)
12,810,883

Year ended
Dec 31 2005

12,934,840
59,937
12,994,777
850,819
2,823
853,642
13,848,419
9,756
(4,202,874)

9,645,545

The transactions with associated undertakings are presented in Note 42 to the financial statements.

31. COST BY TYPE

PLN 000

Depreciation and amortisation

Raw materials and energy used
Contracted services

Taxes and charges

Salaries and wages

Social security and other benefits
Other costs by type

Goods for resale and materials sold
Total

Adjustments:

Change in products and adjustments in cost of sales

Total operating expenses, including:
Cost of sales
Selling costs

General and administrative expenses
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Year ended
Dec 31 2006

297,356
10,174,024
642,037
82,970
306,960
103,658
108,236
303,486

12,018,727

(48,450)
11,970,277
10,987,999
666,177
316,101

Year ended
Dec 31 2005

263,290
7,308,386
500,787
65,750
274,593
81,627
105,150
640,545

9,240,128

(410,938)
8,829,190
8,053,554
501,650
273,986
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32. OTHER OPERATING INCOME

PLN ‘000

Gain on disposal of property, plant and equipment
Subsidies

Release of provisions

Reversal of valuation allowance for receivables
Compensation received

Other operating income

Total

33. OTHER OPERATING EXPENSES

PLN ‘000

Loss on disposal of property, plant and equipment
Revaluation of non-financial assets

Created provisions

Other operating expenses

Total

34. NET FINANCIAL INCOME AND EXPENSES

PLN 000

Dividend received

Interest

Foreign exchange gains

Gains on disposal of investments
Settlement of derivatives

Other

Total financial income

Interest

Foreign exchange losses

Loss on disposal of investments
Revaluation of financial assets
Other

Total financial expenses

Net financial income (expenses)

Year ended
Dec 31 2006

7,050
634
942

6,617

5,639

7,217

28,099

Year ended
Dec 31 2006

380
30,645
12,205
27,129
70,359

Year ended
Dec 31 2006

2,527
31,693
34,943
7,540
53,739
2,853
133,295
(30,324)
(392)
(5,322)
(5,523)

(41,561)

91,734

Year ended
Dec 31 2005

4,335
732
3,513
9,349
4,020
13,696
35,645

Year ended
Dec 31 2005

54
24,258
4,048
20,358
48,718

Year ended
Dec 31 2005

581
25,071
20,247
16,078
12,805
960
75,742
(29,021)
(1,796)
(50)
(14,423)
(7,267)

(52,557)

23,185
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35. CORPORATE INCOME TAX

it |
Corporate income tax 204,316 208,496
Deferred tax (23,077) (89,681)
Total tax 181,239 168,815

The current portion of the income tax was calculated at the rate of 19% on the tax base.

The difference between the tax amount disclosed in the profit income statement and the amount calculated
by applying the tax rate to pre-tax profit results from the following items:

PLH '000 DeoSZ006  Deo st 205
Income before tax 912,491 1,137,654
Corporate income tax at the applicable rate (19% in 2006 and 2005) 173,373 216,154
Permanent differences, including: 41,397 (249,154)
Excess of net assets’ fair value over acquisition cost - (266,625)
Share in investments in associated undertakings (25,811) (28,472)
Other permanent differences 67,208 45,943
Tax effect of differences 7,866 (47,339)
Corporate income tax 181,239 168,815
Effective tax rate 0.20 0.15
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As at December 31st 2006 and December 31st 2005, the net deferred tax liability comprises the following items:

PLN 000 Dec 31 2006 Dec 31 2005

Deferred tax asset:

Provision for employee benefits 10,361 9,612
Difference between current tax value and book value of fixed assets 1,706 1,835
Valuation allowance for inventories 4,424 2,491
Foreign exchange losses on foreign-currency settlements 2,009 1,460
Tax loss amortised over time 21 457
Valuation allowance for accounts receivable 13,982 11,899
Unrealised margin assets 15,496 11,551
Other 27,345 16,323
Total deferred tax asset 75,344 55,628

Deferred tax liability:
Difference between current tax value and book value of tangible assets 241,018 244774

Positive valuation of foreign-currency settlements - -

Positive valuation of derivatives 36 1,012
Other 3,297 1,926
Total deferred tax liability 244,351 247,712
Net deferred tax asset/(liability) (169,007) (192,084)

Since the Group companies are separate taxpayers, deferred tax asset and deferred tax liability are calcu-
lated at each company individually.

Consequently, consolidated balance-sheets present deferred tax assets and liabilities as follows:

PLN ‘000 Dec 31 2006 Dec 31 2005
Deferred tax asset: 32,057 26,593
Deferred tax liability: (201,064) (218,677)
Net deferred tax asset/(liability) (169,007) (192,084)

Taxable temporary differences are expected to expire in 2007-2084.
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36. CONTINGENT AND OFF-BALANCE-SHEET LIABILITIES
Material Contingent and Off-Balance-Sheet Liabilities of Grupa LOTOS S.A.

Surety Agreement of February 9th 2004 Concluded with the National Fund for Environmental Protection
and Water Management

Under the agreement, the Company issued an irrevocable surety to repay the loan contracted by Rafi-
neria Jasto S.A. (currently LOTOS Jasto S.A.) from the National Fund for Environmental Protection and Water
Management under a loan agreement of December 10th 2003. The surety covers the loan amount of up to
PLN 15,000 thousand. In connection with the surety agreement, on February 6th 2004 Rafineria Jasto S.A.
(currently LOTOS Jasto S.A.) and the Company signed on securing the Company’s interest with respect to
the surety.

As at the date of these consolidated financial statements, the surety issued with respect to the loan, subject
to annex of October 20th 2005, is a registered pledge on the plastics processing units with the net value of
PLN 8,155 thousand, owned by LOTOS Jasto S.A. The pledge was established under the registered pledge
agreement of February 18th 2004,

Irrespectively of the above, under the agreement Rafineria Jasto S.A. will seek to obtain a bank guarantee or
surety to replace the surety issued by the Company. Should LOTOS Jasto S.A. breach the provisions of the
agreement, it will pay the Company a contractual penalty in the amount of 10% of the surety; with the proviso
that if the damage exceeds the contractual penalty, the Company is entitled to seek compensation for the
total amount of the damage.

Material Liabilities of the Parent Undertaking under Promissory Notes

1. The validity of the blank promissory note of March 16th 2006 for PLN 200,000 thousand, issued to secure
the Company’s tax liability connected with the suspended excise tax collection procedure, was extended
until June 16th 2008. The original validity term of the blank promissory note expired on March 16th 2007.

2. The validity of the blank promissory note of July 7th 2005 for PLN 200,000 thousand, issued to secure the
Company’s tax liability connected with the suspended excise tax collection procedure, was extended until
July 7th 2007. The original validity term of the blank promissory note expired on July 7th 2006

3. On July 4th 2006, at the request of Grupa LOTOS S.A., Bank Millennium S.A. issued a bank guarantee
for the benefit of the Head of the Customs Chamber in Gdynia in order to secure liabilities towards the
customs office, liabilities connected with tax and other charges that may arise in the period from July 4th
2006 to May 4th 2007, for the aggregate amount of up to PLN 160,000 thousand. The bank’s commitment
under the guarantee expire on July 3rd 2007.

4. On May 23rd 2005, at the request of Grupa LOTOS S.A., Bank PKO BP S.A. issued three performance
bonds, for the amount of PLN 8.6m, for the benefit of the Military Property Agency (Agencja Mienia Woj-
skowego). On July 24th 2006 they were supplemented with another three guarantees for the total amount
of PLN 20.06m. The total value of the guarantees is PLN 28,656 thousand. Their validity term expires on
December 31st 2007.

5.  On November 6th 2006, at the request of Grupa LOTOS S.A., Citibank Handlowy issued a bank guar-
antee in the form of a letter of credit for USD 74,998 thousand. The letter of credit was issued to secure
a commercial transaction: payment for supplies of crude oil from Kuwait. The contingent liability related
to the letter of credit expired on January 11th 2007.
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6. On December 1st 2006, at the request of Grupa LOTOS S.A., Deutsche Bank Polska issued a bank guar-
antee in the form of a stand-by letter of credit for USD 12,000 thousand, for the benefit of Morgan Stanley
Capital Group. The letter of credit was issued to secure a commercial transaction: payment for diesel oil.
The contingent liability related to the letter of credit expired on January 31st 2007.

Material Contingent and Off-Balance-Sheet Liabilities of Petrobaltic S.A.
Liabilities to Bank Ochrony Srodowiska S.A.

In connection with the loan advanced by Bank Ochrony Srodowiska S.A. (the “Bank”) to Energobaltic Sp. z o.0.

(Energobaltic) under (i) the investment loan agreement of September 11th 2001, and (ii) the preferential invest-

ment loan agreement of September 11th 2001 concerning environmental protection, on December 12th 2001,

Petrobaltic S.A. made a representation to the Bank whereby it agreed:

* 1o increase the share capital of Energobaltic Sp. z 0.0. by an amount equal to the company’s cumulative
net loss incurred in the period from the abovementioned loan agreements date to the date of the first sale
(confirmed by an invoice) of power from the CHP plant in Wtadystawowo (according to the Issuer’s informa-
tion, such sale was made on July 3rd 2003), if the loss exceeds 20% of Energobaltic’s share capital;

* to apply a part of net profit (in the amount not exceeding the amount assumed in the Bank-approved final
projection for the project financed with the loan) towards share capital increase in Energobaltic Sp. z 0.0

* not to dispose of or encumber its shares in Energobaltic Sp. z 0.0. without a prior consent of the Bank.

Liabilities to Rolls-Royce Power Ventures Limited (Wtadystawowo)

Under the Shareholder Agreement, in the event that the aggregate amount of waste gas supplied by Petro-
baltic S.A. to Energobaltic Sp. z 0.0. is lower than the minimum offtake amount provided for in the gas supply
agreement for the year, Petrobaltic S.A. is obliged to offer to the other shareholder and lender of Energobaltic
Sp. z 0.0, that is Rolls-Royce Power Ventures (Wtadystawowo) Limited (“RRPV”), to purchase the claims un-
der the loan advanced by RRPV to Energobaltic.

In connection with the expected reduction of the volume of waste gas supplied to Energobaltic Sp. z 0.0. by
Petrobaltic S.A. in 2005, on September 22nd 2005, RRPV sent a letter stating that if Petrobaltic S.A. did not
comply with the provisions of Art. 16.1.6 of the Gas Supply Agreement, it would issue a default notice under
Art. VIII Section 1 of the Shareholder Agreement.

Following receipt of the notice, under the Shareholder Agreement Petrobaltic is obliged to offer to RRPV to
purchase the claims under the loan advanced by RRPV to Energobaltic. If RRPV accepts the offer, Petrobaltic
will be obliged to gradually (2012-2016) purchase RRPV’s claims under the loan, at maturity of each principal
installment, at a 2% discount. As at December 31st 2006, the total amount of the loan advanced by RRPV to
Energobaltic Sp. z 0.0. was USD 6.1m (USD 5.1m in principal plus interest).

Following the purchase of RRPV's shares in Energobaltic Sp. z 0.0., Petrobaltic S.A. would hold 1,598 shares
representing 88.04% of the aggregate number of the shares.

As at today, no such notice has been issued. Therefore, as we were advised in an opinion issued by an
external law firm, the conditional offer could be executed only in 2008 if Petrobaltic is in breach of the terms
and conditions of the Gas Supply Agreement in 2007. However, in view of the poor financial standing of Ener-
gobaltic Sp. z 0.0. and the level of gas supplies lower than expected as a result of delays in the commence-
ment of production at the B8 reservoir, the Management Board of Petrobaltic S.A., guided by the conservative
valuation principle, maintained the provision for future liabilities which might arise under the Shareholder
Agreement. The provision covers the loan advanced by RRPV to Energobaltic Sp. z 0.0. (less the 2% discount)
and the par value of RRPV’s shares in Energobaltic Sp. z o.0.

In the event that the aggregate amount of waste gas supplied by Petrobaltic S.A. to Energobaltic Sp. z 0.0.
in 2005 is lower than the minimum offtake amount provided for in the gas supply agreement for the year,
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Petrobaltic S.A. is obliged to offer to the other shareholder and lender of Energobaltic Sp. z 0.0., that is Rolls-
Royce Power Ventures (Wiadystawowo) Limited (“RRPV”), to purchase the claims under the loan advanced
by RRPV to Energobaltic. If RRPV performs in accordance with the shareholder agreement, Petrobaltic S.A.
may be obliged to gradually (2007-2011) purchase RRPV’s claims under the loan at maturity of each principal
instalment. If RRPV accepts Petrobaltic S.A’s offer to purchase the claims, it will mean fulfilment of the condi-
tion precedent for RRPV’s offer, made in 2001, to sell all the shares held by RRPV in Energobaltic at the time
a default notice is served under the gas supply agreement. As at the date of these consolidated financial
statements, no such notice was delivered. Any breach of the terms and conditions of the gas supply agree-
ment in the following years entitles RRPV to issue such a notice within the timeframes provided for in the
agreement. In view of the above, Petrobaltic S.A. created a provision of PLN 24,188 thousand related to the
shareholder agreement and disclosed under other provisions (current portion).

Material Contingent and Off-Balance-Sheet Liabilities of LOTOS Jasto S.A.
Liabilities under Promissory Notes towards Nafta Polska S.A.

Rafineria Jasto S.A. (currently LOTOS Jasto S.A.) has issued nine blank promissory notes to Nafta Polska S.A.
Under the promissory note declarations of January 19th 2000, the promissory notes secure the liabilities of the
Rafineria Jasto S.A. under claims concerning environmental damage on the property specified in the agree-
ment of January 19th 2000 between Rafineria Jasto S.A. and Carbon Black Polska Sp. z 0.0. The promissory
notes may be filled in by Nafta Polska if Rafineria Jasto S.A. fails to perform any of its obligations under the
agreement. As provided for in the declarations, each promissory note may be filled in with up to PLN 1,000
thousand.

Under an agreement of January 19th 2000 between Nafta Polska S.A. and Rafineria Jasto S.A., if no obliga-
tion arises on the part of Nafta Polska S.A. to provide any performance, in whole or in part, under the perform-
ance bond agreement relating to the agreement on environmental issues with Carbon Black Polska Sp. z 0.0.
by the time Nafta Polska S.A. is removed from the enterprise register, Nafta Polska S.A. will place the unre-
alised promissory notes in court deposit so that they can be returned after the court’s decision on removing
Nafta Polska S.A. from the enterprise register becomes final. Similarly, the unrealised promissory notes will be
returned to Rafineria Jasto S.A. after 10 years following the agreement date if Nafta Polska S.A. is not removed
from the enterprise register and is not obliged to any performance under the surety agreement.

Liabilities under Promissory Notes towards the Minister of Economy

Rafineria Jasto S.A. (currently LOTOS Jasto S.A)) has also issued a blank promissory note to the Minister of
Economy. Under the promissory note declaration issued on November 13th 2002, the promissory note is to
secure performance of Rafineria Jasto S.A’'s obligations under an agreement on financial support for a new
investment project, concluded between the Minister of Economy and Rafineria Jasto S.A. on November 1st
2002. The promissory note may be filled in with an amount of up to PLN 5,674 thousand.

Other Liabilities under Promissory Notes

Furthermore, as at December 31st 2006, LOTOS Jasto S.A. had a liability under a blank promissory note
issued to secure a working capital overdraft facility granted by PKO BP S.A., the Krosno branch, for the
amount of PLN 15,000 thousand, with the validity term expiring on July 28th 2011.
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Other Contingent Liabilities of the Group

As at December 31st 2006 the Group’s liabilities arising from the material agreements related to expenditure
on property, plant and equipment (PKRT, FAME) amounted to PLN 699m.

37. CARBON DIOXIDE EMISSION CREDITS

As at December 31st 2006 the Group reported excess of carbon dioxide emission credits over the actual
carbon dioxide emission.

38. MATERIAL EVENTS SUBSEQUENT TO THE BALANCE-SHEET DATE

1.

On January 15th 2007, Grupa LOTOS S.A. disposed of 35 shares in Przedsigbiorstwo Projektowo-
Ustugowe BiproRaf Sp. z 0.0. (PPU BiproRaf Sp. z 0.0.) to KTl Poland S.A. of Warsaw. The shares, with
the total par value of PLN 35 thousand, are equal and indivisible, and represent 50% of the share capital
of PPU BiproRaf Sp. z 0.0. Grupa LOTOS S.A. sold the shares for PLN 2,750 thousand. The transaction
was executed as part of the programme aimed at streamlining the structure of the LOTOS Group.

On February 27th 2007, the Management Board of Grupa LOTOS S.A. signed the plan of merger of
Grupa LOTOS S.A. and LOTOS Partner Sp. z 0.0., prepared in accordance with Art. 499.1 of the Com-
mercial Companies Code. The two companies will be merged pursuant to Art. 492.1.1 of the Commercial
Companies Code, through the transfer of all assets of LOTOS Partner Sp. z 0.0. to Grupa LOTOS S.A. As
the acquirer holds 100% of shares in the acquired company, the merger will be executed pursuant to Art.
515.1 of the Commercial Companies Code, i.e. without increasing the share capital of Grupa LOTOS S.A.
The merger is executed as part of the restructuring of the LOTOS Group, aimed at streamlining its organi-
sational structure. The objective of the restructuring programme is to provide the LOTOS Group with more
operating flexibility and facilitate quicker response to changes in the market environment. The merger of
Grupa LOTOS S.A. and LOTOS Partner Sp. z 0.0. is an element of the restructuring of the sales division
within the entire LOTOS Group and should not have a material effect on the consolidated financial results
of the LOTOS Group.

On March 26th 2007, LOTOS Mazowsze S.A. concluded a conditional preliminary agreement on the
purchase of 34,500 shares in KRAK-GAZ Sp. z 0.0. from natural persons. The conclusion of the final
purchase agreement is conditional upon the Competition and Consumer Protection Office’s approval of
the business concentration involving the acquisition by LOTOS Mazowsze S.A. of control over KRAK-GAZ
Sp. zo.0. by purchasing its shares. The shares, with a total par value of PLN 3,450 thousand, are equal and
indivisible, and represent 100% of the share capital of KRAK-GAZ Sp. z 0.0. The acquisition is deemed
a long-term investment by LOTOS Mazowsze S.A. The shares were acquired for PLN 16,367.9 thousand,
and the transaction was financed with LOTOS Mazowsze S.A.’s own financial resources. The core busi-
ness of KRAK-GAZ Sp. z 0.0. consists in wholesale and retail distribution of LPG. The acquisition of the
equity interest in the company by LOTOS Mazowsze S.A. is part of Grupa LOTOS S.A'’s strategy aimed
at increasing its share in the domestic LPG market.

On February 27th 2007, Grupa LOTOS S.A. executed an agreement on a loan of PLN 1,200 thousand to
LOTOS Park Technologiczny Sp. z 0.0. Under the terms of the agreement, the loan was to be disbursed in
tranches. The first tranche of PLN 600 thousand was advanced on the agreement date, and the second
one, also of PLN 600 thousand, on March 30th 2007. In accordance with the terms of the agreement, the
loan is repayable in full by the end of 2007.
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5. On March 30th 2007, the General Shareholders Meeting of UAB Naftos Gavyba approved the financial
statements for 2006 and resolved to allocate the profit generated in 2006 and a portion of undistributed
retained profits in the amount of LTL 100m to dividend payment.

6. On April 11th 2007, Grupa LOTOS S.A. and LOTOS Jasto S.A executed an agreement providing for the
purchase of 700 shares of LOTOS Tank Sp. z 0.0. The shares, with the total par value of PLN 350 thou-
sand, are equal and indivisible, and represent 70% of the share capital of LOTOS Tank Sp. z 0.0. Grupa
LOTOS S.A. acquired the shares for PLN 642.5 thousand, using its own financial resources. As a result
of the transaction, Grupa LOTOS S.A. holds 1,000 shares, representing 100% of LOTOS Tank Sp. z o.
0.'s share capital. The shares were acquired by Grupa LOTOS S.A. in pursuance of its strategy. The ac-
quisition is a part of the consistently implemented programme aimed at streamlining the structure of the
LOTOS Group, and the programme for the restructuring of the Southern Refineries. The value of the as-
sets purchased under the agreement as disclosed in the accounting books of LOTOS Jasto S.A. is PLN
355.2 thousand.

39. MATERIAL COURT, ARBITRATION OR ADMINISTRATIVE PROCEEDINGS, OTHER RISKS OF THE
PARENT UNDERTAKING OR ITS SUBSIDIARIES

Material Proceedings Pending before Public Administration Authorities in Connection with the Parent
Undertaking’s Business

On March 21st 2005, the President of the Competition and Consumer Protection Office issued a decision
whereby anti-trust proceedings were instigated ex officio to investigate the issue of a suspected agreement
between Polski Koncern Naftowy ORLEN S.A. of Ptock and Grupa LOTOS S.A. of Gdansk, concerning a si-
multaneous discontinuation of the production and distribution of the universal U95 gasoline. In the opinion of
the Company’s Management Board, given that in fact the production and sale of the U95 universal gasoline
were not discontinued, the allegations of the Competition and Consumer Protection Office are unfounded. In
April 2005, the Management Board motioned for issuing a decision to the effect that Grupa LOTOS S.A. has
not been found to use competition-limiting practices.

In July 2005, the Parent Undertaking appealed to the Anti-Monopoly Court against the Competition and Con-
sumer Protection Office’s decision limiting access to a part of the evidence gathered in the case. Independent
of the appeal, in September 2005, the Company filed another request with the Court to issue a decision to
the effect that Grupa LOTOS S.A. does not use competition-liming practices. In October 2005 the Company
received another decision of the Competition and Consumer Protection Office concerning limitation of ac-
cess to a part of the evidence, against which the Company appealed to the Anti-Monopoly Court. The Re-
gional Anti-Monopoly Court dismissed the appeals. The Parent Undertaking appealed to the Warsaw Court of
Appeals against the Regional Anti-Monopoly Court’s decisions, but these appeals were dismissed as well.
The case is pending.

Material Proceedings Pending before Public Administration Authorities in Connection with the Busi-
ness of LOTOS Czechowice S.A.

Tax Proceedings and Court and Administrative Proceedings Related to Taxes
Proceedings Related to the Value Added Tax for Certain Months of 1998

In connection with the tax inspections and the issued decisions related to the value added tax, on December
29th 2003 Rafineria Czechowice S.A. (currently LOTOS Czechowice S.A)) filed complaints with the Supreme
Administrative Court against three decisions of the Director of the Tax Chamber of Katowice, concerning the
value added tax for October 1998, July 1998 and May 1998. The total value of the disputed claims amounted
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to PLN 1,229 thousand. Decisions were issued in all of the above cases. Cassation complaints have been
filed against all of the above decisions by Rafineria Czechowice S.A. (currently LOTOS Czechowice S.A)), in
the case of the tax for July 1998, and by the Tax Chamber Director, in the case of the tax for October 1998, for
July 1998 and for May 1998.

LOTOS Czechowice S.A. paid the amounts of VAT together with default interest. There is a possibility that as
a result of the tax and court proceedings the amounts paid will be returned together with high interest.

In December 2005, LOTOS Czechowice S.A. received the following decisions of the Supreme Administrative Court:

* a decision repealing the decision of the Provincial Administrative Court issued in December 2004 (with
respect to the tax for October 1998) in the part concerning determination of the tax liability, tax arrears and
default interest; the above issues were submitted for re-examination to the Provincial Administrative Court,
and with respect to other issues the cassation complaint was dismissed;

* a decision repealing the decision of the Provincial Administrative Court issued in December 2004 (with
respect to the tax for May 1998) in the part concerning determination of the tax liability, tax arrears and
default interest; the above issues were submitted for re-examination to the Provincial Administrative Court,
and with respect to other issues the cassation complaint was dismissed;

* a decision upholding the decision of the Provincial Administrative Court issued in December 2004
(with respect to the tax for July 1998); the Supreme Administrative Court resolved not to award costs of
cassation proceedings.

LOTOS Czechowice S.A. filed cassation complaints with the Supreme Administrative Court against rulings by
the Provincial Administrative Court of Gliwice of April 27th 2006 in the following cases:

* the case relating to the tax for May 1998 (PLN 318 thousand),

* the case relating to the tax for October 1998 (PLN 618 thousand).

By virtue of decision of November 27th 2006, the Provincial Administrative Court of Gliwice dismissed the
cassation complaint concerning the tax for October 1998,

The Provincial Administrative Court of Gliwice is considering the case of overpayment of VAT for August 1998
in the amount of PLN 292.7 thousand, without setting the date of the court hearing.

No negative tax consequences for LOTOS Czechowice S.A. may arise in connection with these proceedings;
they may only be a source of additional income.

Proceedings Related to Excise Tax for Certain Months of 1998

As a result of the inspections carried out by the tax authorities, there are six tax proceedings pending against
LOTOS Czechowice S.A., related to the decisions concerning excise tax for certain months of 1998, against
which the LOTOS Czechowice S.A. submitted appeals to the administrative court. The total value of the
disputed claims under appeal proceedings is PLN 2,881 thousand.

The Supreme Administrative Court set October 26th 2005 as the date for the court hearing concerning excise
tax for September 1998, August 1998 and June 1998. By virtue of the Supreme Administrative Court’s ruling,
the Provincial Administrative Court’s decision regarding excise tax for September 1998, August 1998 and
June 1998 was reversed in whole and remanded for reconsideration.

LOTOS Czechowice S.A. paid the amounts of excise tax together with default interest. There is a possibility that
as a result of the tax and court proceedings the amounts paid will be returned together with high interest

LOTOS Czechowice S.A. filed cassation complaints with the Supreme Administrative Court against decisions
by the Provincial Administrative Court of Gliwice of April 27th 2006 in the following cases:

* the case relating to the tax for September 1998 (PLN 52.5 thousand),

* the case relating to the tax for August 1998 (PLN 842 thousand),

* the case relating to the tax for June 1998 (PLN 468.8 thousand).
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Considering the case of the tax for October 1998 in the amount of PLN 1,138.8 thousand, the Provincial Ad-
ministrative Court of Gliwice suspended the proceedings.

No negative tax consequences for LOTOS Czechowice S.A. may arise in connection with these proceedings;
they may only be a source of additional income.

By virtue of the Provincial Administrative Court’s decision of October 16th 2006 issued in the proceedings re-
garding the tax for August 1998 (with respect to the request for returning the difference between the court fee
actually paid and the court fee due), the Provincial Administrative Court decided to return PLN 57.9 thousand
to LOTOS Czechowice S.A.

Proceedings Related to Excise Tax for Certain Months of 2000 and 2001

By virtue of its decisions of December 7th 2004, the Head of the Customs Office of Bielsko-Biata instigated
ex officio two proceedings with respect to Rafineria Czechowice S.A. (currently LOTOS Czechowice) in order
to determine the amount of excise tax liability, and reopened seven proceedings in order to determine the
excise tax liability for March. The proceedings were closed — on March 31st 2005, the Head of the Customs
Office issued a decision under which Rafineria Czechowice S.A. (currently LOTOS Czechowice S.A) paid its
tax arrears (plus interest) in the amount of PLN 273 thousand.

Proceedings Related to Corporate Income Tax for 1999

On January 21st 2005, LOTOS Czechowice S.A. received from the Head of the Second Tax Office of the
Katowice Province in Bielsko-Biata a decision of January 19th 2005, on instigation ex officio of tax proceed-
ings related to the 1999 corporate income tax. On June 20th 2005, the Head of the Second Tax Office of the
Katowice Province issued a decision closing the proceedings. On July 15th 2005, PLN 856 thousand was
transferred to the bank account of LOTOS Czechowice S.A. as payment under the challenged decision. In
July 2005 LOTOS Czechowice S.A. appealed against the decision, as a result of which the amount to be re-
imbursed may be increased by approximately PLN 241 thousand. On September 15th 2005, LOTOS Czecho-
wice S.A. was notified that the appeal would be dealt with by November 18th 2005.

On November 2nd 2005, LOTOS Czechowice S.A. submitted a request for the prolongation of the time
allowed for presenting its position with respect to the evidence gathered in the case up until November 10th
2005. On November 21st 2005, LOTOS Czechowice S.A. received a decision of the Director of the Tax Cham-
ber, dated November 18th 2005, upholding the challenged decision issued by the first instance authority. On
December 21st 2005, LOTOS Czechowice S.A. filed a complaint against the decision issued by the Director
of the Tax Chamber of Katowice on November 18th 2005. The value of the disputed claims was PLN 282,932.
In February 2006, LOTOS Czechowice S.A. received from the Provincial Administrative Court of Gliwice
a letter of the Director of the Tax Chamber, dated January 19th 20086, in which he requested that the Czecho-
wice Refinery’s appeal be dismissed.

By virtue of its decision | SA/GI 125/06 of June 9th 2006, the Provincial Administrative Court of Gliwice reversed
the decision appealed against and awarded the return of the costs of proceedings in the amount of PLN 9.6
thousand for the benefit of LOTOS Czechowice S.A. from the Director of the Tax Chamber of Katowice.

The decision of the Director of the Tax Chamber of Katowice of March 13th 2007 reversed the decision of the
Head of the Second Tax Office of the Katowice Province in Bielsko-Biata and determined the return of PLN
241.5 thousand for the benefit of LOTOS Czechowice S.A.
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Inspection Related to Corporate Income Tax for 2000

On July 25th 2006, LOTOS Czechowice S.A. received from the Head of the Second Tax Office of the Katowice
Province in Bielsko-Biata an authorisation for a tax inspection, dated July 24th 2006, concerning corporate
income tax for 2000. In August 2006, LOTOS Czechowice S.A. received the post-inspection report. LOTOS
Czechowice S.A. submitted its explanations and objections to the report in September 2006. On September
29th 2006, LOTOS Czechowice received decisions issued by the Head of the Second Tax Office for the Kato-
wice Province in Bielsko-Biata concerning the institution, ex offfcio, of tax proceedings for the determination
of corporate income tax liability for 2000 and interest on the tax arrears. By virtue of the decision of December
12th 2006 issued by the Head of the Second Tax Office for the Katowice Province in Bielsko-Biata, the 2000
corporate income tax liability was increased by PLN 31 thousand. LOTOS Czechowice S.A. paid the amount
along with due interest.

Inspection Related to Excise Tax for Certain Months of 2004

The Head of the Customs Office of Bielsko-Biata conducted an inspection at LOTOS Czechowice S.A. in
order to determine the correct amount of the excise tax payable for the period January 1st 2004 — September
30th 2004. As a result of the inspection, tax proceedings were instigated ex officio on May 18th 2005. On
May 5th 2006, LOTOS Czechowice S.A. received four decisions issued by the Head of the Customs Office
of Bielsko-Biata, determining the amount of excise tax liability for January, February, and March 2004. The
proceedings concerning determination of the amount of excise tax liability for April 2004 were discontinued.
On May 19th 2006, the company appealed to the Director of the Customs Chamber against the abovemen-
tioned decisions and filed motions for suspending their execution. In August 2006, LOTOS Czechowice S.A.
received decisions issued by the Head of the Customs Office and discontinuing the proceedings concerning
the tax liability for May—September 2004. On October 17th 2006, LOTOS Czechowice S.A. received a deci-
sion issued by the Director of the Customs Chamber of Katowice and setting December 13th 2006 as the
deadline for the examination of the appeals against the decisions issued by the Head of the Customs Office
of Bielsko-Biata, determining the amount of excise tax liability for January, February, and March 2004. In the
decision of February 9th 2007, the Director of the Customs Chamber of Katowice set April 13th 2007 as the
date for concluding the proceedings. As at the date of approval of these consolidated financial statements
the issue was not resolved.

Proceedings Concerning Excise Tax Liabilities in the Period September 1st — December 31st 2003

On April 12th 2006, the Head of the Customs Office instigated proceedings to determine the correct amount
of the excise tax payable for the period September 1st — December 31st 2003. Before conclusion of the pro-
ceedings, it is difficult to determine whether the excise tax liabilities will be reassessed, and if so, what their
amounts will be. By virtue of his decision of March 19th 2006, the Head of the Customs Office in Bielsko-Biata
set the deadline for the settlement of the matter at May 30th 2007.

In relation to the potential excise tax liabilities for the period September—December 2003 and January—March
2004, taking into account the conducted legal and tax analysis, including the analysis carried out by external
tax advisers as well as an expert witness designated by the Head of the Customs Office, LOTOS Czechowice
is of opinion that there is hardly any risk of unfavourable outcome of the dispute with the tax authorities, there-
fore no provisions were created in the financial statements with regard to these potential liabilities.
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Material Proceedings Pending before Public Administration Authorities in Connection with LOTOS
Paliwa Sp. z 0.0.’s Business

On March 30th 2006, LOTOS Paliwa Sp. z 0.0 received a decision of the Gdansk Tax Office of March 28th
20086 relating to the determination of the value added tax liability for January 2005. Acting pursuant to Art. 109
of the Act on Value Added Tax of March 11th 2004 (Dz. U. No. 54, item 535, as amended), the Head of the
Tax Office assessed an additional tax liability of the company, related to the settlement of the purchase of an
organised part of business of LOTOS Mazowsze S.A. The financial statements of LOTOS Paliwa Sp. z 0.0. for
the year ended December 31st 2005 give no account of the effects of this event since the Management Board
of the company appealed against the decision and believes that the appeal will be considered favourably for
LOTOS Paliwa Sp. z 0.0. On July 25th 2006, LOTOS Paliwa Sp. z 0.0. received decision of the Head of the
Gdansk Tax Chamber, dated July 21st 20086, in which the Head of the Gdansk Tax Chamber revoked in full the
decision of the Gdansk Tax Office determining the value added tax liability for January 2005 and assessing
an additional tax liability, and remanded the case for re-examination by the Gdansk Tax Office. The case will
be settled in the first instance by April 30th 2007, as stated in the notice issued by the Head of the Gdarsk Tax
Office concerning failure to settle the case by the set deadline, dated March 15th 2007.

The proceeding are pending in connection with the right to deduct VAT in relevant periods, arising from settle-
ment of the acquisition of an organised part of LOTOS Mazowsze business, and in order to determine whether
additional tax sanctions in this respect are compliant with the constitution. As a result of corrections, VAT was
reimbursed to LOTOS Paliwa in the amount disclosed in the financial statements under liabilities under tax,
duty, social security and other benefits payable.

As regards potential tax liabilities under sanctions connected with the settlement of acquisition of an orga-
nised part of LOTOS Mazowsze business and corrections related to the VAT-7 tax returns, taking into account
the conducted legal and tax analysis, including the analysis carried out by external tax advisers, the Manage-
ment Board of LOTOS Paliwa is of opinion that there is hardly any risk of unfavourable outcome of the dispute
with the tax authorities, therefore no provisions were created in the financial statements with regard to these
potential liabilities.

Material Proceedings Instigated against the Company.

Proceedings upon Action Brought by PETROECCO JV Sp. z o.0. for Compensation for Damages Incur-
red as a Result of Monopolistic Practices

On May 18th 2001, PETROECCO JV Sp. z 0.0. brought an action against the Company whereby it seeks the
courts’ decision awarding an amount of PLN 6,975 thousand, together with statutory interest as at May 1st
1999, as compensation for damages incurred as a result of the Company’s monopolistic practices, which
involved selling BS base oils in a manner favouring some customers, whose orders were executed to a dis-
proportionately higher extent than the orders of PETROECCO JV Sp. z 0.0.

The alleged use of the monopolistic practices by the Company was confirmed by a decision of the Competi-
tion and Consumer Protection Office of September 26th 1996, in which the Authority ordered the Company to
abandon such practices. The Company appealed against the decision. The Provincial Court of Warsaw — the
Anti-Monopoly Court, changed, by virtue of its decision of October 22nd 1997, only the wording of the deci-
sion and ordered the Company to abandon monopolistic practices. The cassation complaint against this de-
cision filed by the Company was dismissed by the Supreme Court by virtue of its decision of June 2nd 1999.
The Regional Court of Gdansk, by virtue of its decision of December 21st 2002, dismissed the action for com-
pensation, fully complying with the Company’s objection referring to the statute of limitation. However, this de-
cision was overruled on December 4th 2003 by the Gdansk Court of Appeals, in case No. | ACa 824/03, and
submitted for re-examination by the District Court of Gdansk. The Court of Appeals found that the reference to
the statute of limitation was not justified. According to the Court, it was only on June 2nd 1999 (the date of the
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Supreme Court’s ruling) that PETROECCO JV Sp. z 0.0. became aware that the damage it incurred resulted
from monopolistic practices giving rise to the Company’s liability in tort, and it is as of that date, in the Court’s
opinion, that the three-year period of limitation of compensation claims should be counted.

As at the date of these consolidated financial statements, the case is pending before the Regional Court of
Gdansk (First Instance Court) and its file No. is IX GC 134/04. The Company defends itself by raising substan-
tive charges (it questions the fact that any damage was incurred by PETROECCO JV Sp. z 0.0., the amount
of the alleged damage, and the existence of the cause and effect relationship between the monopolistic
practices and the damage). Following the hearing of June 2005, the Regional Court of Gdansk ordered
a court expert in accountancy and economics to draw up a report concerning the extent of damages which
the plaintiff incurred as a result of Grupa LOTOS S.A.'s activities.

In its decision of July 20086, the Regional Court of Gdansk requested a second expert witness opinion regar-
ding the extent of losses suffered by the plaintiff due to Grupa LOTOS S.A''s activities. In the issued opinion,
the expert witness indicated that based on the materials presented by PETROECCO JV Sp. z 0.0. it was
impossible to establish the amount of the losses or even state whether the losses were actually incurred. Be-
sides, the expert pointed out that an opinion should be requested from an expert witness in a field other than
accountancy. The lack of evidence required to issue such an opinion prevented the plaintiff from causing the
appointment of another expert witness. The hearing was held on March 27th 2007. The ruling was scheduled
to be announced on April 10th 2007, then postponed until April 20th 2007.

Proceedings upon Action Brought by the Minister of State Treasury for Invalidation of the Share Purcha-
se Agreement Concerning Shares in Naftoport Sp. z o.0.

On November 3rd 2005, Grupa LOTOS S.A. was served a nullity suit submitted by the Minister of State Treas-
ury, concerning the agreement of August 18th 1998 between Grupa LOTOS S.A. and Polska Zegluga Morska,
a state-owned company, concerning the sale of two shares in Naftoport Sp. z 0.0., valued at PLN 3,340 thou-
sand. On April 21st 20086, a ruling rejecting the claim in its entirety was passed. On June 8th 2006, the Minister
of State Treasury appealed against a court ruling of April 21st 2006. On June 30th 2006, the Company filed
its response to the appeal. On December 28th 2006, the Court of Appeals passed a ruling reversing the
challenged decision of April 21st 2006 and declaring the agreement on the sale of two shares in Naftoport
Sp. zo.0. as invalid. On April 6th 2007, the Company filed a cassation complaint and a request to arrest
enforcement of the decision of the second instance.

Tax Settlements

Tax settlements and other regulated areas of activity (e.g. customs or foreign exchange control) are subject to
inspection by competent administration authorities, which are authorised to impose high penalties and sanc-
tions. As the legal regulations regarding these issues in Poland are relatively new, they are often ambiguous
and inconsistent. Differences in the construction of tax legislation are frequent, both within governmental
authorities and between those authorities and enterprises, leading to uncertainty and conflicts. Consequently,
the tax-related risk in Poland is significantly higher than in countries where tax systems are better developed.
Tax settlements may be subject to tax inspection for a period of five years from the end of the calendar year in
which the tax payment was made. As a result of such inspections, additional tax liabilities may be assessed
with respect to the tax settlements made by the Company. In the Company’s opinion, as at December 31st
2006, relevant provisions for identified and measurable tax risk have been created.
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Court Proceedings Instigated by the Company or the Companies of Its Group

Court Proceedings Instigated by Rafineria Jasfo S.A. (currently LOTOS Jasfo S.A.) against a Private
Individual

On December 4th 2003, the Regional Court of Krosno issued, in the course of binding advice procedure,
a decision in favour of Rafineria Jasto S.A. (currently LOTOS Jasto S.A.), whereby it ordered payment of
PLN 4,829 thousand, together with interest, representing claims under unpaid invoices for goods sold (file No.
VIl GNc 292/03). The order for payment became final. Due to the fact that on April 2nd 2004 the debtor was
declared bankrupt, with a possibility of concluding an arrangement, Rafineria Jasto S.A. (currently LOTOS
Jasto S.A.) submitted to the judge-commissioner its claims in the total amount of PLN 7,668 thousand, in-
cluding: (i) PLN 6,138 thousand — outstanding principal of the payment due for the goods sold; (ii) PLN 1,498
thousand — delayed payment interest; and (i) PLN 32 thousand — costs of litigation before the Regional Court
of Krosno related to the case. The claims of up to PLN 2,580 thousand, including the principal and interest, are
not subject to the arrangement as they are secured on the bankruptcy estate by a security mortgage.

Material Proceedings Pending before the Competent Arbitration Court in Connection with the Activities
of Petrobaltic S.A. and its Subsidiary

AB Geonafta, a subsidiary of Naftos Gavyba (hereinafter referred to as the Subsidiary) is a party to court
proceedings against AB Svenska Petroleum Exploration (hereinafter referred to as SPE) related to the estab-
lishing of UAB Genciu Nafta, whose founders and shareholders are the Subsidiary and SPE. The litigation
concerns applying the provisions of the Subsidiary’s Articles of Association, and it was referred to the Interna-
tional Court of Arbitration at the International Chamber of Commerce (hereinafter referred to as the Arbitrator),
which reached a final decision on October 30th 2003. The outcome of this case will remain unknown until the
Arbitrator’s award takes effect in the Lithuanian jurisdiction.

Once the Arbitrator’s decision has been confirmed and allowed, the Subsidiary will bear the following costs:

a. The Subsidiary together with the Lithuanian government will reimburse SPE for the amount of USD 12,579
thousand along with interest calculated at the rate of 6% annually on that amount for the period from
January 1st 2002 to the reimbursement date. If the Arbitrator’s decision is confirmed in the Lithuanian juris-
diction, the Subsidiary will seek to have the Lithuanian government cover the liability in its entirety;

b. The Subsidiary shall reimburse SPE for the amount of USD 312 thousand to cover the costs of court pro-
ceedings.

Once the Arbitrator’s decision has been confirmed and allowed, the Subsidiary will obtain the following sums:

a. SPE will reimburse the Subsidiary for the amount of USD 1,325 thousand along with interest calculated at
the rate of 6% annually on that amount for the period from April 6th 2002 to the reimbursement date;

b. The Subsidiary will have the right to demand that the elected President of the Management Board and the
Chief Executive Officer of UAB Genciu Nafta be the candidates put forward by the Subsidiary’s representa-
tives;

c. The Subsidiary will have the right to demand that its share in the profits from oil production by UAB Genciu
Nafta be increased from 50% to 75%, with effect as of January 1st 2002;

d. The Subsidiary will have the right to demand that UAB Genciu Nafta repay the debt which it owes to the
Subsidiary in the amount of LTL 664 thousand.
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In 2004, dividend in the amount of LTL 5,973 thousand and an outstanding payment for deliveries and
services in the amount of LTL 885 thousand were allegedly remitted to the Subsidiary by UAB Minijos Nafta.
The funds were blocked by a court enforcement officer in Copenhagen due to the claims filed by SPE against
the Subsidiary. The subsidiary appealed against the court enforcement officer's decision to the Danish
Supreme Court.

As at the date of these financial statements AB Geonafta has not settled the abovementioned payment and
the amounts due in connection with the court proceedings, as their outcome remains unknown and will
remain so until the Arbitrator’'s award takes effect in the Lithuanian jurisdiction. On July 1st 2005, UAB Minijos
Nafta’s liability towards AB Geonafta expired as AB Geonafta obtained both sums in the aggregate amount
of LTL 6,858 thousand.

40. REMUNERATION OF THE MANAGEMENT BOARD AND THE SUPERVISORY BOARD AND
INFORMATION ON LOANS AND OTHER SIMILAR BENEFITS ADVANCED TO MEMBERS OF THE
PARENT UNDERTAKING’S MANAGEMENT AND SUPERVISORY STAFF

The remuneration paid and payable to the members of the Management Board and the Supervisory Board of
the Parent Undertaking was as follows:

‘ Year en Year en
PLN 000 Do 1 2005 Do 12005
Management Board 548 497
Supervisory Board 237 286
Management Board — subsidiary or associated undertakings 86 43
Total * 871 826

*The value of remuneration provides for changes in the composition of the Management and Supervisory Boards of Grupa LOTOS S.A.
made during the reporting period.

Information on loans and similar benefits advanced to members of the management and supervisory staff:

PLN ‘000 Dec 31 2006 Dec 31 2005
Management Board - 20
Total Eal 20*

*10- year loan from the Company Social Benefits Fund, bearing interest at 4% p.a.
** On June 19th 2006, the composition of the Management Board of Grupa LOTOS S.A. changed. As at June 19th 2006, the value of
advanced loans was PLN 18.5 thousand.

41. EMPLOYMENT STRUCTURE

Average employment by category:

Year ended Year ended

Dec 31 2006 Dec 31 2005

Blue-collar workers 3,320 3,146
White-collar workers 2,103 1,994
Total 5,423 5,140
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42. TRANSACTIONS WITH RELATED UNDERTAKINGS

Transactions with related undertakings are executed on arms length terms.

Sales to related

undertakings
(PLN ‘000)

year ended

Dec 31 2006
Associated undertakings valued 4 444
with equity method '
Non-consolidated undertakings 6,404
Total 10,848

Purchases from
related undertakings

year ended
Dec 31 2006

3,259

7,260

10,519

Receivables from
related undertakings

as at Dec 31 2006

103

666
769

Liabilities to
related undertakings

as at Dec 31 2006

3,213

1,396

4,609

In the period January 1st — December 31st 2006, the total income on sale of property, plant and equipment

and intangible assets of the LOTOS Group to related undertakings was PLN 76 thousand.

In the period January 1st — December 31st 2006, the total value of property, plant and equipment and intangi-
ble assets purchased by the LOTOS Group from related undertakings was PLN 5,600 thousand.

Furthermore, during the 12 months ended December 31st 2006, a member of the Management Board of
Grupa LOTOS S.A. sold, during ordinary trading sessions at the Warsaw Stock Exchange, a total of 42,755
shares of Grupa LOTOS S.A. for an average price of PLN 42.65 per share. The total value of the transactions

amounted to PLN 1,823.5 thousand.

Sales to related

undertakings
(PLN ‘000)
year ended
Dec 31 2005
Associated undertakings valued 4
; ) ,887
with equity method
Non-consolidated undertakings 4,869
Total 9,756

Purchases from
related undertakings

year ended
Dec 31 2005

3,907

17,253

21,160

Receivables from
related undertakings

as at Dec 31 2005

229

319

548

Liabilities to
related undertakings

as at Dec 31 2005

1,440

4,654

6,094

In the period January 1st — December 31st 2005, the total income on sale of property, plant and equipment

and intangible assets of the LOTOS Group to related undertakings was PLN 31 thousand.

In the period January 1st—December 31st 2005, the total value of property, plant and equipment and intangible
assets purchased by the LOTOS Group from related undertakings was PLN 7,791 thousand.
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43. ENTITY WITH SIGNIFICANT INFLUENCE OVER THE GROUP

As at December 31st 2006, Nafta Polska S.A. held a 51.91% stake in Grupa LOTOS S.A. Nafta Polska S.A.
is controlled by the State Treasury, which, as at December 31st 2006, directly held a 6.93% stake in Grupa
LOTOS S.A. As at December 31st 2006, the State Treasury held, directly and indirectly, 58.84% of shares in
Grupa LOTOS S.A.

The aggregate value of transactions concluded between Grupa LOTOS S.A. and Nafta Polska during the year
ended December 31st 2006 was PLN 7 thousand.

During the year ended December 31st 2005, apart from the transaction referred to in Note 15, the value of
transactions between Grupa LOTOS S.A. and Nafta Polska S.A. amounted to PLN 23,932 thousand, including
the dividend paid in the amount of PLN 11,805.

44. OTHER INFORMATION

The Act on Special Rights Vested in the State Treasury and How These Rights Should Be Exercised in Com-
panies of Material Importance to Public Order or Safety (“strategic companies”), dated June 3rd 2005 (Dz.U.
No. 132, item 1108) (“the Act”) introduced the institution of observers on behalf of the State Treasury. Grupa
LOTOS S.A. was included in the list of strategic companies referred to in Art. 8 of the Act, published in the
Polish Council of Ministers’ Regulation on the list of companies of material importance to public order or
safety, dated December 13th 2005 (Dz.U. of December 29th 2005). The responsibility of the observers acting
on behalf of the State Treasury at strategic companies is to monitor the operations of these companies regard-
ing, among other things, the following issues:

* management of company assets of material importance to its operations,

¢ changes of the actual business profile, changes of the intended use or discontinuation of the use of a com-
pany’s asset of material importance,

* adoption by the General Shareholders Meeting of resolutions concerning dissolution of the company,
relocation of its registered office abroad, change of its business profile, sale or lease of its business or an
organised part of its business, or encumbrance of the business or its organised part with limited property
rights,

« if there is reasonable suspicion that such a legal action would violate public order or safety.

* The assumptions of the state’s policies concerning social or economic life spheres of material importance
to public order or safety will be published in Monitor Polski.

The observers are authorised to request from companies any documents or explanations regarding the above
issues, and, having analysed them, they are required to submit the obtained materials to the Minister of the
State Treasury, together with their position expressed in writing and the statement of reasons.

The State Treasury Minister is required in certain cases, and in other cases he is authorised, to voice his ob-
jection to an action of a given strategic company of which he has been notified by the observers. Provided
that it is not appealed against, such an objection renders a given legal action invalid as of the date on which
it was performed.

Until the approval of these financial statements, Grupa LOTOS S.A. has received no statement on the
appointment of an observer for the Company.

Complete consolidated finacial statements can be found on the Internet site:
http://lwww.ir.lotos.plfen/term _ reports.html
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GLOSSARY

APC - (Advanced Process Control) is a compu-
terized manufacturing process control system in
place in the Gdansk refinery since 2001. APC simul-
taneously controls a large number of technological
process parameters at the industrial plant. With the
help of this system, one can optimize the plant opera-
tions, increasing the yield of the desired products,
and keep the plant working safely.

Aromatic compounds - chemical compounds
which are characterised by the presence in their
particles of rings with a delocalized double bond
system, a so-called aromatic system. Widely known
aromatic compounds include: benzene, toluene, xy-
lenes, naphthalene.

Atmospheric distillation — a physicochemical proc-
ess used to separate component products of a mix-
ture, using differences in boiling point temperatures
of individual components. In the process of atmos-
pheric distillation, individual fractions become sepa-
rated. Atmospheric distillation is a process carried
out at a pressure close to atmospheric pressure.

B3 Oil Field — a marine natural gas and ail field lo-
cated about 73 km north of Rozewie. In operation
since 1992, it hosts the Marine Qil Mine (Morska Ko-
palnia Ropy). At the moment, it is the main source of
crude oil extracted by Petrobaltic S.A.

B8 Oil Field — a marine natural gas and il field lo-
cated about 68 km north-east of Rozewie. It is being
prepared for mining operations which are to begin
in 2008.

Base oil — an unrefined oil, without adjuvants, ob-
tained in the processing of crude. It represents the
base input in the manufacture of lubricant oils.

Benzene - the simplest organic compound in the
group of aromatic hydrocarbons. Benzene repre-
sents one of the key inputs in organic synthesis. It is
used, among others, to manufacture plastics, syn-
thetic fibres, dyes, or detergents.
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Biofuel — fuel manufactured by adding so-called
‘biocomponents”  (products obtained through
processing plant products) to petrol or diesel fuel.
Biocomponents are usually made by alcoholic fer-
mentation (most often ethanol) — benzine products
with ethanol additives, or by processing the seeds of
oil-producing plants (e.g. rapeseed oil) — in biodie-
sel.

Biturox — a state-of-the-art asphalt oxidation system
used for controlled oxidation of vacuum residues
of crude oil, a result of which asphalt of increased
hardness is produced, which allows it to be used as
a road surface, for example. Biturox is a trade name
of a patented asphalt oxidation technology using
a specially engineered chemical reactor.

CFPP — (Cold Filter Plugging Point) means the bor-
der temperature below which paraffin crystals begin
to form in diesel oil, thus preventing the flow of diesel
oil and engine operation.

Component for asphalt manufacture — usually
a heavy vacuum distillate fraction obtained from
crude oil, which can then be further processed on
the installation for asphalt manufacture.

Comprehensive Technical Upgrade Programme
— (Program Kompleksowego Rozwoju Technicznego
— PKRT), a programme under which a number of
state-of-the-art process installations are to be con-
structed in the Gdansk refinery by the year 2010,
thanks to which the facility will significantly increase
its processing and manufacturing capacity. After the
completion of the programme, worth in total about
PLN 5.6 billion, the Gdansk facility will become one
of the most technologically advanced refineries in
Europe.

Conversion — by “conversion processes” one most
often understands the technological processes of
cracking. In these processes, components with high
boiling points (heavy distillates) are turned into light
products, used to manufacture fuel products. The
most widely used conversion processes are thermal
cracking, catalytic cracking, and hydrocracking.
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Dual-shell tank — a type of tank for holding liquid
fuels (called also: dual-wall tank) which has two walls
between which there is a monitoring system installed
to monitor tightness and/or an alarm system to in-
form about any leaks. Under the commercial part-
nership system used by the company (Partnerstwo
Handlowe Rodzina LOTOS), assembly of dual-shell
tanks (along with the disassembly of old tanks) rep-
resents one of the fundamental investment outlays
under the so-called “start-up package” (if the filling
station lacks such an installation).

FAME - (Fatty Acid Methyl Ester) such esters are
a biocomponent used to manufacture biofuels for
diesel engine vehicles. FAME is manufactured by
transesterification of oil with methanol in the pres-
ence of a catalyst.

Fill-in hermetisation and vapour-recycling sys-
tem — a method to fill in road and rail tankers. When
pouring the liquid fuel (especially benzine) into
a tank, the vapours pushed out of the empty space
are hermetically collected and absorbed. This pre-
vents volatile hydrocarbons from being discharged
into the atmosphere.

General nitrogen — the contents of nitrogen are de-
termined for nitrogen bound in all possible chemical
forms.

General suspended solids — non-soluble substan-
ces which float, suspended, in water and sewage.

Heavy heating oil — an oily liquid representing
aresidue from the atmospheric distillation of crude oil.
It is composed of large-particle hydrocarbons.
Heavy heating oil finds its use in industrial installa-
tions of large manufacturing or processing facilities,
as well as in combined power plants. It is also used
as bunker fuel for ships.

Hydro-complex installation — the expansion project
in the Glimar Refinery in Gorlice. According to its
assumptions, the complex was planned to include
a line of basic installations — hydrocracking, hydrode-
paraffinisation, and hydrorefining, plus a number of
auxiliary installations, including one for hydrogen
production. The objective of the construction of the
hydro-complex installation was to provide the Glimar
Refinery with the possibility to produce high-quality
fuels and oil-based products. The Glimar Oil Refin-
ery went into bankruptcy on 19 January 2005, which
halted the development of the unfinished project.

Hydrocracking — the complex of hydrocracking in-
stallations launched at the Gdansk refinery at the be-
ginning of the year 2000. It manufactures the com-
ponents needed to produce high-quality fuels with
minimum sulphur contents.

Hydro-desulphurisation — (HDS) a technological
process in which hydrogen reacts with chemical
compounds containing sulphur, using a catalyst.
Sulphur is converted to and removed in the form of
H,S, a result of which a sulphur-free product is ob-
tained. The hydro-desulphurisation reactions are the
method most widely used today for obtaining sul-
phur-free fuels.

IGCC - (Integrated Gasification Combined Cycle) is
either a combined gas-and-steam techno-logy with
an integrated fuel gasification process or a complex
for gasification of heavy residue left after the proce-
ssing of crude oil. The technology makes it possible
to construct power plants whose efficiency is much
greater than that of conventional coal-based power
plants. Compared with conventional technologies,
IGCC power plants use less water, cause lower SO,
and CO, emissions, and meet all EU standards.
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Jet A1 — high-quality airplane fuel designed for jet
engines and obtained in the “naphtha sweetening”
process in Merox installations. About 80% of Jet Al
manufactured in 2006 by Grupa LOTOS S.A. was
exported, for example to the UK, Sweden, Den-
mark, Norway, Finland and the Czech Republic. The
fuel is also successfully delivered to Polish airports
in Wroctaw, Szczecin, Bydgoszcz, Rzeszéw, and
Gdansk.

Light heating oil — a product obtained in crude olil
processing characterized by lower sulphur content
and lower density than heavy heating oil. LHO is
mainly used in household boiler rooms and in small
and medium-sized businesses and institutions. It is
also successfully used as the heating fuel in the boil-
er rooms of residential estates. Grupa LOTOS S.A.
sells high-quality LHO under the LOTOS Red trade
name.

LPG - (Liquified Petroleum Gas) is a liquefied gas,
being a mixture of propane and butane, obtained
in the processing of crude oil. Among its other ap-
plications, LPG is used as engine fuel or as fuel for
household gas stoves.

Lubricant oil — is a composition of base oil and ad-
juvants (additives which improve its properties). The
quantity, type and relative proportions of these com-
ponents are decisive for the class of the oil manufac-
tured. Their main task is to reduce friction between
the surfaces of movable parts of mechanical devices
which touch each other and work together. Lubricant
oils are used in the automotive industry and for in-
dustrial applications.

Merox (crude sweetening installation) — processes
units for catalytic processing of fractions of crude oil
with the view to removing sulphur compounds, used
in the manufacturing of airplane fuel. In the Merox
process, mercaptans are oxidised to the form of di-
sulphides which, while not decreasing total sulphur
content, has a significant impact on improving the
operational properties of fuel.
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MHC - (Mild Hydrocracking) is the process used for
desulphurisation and conversion of heavy distillates
into fuel components. It will ensure conversion within
the range of 20-60%. The process runs at the pres-
sure of 50-85 bar. The residue from the mild hydroc-
racking installation is a desulphurised component to
be used for further processing in catalytic cracking
or hydrocracking installations.

Modified asphalts — asphalts characterized by im-
proved quality parameters, thanks to the interaction
between the asphalt and the modifier used.

Municipal sewage - (called also household
sewage), is the liquid waste coming from offices and
service facilities.

Naphtha - the fluid fraction of crude oil, composed
of hydrocarbons whose particles contain 9-16 atoms
of carbon. In the cracking and reforming processes
naphtha can be processed into benzine and other
petroleum derivatives. However, it is mainly used as
fuel for jets, rockets and turboprop engines.

Oil-contaminated effluent — rainfall and thaw water
coming from paved surfaces underneath installa-
tions, in depots, tank troughs, or resulting from
apparatus and equipment washing and cleaning,
and tank draining.

Own filling stations — stations owned by LOTOS
Paliwa, run either by managers or agents.

Oxidation — one of main technological processes
used for asphalt manufacture as a result of control-
led oxidation of heavy vacuum residue. In the proc-
ess, asphalt of increased firmness (penetration) is
obtained, which, among other uses, can be used as
a binder for road construction.
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Paraffin — a mixture of solid saturated hydrocarbons,
separated from the fractions of crude oil. It is used,
among others, to manufacture candles, floor polish
and as insulation material.

Partner filling stations — stations which operate un-
der the LOTOS brand under a commercial partner-
ship based on a long-term franchise agreement

Patronage filling stations — stations which operate
under the flag of the Gdansk refinery on the basis of
a patronage agreement.

Petroleum-derivative goods — products available
on the market, obtained in the process of crude oil
processing. The most popular petroleum-derivative
products are, among others, benzines, diesel ail, lu-
bricants or engine oils.

Post-oxidation gases — process gases arising in
the process of oxidation of heavy vacuum residue
with atmospheric air, leading to the manufacture of
asphalts. They are subjected to preliminary purifi-
cation in the installation and then final utilization in
a thermal afterburner.

Ppm — (parts per million) — is the measuring method
approved in the world used to express the concen-
tration of extremely diluted solutions of chemical
compounds. This measure tells how many particles
of the chemical compound are to be found among
one million particles of the solution.

Process effluent — liquid industrial waste resulting
from technological processes. These include first
of all: brine obtained in desalination of crude, acid
waste (sulphur-containing) and alkaline waste com-
ing from the installation for tail gas cleanup units.

Processing capacity — the potential of technologi-
cal installations of a refinery used for the process-
ing of crude oil, measured in tones per annum. The
processing capacity of the Gdansk refinery of Grupa
LOTOS S.A. equals 6 million tones per year.

Raw benzine — a benzine fraction coming directly
from atmospheric distillation of crude oil or from
other processes in the petrochemical or coke
processing industry. It is an intermediate product
from which finished benzine products are obtained.

SDA - (Solvent De-Asphalting) — one of the techno-
logical processes in the refining of crude oil, used
for the processing of heavy vacuum fractions. In the
process, specific petroleum fractions are separated
in the extraction process, using specially selected or-
ganic solvents. The extracted fractions are directed
for further processing.

Semi-finished product — in the manufacturing pro-
cess in the Gdansk refinery, semi-finished products
include, among others, raw benzine or base oil.

Sewage collector — the main channel through which
liquid waste flows.

Unmanned PG-1 platform - a drilling-head
platform standing over the B3 oil field, remotely
controlled from the Operations Centre on the manned
Baltic Beta platform.

Vacuum distillate — a fraction of hydrocarbons
separated from a more complex mixture by distilla-
tion under a reduced atmospheric pressure. Vacuum
distillates are usually used to produce base oil, and
also as input for cracking processes.

Vacuum distillation — a process analogical to the
process of atmospheric distillation, conducted, how-
ever, at reduced ambient pressure. It uses physical
property, whereby the boiling point decreases as the
ambient pressure is reduced. It makes it possible to
separate the components of mixtures which, at at-
mospheric pressure, would disintegrate below the
boiling point.

Xylene fraction — a mix of hydrocarbons contain-
ing mostly aromatic hydrocarbons with eight carbon
atoms — xylenes and ethylbenzene.
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