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1. INFORMATION ON THE LOTOS GROUP

1.1. OVERVIEW OF THE LOTOS GROUP

Business

The LOTOS Group is the second largest fuel producer in Poland. It is the sole producer of hydrocarbons in Poland&®

Exclusive Economic Zone of the Baltic Sea. Other areas where the Group is engaged in petroleum production include

the Norwegian Continental Shelf and Lithuania (onshore). Grupa LOTOS6r ef i nery i n Gda@E&sk is one
most advanced refineries in Europe in terms of applied technologies and environmental protection.

The Group® business is organised into two segments: Upstream and Downstream.

UPSTREAM DOWNSTREAM

-

Portfolio of assets located in three  One of Europe® most Poland® 3rd largest network of

countries: Norway, Poland and technologically advanced refineries 476 service stations. Wholesale of

Lithuania (complexity index of 9.5 according  fuels and other petroleum products
to Solomon study) (bitumens and oils)

Apart from Grupa LOTOS (the pdasednefinery with a reomieat trdughput capacittoh e Gd a (
10.5m tonnes of crude oil per year), the LOTOS Group comprises 14 other companies operating under the LOTOS

name. Two of them are based outside Poland, in Lithuania and Norway.

The Group® operations focus on crude oil production and processing, as well as wholesale and retail sale of petroleum
products such as fuels (unleaded gasoline, diesel oil and light fuel oil), heavy fuel oil, bitumens, aviation fuel, naphtha,

LPG and base oils.

Development

The overriding strategic objective of the LOTOS Group is to create value for shareholders through optimised deployment
of human and material resources and implementation of development programmes in exploration and production,
processing and marketing. These programmes are pursued in compliance with the principles of sustainable

development and corporate social responsibility.
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CRUDE OIL AND GAS

PRODUCTION
28,369
12,674
5910 4,931
2012 2013 2014 2015

Production of hydrocarbons at
28,369 barrels per day*

Key financial measures and ratios

CRUDE OIL REFINING

(ths tonnes per year)

9,674
I 8,703
2012 2013

10,212
9,544 I
2014 2015

Annual oil throughput of 10,212

thousand tonnes

SERVICE STATIONS

476
439 441
405 I I

2012 2013 2014 2015

Growing number of service
stations and improvements in their

standard

By consistently implementing its strategy aimed at maximising the integrated margin, the Group has succeeded in

increasing its production potential and operating efficiency, which has contributed to its sound operating performance

as measured by normalised LIFO-based EBITDA.?

In 20127 2015, normalised LIFO-based EBITDA averaged PLN 1.67bn, and in 2015 it stood at PLN 2.16bn.

In 2015, consolidated revenue was PLN 22,709m. Net cash from operating activities was PLN 1,488m, while its average

|l evel in 20121

2015 was

PLN

1, £2638m.

Net

|l oss for 2015

L Including average daily output from the acquired Sleipner assets attributable to the LOTOS Group, as of the effective date of

the acquisition (January 1st 2015)

2 EBIT before depreciation and amortisation, excluding one-off items and the LIFO effect (the difference arising from the
application of the Last In First Out (LIFO) method and the weighted average cost method to account for inventory flows)
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NORMALISED LIFO-BASED CASH FLOWS FROM NET DEBT °TO NORMALISED
EBITDA OPERATING ACTIVITIES LIFO-BASED EBITDA
(PLNm) (PLNm)
1,488
2,156 ’
2,021 5.2x
1,416 3.8x
1391 1,381 3.1x
1,095 I 1347 I I I I 2.6x
2012 2013 2014 2015 2012 2013 2014 2015 2012 2013 2014 2015
Fluctuations in financial Stable levels of cash generated Improving ability to service the
performance due to changing from operating activities; existing debt
macroeconomic environment; 201271 201 %: PAN E408ng
201212015 averag
1,666bn

1.2. SEGMENTAL MANAGEMENT MODEL AND CORPORATE STRUCTURE

Within the LOTOS Group, the role of Grupa LOTOS S.A. as the parent is to integrate the key management and
support functions.

To perform its role, Grupa LOTOS S.A. has implemented a segmental management model. A segment is a separate
area of operations managed within the LOTOS Group by a designated member of the Management Board of Grupa
LOTOS S.A. Such model ensures efficiency in managing the Group and enables it to achieve cost and revenue
synergies across the organisation. Segmental management provides for consistent implementation of strategy, planning

and controlling, integrated operational management and maintenance of uniform corporate standards.
The Group®& operating activity comprises two main reportable operating segments:

T Upstream segment i comprising activities related to the acquisition of crude oil and natural gas reserves,
and crude oil and natural gas production.
f downstream segment i comprising the production and processing of refined petroleum products and their

wholesale and retail sale, as well as auxiliary, transport and service activities.

For management purposes, the LOTOS Group is divided into business units within the management/corporate support
segment and within two equally ranking business segments covering the upstream and downstream areas of the

Group® operations (as illustrated in Figure 1, page 9):

f Management segment i falls within the remit of President of the Management Board of Grupa LOTOS S.A.,
Head of the management segment. The segment®& activities focus on increasing the LOTOS Group& value
through overall management of its operations and coordination of process support functions, including human

resources management, ensuring effective communication, corporate social responsibility, management of

3 Net debt/normalised LIFO-based EBITDA; net debt at December 31st, adjusted LTM LIFO-based EBITDA
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international relations, investor relations, brand management, management of marketing activities, corporate
organisation, management of business processes and systems, and maintenance of the internal control

system.

T Exploration & production segment: falls within the remit of the Vice-President of the Management Board of

Grupa LOTOS S.A., Chief Exploration & Production Officer, Head of the exploration & production segment.

The segment® tasks include formulation of development strategies for the LOTOS Group in oil and gas
exploration and production, as well as management and supervision of these activities.

The exploration & production segment comprises LOTOS Petrobaltic along with its subsidiaries and affiliates.

1 Refining & marketing segment: falls within the remit of the Vice-President of the Management Board of
Grupa LOTOS S.A., Chief Refining & Marketing Officer, Head of the refining & marketing segment. The refining
& marketing segment& tasks include overall management of activities aimed at maximising the integrated
margin, as well as coordination of efforts related to maintaining the required operability and availability of
processing assets and their optimum utilization, refining production, crude oil supply, as well as trading in
petroleum products and energy commodities. The segment is also responsible for the retail business
(expanding the service station network) and developing trading activities.

The refining & marketing segment comprises LOTOS Asfalt, LOTOS Infrastruktura, LOTOS Kolej, LOTOS OQil,
LOTOS Pal i wa, LOTOS Ser wi s, LOTOS StraU and LOTOS Te

companies).

1 Strategy & development segment: falls within the remit of the Vice-President of the Management Board of
Grupa LOTOS S.A., Chief Strategy & Development Officer, Head of the strategy & development segment. The
segment& responsibilities include developing the strategy for the LOTOS Group and monitoring its
implementation, research and development, innovations, defining development and investment directions,
implementation of the EFRA project, project management, corporate risk management, and coordination of
activities in environmental protection, occupational health and safety and physical security.

The strategy & development segment comprises LOTOS Lab and LOTOS Ochrona.

T Financial segment: falls within the remit of the Vice-President of the Management Board of Grupa LOTOS
S.A., Chief Financial Officer, Head of the financial segment. The segment& tasks include overall management
of financial and accounting processes, including formulation of financial, fiscal and insurance strategies and
monitoring of their implementation, managing the budgeting and controlling processes, development and
implementation of financial risk management strategies, and overall management of assets and restructuring

processes.

The financial segment comprises Infrastruktura Kolejowa Sp. z 0.0. and LOTOS Gaz w likwidacji (in

liquidation), along with its subsidiary.

In 2015, significant changes were made to the corporate structure of the LOTOS Group, triggering a transformation of
the structure towards business segments having a stronger focus on core business and towards enhanced integration
of the management and support functions providing services to the operating structures, all to ensure effective
implementation of strategic objectives, process optimisation, dynamism, greater operational flexibility, as well as

strengthening of corporate functions and owner supervision.



Figure 1. Organisational structure of the LOTOS Group by segments as at December 31st 2015

Grupa LOTOS S.A.

1) State treasury —0,01%

2) Limited partner

3) General partner

4) CalEnergy Resources Poland Sp. z 0.0.- 50%

5) CalEnergy Resources Poland Sp. z 0.0. — Limited partner

6) BP Europa SE— 50%

7) Odin Energi A/S—50%

8) Entity controlled by a bankruptcy administrator, a non Group
company

|:| - entities classified as joint ventures accounted for using equity
method, which are not-Group companies

Additionally, Grupa LOTOS S.A. holds 8,97% shares in P.P.P.P.
»NAFTOPORT” Sp. z 0.0. {a company of the PERN Przyjazn group of
Plock).

i
REFINING AND MARKETING SEGMENT i FINANCIAL SEGMENT
]
|| LOTOS Paliwa Sp. z 0.0. LOTOS Terminale S.A. Infrastruktura Kolejowa
100% 100% = Sp.zo.0.
100%
LOTOS Asfalt 5p. 2 0.0. 99.995%
> 100% 0.005%
—> LOTOSBiopaliwa Sp. z0.0.  |* LOTOS Gaz 5.A.
likwidacji
[ ,| LoTOSOilSp.z00. o '1 Icac
100%
LOTOS Kolej Sp. z 0.0. KRAK GAZ Sp.z 0.0.
] 100% I\.Ali ”F['fd'c’,é‘:i,
) ikwidacyjnej
RCEkoenergiaSp.z 0.0. |«
LOTOSStrai$p.z0.0. |  g9g agg% gasp 100%°)
> 100% \
LOTOS Serwis Sp. 2 0.0. LOTTER =B
= 100% Polska Sp.z 0.0.
50% 6

SPV Baltic Sp.z 0.0.
100%

100%

Technical Ship Management Sp. z 0.0.

STRATEGY&
DEVELOPMENT

EXPLORATION AND
PRODUCTION SEGMENT

SEGMENT

LOTOS Lab Sp.z 0.0.
100%

LOTOS Petrobaltic 5.A.

99.99%1Y

LOTOS Ochrona Sp. z 0.0.

100%

Aphrodite Offshore

Services N
100%

RS

Miliana Shipmanagement Ltd
100%

LOTOS Exploration and
Production Norge AS

99.99%

1 share

ENERGOBALTIC Sp.z 0.0.

100%

Baltic Gas Sp.
50%:2!

Z0.0.

Baltic Gas spotka z ograniczong 3)
odpowiedzialnoscig
i wspélnicy sp.k. 5!

B8 Sp.z o,
100%

.0.

0.00003%

Miliana Shipholding

B8 Spotka z ograniczong 3)

odpowiedzialnoscig P

BALTIC S.K.A.
99.99997%

pLtd

Miliana Shipping Grol
100%

Company Ltd
100%

99.99862%

AB LOTOS
Geonafta

0.00137%

Granit Navigation Company Ltd
100%

Kambr Navigation Company Ltd
100%

UAB Minijos Nafta
50%7!

Bazalt Navigation Company Ltd
100%

Petro Aphrodite Company Ltd
100%

UAB Manifoldas
100%

St. Barbara Navigation Company Ltd
100%

~

A A

Petro Icarus Company Ltd
100%

UAB Genciu Nafta
100%




$LOTOS

Directorsd Report on

the LOTOS Group in 2015

1.3.

KEY EVENTS IN 2015

Table 1. Material events at the LOTOS Group in 2015

Period Event
T Launch of a new railway terminal.
January 9 Launch of oil supplies from PGNIG.
February 1 Grupa LOTOS S.A. is the chief sponsor of the Polish national football team.
1 LOTOS Asfalt obtains the Construction Company of the Year 2014 award.
LOTOS Lab signs an agreement to sell its
March ; LOTOS Asfalt wins the Golden Laurel in the Pomeranian Quality Award competition.
April Grupa Lotos S.A. tops the Responsible Companies Ranking in the category of fuels,
energy sector and extractive industries.
f LOTOS Terminale buys a fuel terminal in P
f TheSupervisory Board passes a resolution t
President of the Management Board of Grupa Lotos S.A. of the ninth term.
Grupa Lotos S.A. wins the Golden CSR Leaf
LOTOS Asfalt signs credit facility agreements to finance the EFRA Project investments
May with a consortium of eight financial institutions.
June The 450th service station in the LOTOS network (and at the same time the 175th in the
LOTOS Optima segment) opens in Kalisz.
f LOTOS Qil begins to market four modern synthetic motor oils for use in post-warranty
maintenance inspections.
 Innovation Award 2015 goes to Grupa LOTOS S.A.
1 As part of the EFRA Project, LOTOS Asfalt signs a PLN 1.26bn EPC contract with Kinetics
Technology (KT) of Italy for the three key project installations.
July Building permit is granted for the subsea
August Establishment of the LOTOS Foundation.

LOTOS Asfalt signs a coke sale agreement with Oxbow Energy Solutions of the
Netherlands.
Forbes6Diamonds are awarded to LOTOS Oil.

The EFRA Project kick-off meeting with KT is held.

10
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September
October

Construction of the hydrogen recovery unit commences.

Grupa Lotos S.A. wins the Top Secondary Listing award for its best secondary share
offering in Central and Eastern Europe.

Grupa Lotos S.A. enters into an agreement with Linde AG, Engineering Division, on the
construction of an oxygen generation unit.

The cornerstone is laid for the units to be built as part of the EFRA Project.

First crude is produced from the B8 field on the Baltic Sea.

LOTOS Norge signs an agreement with ExxonMobil Norway on the acquisition of a
portfolio of assets in the Sleipner area on the Norwegian Continental Shelf.

Grupa Lotos S.A. and KT sign an agreement on the construction of a Hydrowax Vacuum
Distillation Unit (HVDU).

Lotos Asfalt signs an agreement with Prze
system facility as part of the EFRA Project.

Grupa Lotos S.A. is awarded the National Security Leader title.

Grupa Lotos S.A. receives the Top Quality HR Certificate.

The Minister of Economy& award is presented to LOTOS Kolej in recognition of the
company®& prominent achievements in railway transport.

LOTOS Oil is named Ambassador of Polish Economy in the European Brand category.
LOTOS ranks second in the Best Annual Report 2014 competition in the Corporations
category.

The Super Biznes Golden Laurel in the Sports Sponsorship category goes to LOTOS.

November

December

=2 =4 =2 =4 4 =4

=a

Daily production from the B8 field exceeds that from the B3 field.

The Pearl of Polish Economy title in the Great Pearls category goes to the LOTOS Group.
LOTOS Serwis sells its Czechowice and Jas
LOTOS Kolej launches rail freight operations in Germany.

LOTOS-AIr BP signs an agreement on fuel deliveries to the Olsztyn-Szymany airport.
LOTOS Norge receives the consent of Norwegian ministries for the acquisition of an asset
portfolio in the Sleipner area.

The launch of production from the B8 field and the acquisition of the Sleipner assets in
Norway enabled Grupa LOTOS to increase its daily output of hydrocarbons two and a half
times, to 30,300 boe/d at the end of 2015, thus exceeding the production target set in the
Strategy for 2011712015 of 24,000 boe/ d.
The LOTOS brand wins the Good Brand 2015 i Quality, Trust, Reputation title in the
Engine Oils category.

Grupa LOTOS S.A. is once again honoured with the prestigious Well-Perceived Company
title.

11
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1.4. CORPORATE SOCIAL RESPONSIBILITY
The overriding strategic objective of Grupa LOTOS S.A. in 2015 was to create value for shareholders through
optimised deployment of human and material resources and implementation of development programmes in key
areas of the Company®& operations, i.e. in exploration and production, refining and marketing.
As declared in its mission statement, the Company strives to operate in all areas of its business in a sustainable
manner, with due regard to all legal requirements and in accordance with the principles of corporate social
responsibility.
The LOTOS Group believes that business should be conducted according to ethical standards, in harmony with the
natural environment and social need. This is why the Group has adopted a system of values, which it sees as a
long-term pledge towards all its stakeholders.

7YSTOS( OTWARTOSC ODPOWIEDZIALNOSC

The four primary values underlying the LOTOS Group& corporate social responsibility are:

1 TRANSPARENCY i stands for the duty to comply with the most exacting environmental standards,
commitment to ethical and fair competition, and counteracting the abuse of human rights.

OPENNESST the LOTOS Group® attitude to changes, the world& needs and people® expectations.
INNOVATIVENESS T recognition and protection of the intellectual capital within the LOTOS Group, as
well as the competencies of its employees.

1 RESPONSIBILITY i the right attitude towards mankind and its future, the environment, home country and
its international security.

The efforts undertaken by the LOTOS Group in the social and business spheres, in our relations with key
stakeholders and in corporate governance are aimed principally to:

1 Ensure compliance with the law and ethical standards,

1 Increase positive contribution to social development,

1 Mitigate possible adverse impacts of operations and the associated risks,

1 Maximise chances for sustainable development over the long term.

The LOTOS Group& CSR activities are focused around three key areas:

T Environment al protection and ecologyl with special f oc
seaboard | ocation of tlhasotherdaeedEofloutstaading mermal walue locatsd inw e
the Company® immediate vicinity,

T Road traffic safety 1 to which the LOTOS Group contri
comprehensive educational campaigns,

1 Ensuring equal opportunities and supporting the education and development of children and young people

T who are the target group of our CSR sports programmes and various other projects focusing on the

support of talented youth.
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In each of these areas, the LOTOS Group works with reputable and proven social partners, in keeping with its core
competences and values.

FUNDACJA
& LOTOS

Early in June 2015, the Grupa LOTOS Management Board resolved to establish the LOTOS Foundation. Its main
task is to manage the organisation® philanthropic policy. The Foundation& mission is the wide-ranging social
activity to make a positive contribution to its social and natural environment. The Foundation® activities focus mainly

on projects in the area of environmental protection, science, education, and social development.

Once the Foundation was established, the Special Account used to finance social initiatives through donations was
closed. In 2015, the LOTOS Foundation spent more than PLN 762 thousand on donations.

The LOTOS Group®& Code of Ethics, in effect since the beginning of 2013, is the cornerstone of the comprehensive
Ethical Conduct Programme, designed to make business ethics the highest standard in corporate management.
Apart from ethics education and communication initiatives, the Programme comprises channels for reporting
violations of the Code of Ethics, and 1 nshodeatdwtnys iTs tthe Eg
accepted standards of ethical conduct. Established in 2013, the Ethics Board is a collective body composed of
representatives of all of the LOTOS Group& business segments. The Ethics Officer, who, like the Ethics Board, is

not remunerated for this role, was first appointed in June 2014.

A crucial element of the standards applicable at the Group is the Misconduct Prevention Policy, which was adopted
in 2012. The adoption of the two documents was in line with the objectives of the LOTOS Group Corporate Social

Responsibility Strat egy for .201212015

Publicly declared support for corporate social responsibility initiatives

As a corporate citizen, in various areas of its activity the LOTOS Group endorses and follows the principles and
guidelines formulated both in Poland and abroad by reputable social and industry organisations as well as public

administration authorities, addressing issues related to social responsibility and sustainable development.

Grupa LOTOS S.A. has declared its support for the ten principles of United Nations Global Compact, a voluntary
international corporate citizenship initiative of unprecedented reach, in which the Company& membership dates
back to 2009.

Network Poland
WE SUPPORT
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In 2014, Grupa LOTOS became a signatory of the UN Global Compact®& new initiative i Call to Action on Anti-
Corruption, which is a joint appeal to governments to take steps to prevent all forms of corruption.

In 2015, Grupa LOTOS joined another UN Gl obal Compact

the UN& efforts to restore the ecological well-being of the Baltic Sea and to effectively manage the sea& ecosystem
and resources. As part of the Baltic Programme, UN Global Compact builds a platform for cooperation between,
and coordinating the activities of, businesses, central and local government institutions, non-governmental

organisations, and science. The initiative is a long-term programme, whose first phase is scheduled for 2015 2020.

Grupa LOTOS& commitment to sustainable development, both at the sectoral and social level, is also evidenced
by its having been, since 2010, among the signatories of the Declaration on Sustainable Development in the Energy

Sector in Poland.

The Company also continues its efforts under the ®eclaration of Polish Businesses for Sustainable Developmentd
signed in 2012. It is a joint initiative undertaken by enterprises in support of the goals defined in the &/ision of
Sustainable Development of Polish Businesses until 20506

Since December 2008, Grupa LOTOS has been a strategic partner of the Responsible Busi ness For
governmental organisation which has been promoting CSR on the Polish market for 15 years.

In 2012, Grupa LOTOS was included among institutions and organisations forming a partnership for the
development of the Pomerania region. The Development Initiation Forum is a multi-aspect cross-sectoral
cooperation project whose objective is to initiate and run partnership programmes promoting the development of
local communities. The initiative was planned as a regional one, addressed primarily to the stakeholders from the
Gda@®sk province. The Forum ensur esi exppreace shaingaerddirmncingas
part of the Grant Fund, which is an integral part of the Development Initiation Forum, established in 2014.

Method of CSR reporting

One of Grupa LOTOS6commitments towards its stakeholders, made in the 2008 CSR Strategy, concerned the
implementation of a comprehensive system for performance reporting. Following the Guidelines for sustainability
reporting, developed by Global Reporting Initiative (GRI), was chosen as the best method for preparing reports.
GRI standards are recognised as the only standards which enable a comprehensive presentation of CSR matters
while ensuring comparability and measurability of a given organisation& achievements in individual areas of its
activity. The Company has been preparing reports in accordance with these standards since 2006. Since 2011, all
the reports have been externally assured (level A+). Level A stands for the highest transparency level achieved
through reporting the maximum amount of data in the three areas of the LOTOS Group& activities: financial, social

and environmental.

Currently, the Company® integrated reports present three levels of information expected by its stakeholders:
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1 operational strategy i information providing a general context to better understand how the organisation
operates,

1 approach to management in individual areas i information presenting the manner in which Grupa LOTOS
manages all aspects of its business and the context necessary to understand the way it operates in a

particular area,

1 up-to-date results and long-term plans i comparable data on the economic, environmental and social
aspects of the Company& business.

The electronic version of the reports is available on the www.raportroczny.lotos.pl website.
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Information governance

For the ninth time, Grupa LOTOS was included in the RESPECT Index (Responsibility, Ecology, Sustainability,
Participation, Environment, Community, Transparency) i an index of the most socially responsible WSE-listed
companies. Having once more satisfied the exacting requirements of the RESPECT project, LOTOS was again
among the select group of 23 names listed in the new index portfolio. Grupa LOTOS has been a constituent of the

index since its inception.

*s*RESPECT

Index

The RESPECT Index is Central and Eastern Europe® first index of socially responsible companies. Indices of
socially responsible companies comprise entities that operate in accordance with the best management standards
in corporate and information governance and investor relations, and attach utmost importance to ESG
(Environmental, Social and Governance) areas. The RESPECT Index also takes into account the criteria of
profitability related to dividend payments and pre-emptive rights, which provide insight into the economic standing
of the companies included in the Index.
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2. STRATEGY OF THE LOTOS GROUP AND KEY DEVELOPMENT PROJECTS

2.1. IMPLEMENTATION OF THE 20111 2015 BUSINESS STRATEGY

Figure 2. The LOTOS Group value chain

AsssmEEEEEEEE,
3

lorati ; sales and management of
exploration Rlecieto] secondary service station
logistics network

In 2011-2015, Grupa LOTOS focused on its principal activities, i.e. exploration for and production of hydrocarbons,
crude processing, and trading in petroleum products, while seeking to improve its marketing efficiency and optimise
the refining and logistics processes. The goal of the strategy was to extend the value chain and boost product
margins.

The production target of 24,000 boe/d defined in the 2011-2015 Strategy was exceeded thanks to, among other
things, the acquisition of the Sleipner production assets (for more information, see Current Report No. 30/2015 of
October 31st 2015) and launch of production from the B8 field.

The increased processing capacity and flexibility of the units constructed as part of the 10+ Programme, completed

successfully in 2010, were fully utilised in 2015, as a result of which 10.2 million tonnes of crude oil were

processed.

The trading segmente x ceeded t he target market share of 30% set in t
10% share in domestic retail sales at the end of 2015.

Mission of the LOTOS Group

Innovation-driven, sustainable development in the exploration, production and processing of hydrocarbons and
marketing of high-quality products, which is conducive to creating lasting value for shareholders, ensuring customer
satisfaction, enhancing and leveraging the employee potential, and which is responsible towards society and the

environment and consistent with the energy security policy.
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2.2. STATUS OF KEY DEVELOPMENT PROJECTS

2.21. EFRA

On June 26th 2015, Grupa LOTOS S.A. launched the EFRA Project together with its subsidiary LOTOS Asfalt,
following approval by the Company& Supervisory Board of the terms of financing and related collateral, and a share
capital increase at LOTOS Asfalt. Further steps were possible once LOTOS Asfalt, financing 79% of the Project,
executed a credit facility agreement with eight financial institutions and signed the basic financing and project
documentation.

The value of the EFRA Project capex totals EUR 517.8m, and the project is scheduled for completion at the
beginning of Q2 2018.

In mid July 2015, the Project entered the engineering design phase after LOTOS Asfalt and KT Kinetics Technology
signed the engineering, procurement and construction (EPC) contract for turn-key delivery of the following main
units: the Delayed Coking Unit (DCU), the Coker Naphtha Hydrotreating Unit (CNHT) and the Hydrogen Generation
Unit (HGU). Once LOTOS Asfalt met all the conditions for disbursement of the credit facility, it became able to draw
funds under the facility.

To secure a customer for the by-product from the Delayed Coking Unit (DCU), Groupa LOTOS has signed a 10-
year contract with Oxbow Energy Solutions B.V. of the Netherlands to sell approximately 350,000 tonnes of coke
produced as part of the EFRA Project.

By the end of 2015, EPC contracts to construct the Hydrowax Vacuum Distillation Unit (HVDU) and the Oxygen
Generation Unit (OGU) as well as further contractor agreements under the engineering, procurement, and
construction management contract (EPCM) for inter-unit connections and auxiliary facilities were also concluded.
In addition to the design and contract execution activities, construction works (such as construction of the building
to house an electrical substation and a new pipeline flyover) also commenced.

The Group was also in the process of obtaining building permits (by December 11 permits were obtained for the
facilities covered by the EPCM contract for inter-unit connections and auxiliary facilities). At the end of December,
the overall progress of work under the EFRA Project was 7.7%, compared with the planned 3.6%.

Figure 3. How the EFRA units work
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2.2.2. B8

Under the B8 project, hydrocarbons are to be produced from a field situated in Poland& Exclusive Economic Zone
on the Baltic Sea. 2P (proven and probable) reserves in the B8 field (according to the SPE classification) are
estimated at approximately 3.5m tonnes of crude oil (approximately 27m barrels). B8 is the third largest oil mining
facility in Poland and the oil field holding the largest recoverable oil reserves in the Polish part of the Baltic Sea.

B8 FIELD DEVELOPMENT
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The purpose of the project is to develop the oilfield and launch full production with the use of the converted
Petrobaltic platform. From September 30th 2015, as assumed, initial production from the B8 field was launched
using LOTOS Petrobaltic& drilling rig. As a result, LOTOS Petrobaltic doubled its hydrocarbon production on the
Baltic Sea. Once the Petrobaltic rig is converted into the production centre on the B8 field and placed in the field
and the pipeline is completed, full production from the field will be launched, amounting to approximately 5,000 bbl

of crude oil daily (250,000 tonnes annually). The project is to be completed in autumn 2017.

In 2015, the rig conversion project was optimised by reducing the weight of the hull, thus permitting the use of the
existing legs supporting the rig. The Company obtained administrative decisions concerning the construction of a
ch t he

Sp. z 0.0.& CHP plant. The conversion is the key milestone in the project execution.

gaspipelinet o Wgadysgawowo, whi will transport gas

Shipyard works involve mainly modification of the hull and work required to strengthen the rig& legs and bottom
feet as well as performance of large assemblies. Next, after integrating the systems and equipment and their initial
start-up the rig will be ready to go offshore. The end of H1 2017 is the expected deadline for the production centre
to be ready and the rig transported to the B8 field, as well as for take-over of production from the LOTOS Petrobaltic

drilling rig to begin.
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2.2.3. B4/B6

The goal of the project is to develop and produce natural gas from the B4 and B6 fields in the Baltic Sea together
with CalEnergy Resources Poland. Total natural gas resources are estimated at approximately 4.3 bcm. The
produced mixture of hydrocarbons (raw gas) will be transported via underwater pipelines on shore and processed
into commercial products: natural gas, LPG and condensate, to be subsequently delivered to end users.

In the reporting period, Stage 3 of the Project, involving preparation of engineering design and recommendation
regarding the Final Investment Decision (FID) in Q3 2016, was underway. The goal of Stage 3 is to define the time
of production launch and define the execution stage budget considering current microeconomic forecasts. The fields
will be put on stream between 2018 and 2019.
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2.2.4. INNOVATION AND DEVELOPMENT PROJECTS

Development projects at the LOTOS Group

The Group®& research and development activities focus on the production of crude oil and its processing at the
refinery. In the upstream segment, in line with the trends set by European oil companies, research and development
initiatives focus on technologies for hydrocarbon exploration and optimising hydrocarbon production.

The downstream segment focuses on effective utilisation of the refinery® extended processing capacities and
refinery streams, further increase in hydrocarbon conversion, and optimum use of synergies between the refining

industry and the chemical, power and construction industries with a view to maximising the refining margin.
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As an oil business with potential for innovation, in order to improve the competitive edge of the individual business

areas, in the strategic perspective of the years 20161

promoting employeesécommitment and creativity and implement technical and technological innovations based on
its own research and the research available through cooperation with third parties. The LOTOS Group seeks to
increase the use of aid funding available for these purposes (including programmes financed by the National Centre

for Research and Development).

Projects implemented together with higher education institutions

Grupa LOTOS S.A. is the leader of the HESTOR project designed to determine the efficiency of storing surplus
electricity in the form of hydrogen obtained from electrolysis using renewable energy sources and then pumped into
salt caverns for later use for power supply and technological purposes. The issues to be investigated as part of the
project include hydrogen generation, transport and storage, as well as hydrogen combustion with a view to
regenerating electricity to cover peak demand. The pro-environmental effect of the project will be a reduction in
greenhouse gas emissions by balancing the fluctuating supplies of electricity from renewable sources. The
consortium is composed of:

1  Warsaw University of Technology i Consortium Partner

T Grupa LOTOS S. iAConsortium GedderEs k

1 Operator Gazoci Ng- wSYBTEMS8Ay Jowych GAZ

1

1
Consortium Partner

1  Silesian University of Technology i Consortium Partner

Companies of the LOTOS Group, together with Energa,
Polish Naval Academy, Gdynia Maritime University, Institute of Fluid-Flow Machinery of the Polish Academy of

Sciences and Institute of Power Engineering established a consortium for submitting the smart specialisation &co-

efficient technologies in production, transmission, distribution and use of energy and fuelséf or t he Gd a &Es k

Obtaining the status of smart specialisation will facilitate the launch of innovative projects in efficient crude oil
production technologies, production of state-of-the-art Group Il base oils, development of technologies for obtaining
high-margin petroleum products, manufacturing technologies for the second and third generation biofuels, as well
as the development of state-of-the-art building materials together with technologies of their use.

Grupa LOTOS is conducting analyses to prepare a project for a competition to obtain co-financing for R&D projects
executed by large enterprises, announced by the National Centre for Research and Development. The project
would be a continuation of the &tudy of hydrocarbon generation, expulsion, migration and accumulation, performed
with the use of technologically advanced tools and techniques for modelling petroleum processes in exploration
activity and the state-of-the-art methods for analysis of rock and porous media from the Baltic Sea basing
implemented in 2014.

The research projects pl acomcermdthefpoassibilit® 6f iIn®nsi®ifglciide pif produation
from the B3 field and the use of innovative methods for processing and interpretation of seismic data obtained in

recent years.
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In one of the projects planned for 2015i 2016, LOTOS Petrobaltic is a member of a consortium which is among the
four consortia that have obtained the status of smart specialisation for the Pomerania region (the @®ff-shore and
port and logistics technologiesdproject). 39 enterprises, 10 academic institutions and 10 business environment

entities participate in the programme. The programme i S OfF (

Cooperation with higher education institutions in education, student internships and work placements

The LOTOS Group has been cooperating with higher education institutions by offering numerous internships for

students of higher education i nst i t ut i on s -Sopdt-GdynimeagglGnleeatiBn, kas well as of the AGH
University of Technology of Kr akakw,w KUmikvew sUntiy eafs i Tec horfo lE
156 student internships and 47 work placements were organised in 2015. It was for the thirteenth time that Grupa

LOTOS joined a local project supporting students and graduates on the labour market, initiated by the Mayor of

Gda Es k. A's Gummer Hobiday Wotk €lacementbproject, the Company offered 11 placements. Grupa

LOTOS also offered five work placements as part of a prestigious countrywide project organised by the Ministry of

State Treasury under the name of & e build the value of Polish economy. The Company became a partner of the

Krak:-w University of TWeorpredlemgy sf dr at hse rg rnagjbescabfficewaorko an eng i
placements). The Human Resources Office of Grupa LOTOS also organised a meeting of LOTOSG6specialists with

students representing numerous student associations, including the Brevi Manu Student Scientific Association of

Organi sation and Management Psychology, Scient Udiversity Associ at
of Technology, Euro-Initiative Student Scientific Association and Scientific Association of Electrical Engineering

Students of the Gda®Gk University of Technology.

Grupa LOTOS cooperates with the largest global student organisation AIESEC and the international organisation

of technology students BEST. There is also the LOTOS Ambassador, actively liaising with students and promoting

the Company®& values among them. The Company undertakes initiatives designed to increase the quality of
secondary-school education as to prepare appropriately qualified staff for its future needs. LOTOS Serwis has under

its auspices the industrial automatics c¢class at Zesp-§ Szk-
Grupa LOTOS S.A.is partytoacooperat i on agreement with Centrum Ksztagcenia
(Vocational and Lifelong Learning Centre) No. 2 of 6GdaGEsk
Week, where it promoted vocational education by, for instance, presenting various forms of the Grupa LOTOS6

support for schools and job opportunities at LOTOS. Grupa LOTOS was presented with the Gd a EGs k Vocati onal
School-Friendly Employeréaward. Employees of the Human Resources Office participated in conferences devoted

to vocational education and attended by representatives of the Ministry of National Education. They also co-

organised the regional HHR Executive Meetingddevoted to cooperation between businesses with schools and job

openings for students completing their vocational and technical education. Grupa LOTOSGrepresentative was also

a |l ecturer during two seminars organised by Cent docot Edukac]

diamond i cooperation between schools with employersé

2.3. KEY CAPITAL EXPENDITURE AND EQUITY INVESTMENTS IN POLAND AND
ABROAD

2.3.1. EXPENDITURE ON PROPERTY, PLANT AND EQUIPMENT
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In 2015, the Group incurred capital expenditure of PLN 1,420,560 thousand, of which the most significant item was
the acquisition of a portfolio of assets in the Sleipner gas field on the Norwegian Continental Shelf and the
development of the B8 field (GK LOTOS Petrobaltic S.A.) and the EFRA Project. Apart from that, in 2015 the Group
incurred capital expenditure on the construction of a Hydrogen Recovery Unit (HRU) and expansion and

modernisation of the service station network.
Table 4. Capital expenditure of the LOTOS Group in 2015 (PLN &®00)

Capital expenditure

Jan 120157 Dec 31 2015

Construction and assembly work 119,086
Procurement from external suppliers i purchases 496,784
Purchase of intangible assets 209,003
Other capital expenditure 595,687
Total 1,420,560

Expenditure on key capex projects:
- the EFRA Project i PLN 191,488 thousand,
- acquisition of Sleipner assets i PLN 583,427 thousand,
- development of the B8 field PLN 304,332 thousand,
- hydrogen recovery unit i PLN 44,434 thousand,

- extension and modernisation of the service station chain i PLN 130,230 thousand.

2.3.2. EQUITY INVESTMENTS

In 2015, Grupa LOTOS S.A. did not make any equity investments outside of the group of related entities, described
in detail in Section 6.1.2. ®wnership changes at the LOTOS Group

2.3.3. FEASIBILITY OF PLANNED INVESTMENTS, INCLUDING EQUITY INVESTMENTS, IN THE
CONTEXT OF AVAILABLE FUNDING

In 2014, the LOTOS Group companies managed their liquidity position in an effective manner. Grupa LOTOS S.A.&
debt is serviced on a regular basis. In 2015, the Company repaid part of its debt incurred to finance the 10+

Programme. The net debt to equity ratio rose by 9.5pp (from 64.4% to 73.9%).

The financing for the key investment project (EFRA Project) was secured through the issue of Series D shares
completed in January 2015 (the issue proceeds are reserved for the project) and an investment credit facility (for

more information see Current Report No. 20/2015).
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Figure 4. Gearing ratio i the ratio of net debt (financial debt adjusted for free cash) to equity

73.9%
64.4%

31.12.2014 31.12.2015

2.4.  ASSUMPTIONS UNDERLYING THE LOTOS GROUP® STRATEGY
FOR 201617 2020

The LOTOS Group& development strategy for 201672020 is being prepared based certain macroeconomic

assumptions which reflect the Group& expectations as to the direction of changes in external environment.

Plans and prospects of the upstream segment

The LOTOS Groupbs wupstr eam -cals prajeetscharatterised bydosv geppoliticalmiak|
implemented in areas where the Group has competence, i.e. in Poland (mainly the Baltic Sea), Lithuania, and the
Norwegian Continental Shelf.

The LOTOS Group& strategy for 20161 2déveldomentrobtiveiexplerationfaad productiont h e r

segment with a concurrent improvement of the financial efficiency of the segment& operations.

In view of the persistently unfavourable macroeconomic environment, including unstable conditions on the
commodities market and sharp decline in crude oil prices, steps to be taken with respect to the upstream segment
will initially focus on improving efficiency and ensuring financial stability of the segment. During that phase we plan
to focus on our key strategic projects, including the development of the B8 oil field and of the B4/B6 gas fields, as
well as on recovering (based on the cash flows from the Heimdal and Sleipner fields) the capital locked in the tax

asset related to the Yme field development project in Norway.

As part of the strategy-driven activities, a number of efficiency-improving initiatives are also planned, including
optimisation of the operating costs (particularly important should the scenario of prolonged crisis on the market of
crude oil prices materialize), discipline in project implementation, and operational excellence. These goals are to
be achieved for instance through full utilization of the potential of the segment& assets, including both the
hydrocarbon reserves (i.e. increasing recovery rates and extending field lives) and the technical means (i.e.

optimum use of platforms, vessels).

The purpose of these strategic initiatives in 2016-2020 is to build a stable position of the upstream segment as one
of the two key areas of the LOTOS Group® business. Quantitative objectives (increase in production and reserve
volumes) will be a function of the adopted financial objectives.
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Prospects and development plans for the downstream segment

Grupa LOTOSéstate-of-the-art refining assets guarantee a high conversion ratio and cost-effective operation.

The downstream segment, thanks to the investment made to increase distillate yields, effectively uses its growing
technological potential as competitive advantage. Having implemented the EFRA Project, Grupa LOTOS operates

one of the most technologically advanced refineries in the world, producing very high yields of high-margin products.

The Polish retail market for petroleum products is fully saturated, and the number of service stations remains
relatively stable. Margins on fuel sales are low, forcing market operators to take measures aimed at increasing non-
fuel sales volumes and improving efficiency.

1 Inthis area, the Group& operations will focus on:

o] optimising the service station chain,
0 maximising fuel sales volumes,
o] expanding the offering of non-fuel products.

1 The LOTOS Group will continue to look for partners for cooperation and asset sale projects and will
implement programmes to stimulate employeesdécommitment and creativity and put in place innovative
technologies and technical solutions.

1 To support its image of an innovative company and improve the competitiveness of its individual business
areas, the Group intends to pursue a comprehensive programme promoting employeesécommitment and
creativity, as well as to implement technical and technological innovations based on its own research and
available external databases.

1 Theinitiated streamlining of the LOTOS Group& structure will continue through restructuring of the Group&
non-core business companies to reduce the cost burden of auxiliary activities on core operations. The
purpose of the measures that are being taken is to prepare the support and auxiliary companies for
divestment, provided the interests of the LOTOS Group are appropriately protected and secured. The
overall goal is to ensure the Group®& focus on its core business and secure funds to finance the Group&
further development.

1  Another area where streamlining is needed is the efficiency of the Group& internal support function. In this
respect, the objectives are to improve the business management system (including through more efficient
management of the integrated margin), optimise costs through more efficient procurement management,
streamline the workforce, and optimise financing through improved utilization of the LOTOS Group&
assets. The Group will review its refining assets management model as well as the links and correlations

between its individual areas.

Strategic time horizon beyond 2020:

1. Hydrocarbon exploration & production: effective production growth and development of resource
base for future periods,

2. Refining and marketing: investments in the refinery& process assets to increase the yield of high-margin
products; effective management of the refining margin through optimisation of the supply chain,
Retail network: optimisation of the service station chain and higher efficiency of the retail business,

4. Management: seeking excellence in business administration and management, cost optimisation and

promoting a culture of innovation.
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2.5. CORPORATE SOCIAL RESPONSIBILITY STRATEGY

In 2008, the Management Board of Grupa LOTOS adopted a comprehensive Corporate Social Responsibility
Strategy for the LOTOS Group until 2012. After broad consultations with stakeholders and following analyses
performed to assess the activities carried out thus far and their determinants, as well as to identify expectations,
the strategy was updated for 2012712015. The Management Bo a

Strategy with its effective term until 2015, similarly as in the case of the business strategy.

The principal goal of the LOTOS Group®& CSR strategy is to support the organization in meeting the objectives
provided for in its business strategy by optimum use of the organization& resources and capabilities to generate

economic and social value for the benefit of the Company and its environment.

To ensure successful delivery of that goal, the social, environmental, ethical and human rights concerns included

in the CSR strategy were incorporated into the LOTOS Group& core operations and business strategy.
This created a mechanism designed to:

1 Maximise the building of shared value for the shareholders, other stakeholders and society as a whole,

1 Identify, prevent and mitigate the possible negative effects of the Group& operations.

BUSINESS STRATEGY CORPORATE SOCIAL
RESPONSIBILITY STRATEGY

MAXIMISATION OF SHARED VALUES

RISK MITIGATION

Implementation of the strategy is expected to:

1 improve competitiveness through better forecasting and taking into account changing social
expectations,

support risk management processes,

create new market opportunities,

facilitate access to capital,

build customer loyalty,

maintain long-term employee trust,

= -4 -4 -—a -—a _-a

boost the Company& innovation potential.

The LOTOS Group®& CSR strategy until 2015 defined the key objectives to be achieved in individual areas of activity.
For each of these objectives, a set of targets and action plans has been developed to support the achievement of

the results envisaged in the strategy.

1 Inthe area of investment in human resources, the goal is to ensure the availability of highly qualified staff
required to successfully implement the business strategy and enhance the corporate culture based on
adopted values.

1 As regards health and safety improvement, the priority is to increase the awareness and involvement in

work safety improvement among the management staff, employees and contractors.
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1 As regards integration with the local community, the principal goal is to undertake initiatives that help to
ensure lasting solutions to social and environmental issues vital to our local communities.

1  The objective in the area of management of natural resources in the production process is to reduce
environmental risk and constantly minimise the environmental impact of the LOTOS Group®& operations.

1 In terms of ethics and the prevention of misconduct, management is being improved by ensuring ethical
conduct and transparency of business processes, as well as by protecting the organization against
misconduct.

1  The strategic goal with respect to partnership relations with the market environment is to build lasting
customer relationships by focusing on understanding customersdneeds and ensuring expected product
quality and safety.

1 Asregards energy sector security, the objective is to support initiatives designed to enhance energy sector
security in a socially and environmentally responsible manner.

1 As regards communication, the goal is to ensure that communication with employees is timely and
appropriate to their various needs and to build an organisational culture based on multi-directional, open
communication, including through the development of a system of public consultations within the Group.

Areas of strategic focus under the Corporate Social Responsibility Strategy

. Management of natural resources Ethics and corporate misconduct
Investment in human resources

in the production process prevention

Improvement of health and safety Partnership with market

participants

Integration with local communities Security of energy sector

The Company& approach to CSR is long-term and comprehensive, since it has become an element of the
management process. The synergy of its business and social aspects has been ensured through the development
of detailed operational plans and measures of the CSR strategy performance against targets in all of its key areas.
Performance against targets is supervised by leaders of particular areas, reporting to the Management Board of
Grupa LOTOS. For the purpose of performance reporting, a method of monitoring the implementation of the CSR
strategy, similar to that used to analyse the results of the business strategy, has been developed. The CSR
practices, similarly to practices in other key management areas, are additionally assessed for maturity, and

evaluated by the management on a regular basis during the annual 6CSR Dayd
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2015 was the fourth and at the same time the last year of implementation of the LOTOS Group& Corporate Social
Responsibility Strategy for 201271 2015. ébdfimpldmentagon 6fthem 201 2,
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strategic objective, the key objectives and the actions in the individual areas of its CSR Strategy. Based on such
analyses, semi-annual reports on the level of implementation of the Group& CSR Strategy objectives, constituting

part of the Group® report on the implementation of its Business Strategy, were prepared.

At the end of 2015, work on a new CSR strategy for the Group commenced. The following key stages of the strategy
implementation process were identified:

1 Internal assessment of the degree of achievement of the objectives set for 2012-2015

1 External evaluation of the changes that the implementation of the Strategy brought in the perception of the

Company& CSR commitment by its key stakeholder groups

1  Evaluation of the results of implemented initiatives based on the benefits to the organisation; opinions of

key external beneficiaries

1 Development of the Strategy in close cooperation with the leaders responsible for implementing strategic
CSR objectives in 2012-2015 and with specialists from within the organisation indicated by the leaders, as
well as with representatives of the team responsible for defining the new business outlook for the LOTOS
Group.

1 Submission of the draft Strategy for internal and external social consultations, in accordance with best
practices in this respect

The project will be carried out based on the experience gained in the course of the work performed in 2011 and
taking into consideration the changes that followed as part of the natural evolution of the LOTOS Group& CSR
activity in connection with its dynamic development in 2012-2015

For more information on the LOTOS Group& CSR initiatives, go to www.odpowiedzialny.lotos.pl.
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3. OPERATIONS OF THE LOTOS GROUP

3.1. MACROECONOMIC ENVIRONMENT (EXTERNAL GROWTH FACTORS)

Macroeconomic conditions in Poland and the EU

Most of the LOTOS Group& revenue is generated from production and sale of petroleum products, including

transport fuels (gasolines and diesel oil), heavy and light fuel oil, aviation fuel, bitumens and lubricating oils.

Macroeconomic factors i such as decrease in real GDP growth and in the level of investment in Poland, shrinking
industrial output, and rising unemployment i adversely affect demand for petroleum products, which in turn results

in downward pressure on prices of petroleum products and refining margins.

In 2015, 2014 and 2013, domestic sales accounted for, respectively 59%, 62% and 67% of the Group& revenue,
while export sales, mainly to the Northern and Western European countries, accounted for the remaining 41%, 38%
and 33%. Thus, macroeconomic conditions in Poland and the European Union have a material bearing on the
LOTOS Group& performance.

Level and structure of demand for and supply of petroleum products

Most of the LOTOS Group® revenue is derived from the production and sale of petroleum products. Consequently,
the level and structure of demand for and supply of petroleum products in the markets in which the Group operates
have a material effect on the Group& performance.

The structure of demand and supply by product type is an important driver of the Group& revenue given the different

crack spreads on petroleum products sold by the Group1 i . e. relatively high crack spre
distillates (“diesel oil, aviation fuel and light fuel oil) and light fractions (gasoline and naphtha), as opposed to

negative crack spreads in the case of heavy residues (heavy fuel oil and bitumen). Another important factor with a

bearing on the Group& revenue is demand (and its geographical structure) for individual petroleum products sold

by the Group.

In recent years, a considerable surplus of gasolines was observed in Europe (according to JBC, in 2014, the
surplus of gasolines on the European market reached 1.1 million barrels per day), accompanied by a shortage of
diesel oil. This considerable gasoline oversupply made European refineries set to obtain higher yields of gasoline
(or light oil fractions in general) sell this part of their output on non-European markets. Thanks to higher demand for
gasoline in North America in 2015, the larger supply of this product did not cause the gasoline crack spread to
narrow. However, in previous years exports to non-European markets, characterised by increasingly high
competitiveness (particularly due to growing exports and falling imports of petroleum products from and to the US),

led to the shut-down or substantial reduction of refining capacity of some European refineries.

According to BP?, in 2014 the global consumption of petroleum products went up 0.8%, to 92.1 million bbl/day, from
91.2 million bbl/day in 2014 (the increase in 2014 was 2.1% yl/y). However, simultaneously, mainly due to
unfavourable macroeconomic conditions in some EU member states, the total 2014 consumption of petroleum
products in Europe dropped 1.3%, to 14.7 million bbl/day, from 14.9 million bbl/day in 2013 (down 0.8% yoy). The

4 Crack spread is the difference between the price of crude oil and the price of petroleum products extracted from it.
5 JBC Energy Assesment i Europe Oil Products
6 BP Statistical Review of World Energy June 2015
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decline, chiefly attributable to lower demand for fuel oils, gasolines and diesel oil, whose sales fell by 8%, 1% and
1%, respectively, was partly offset by higher demand for naphtha (up 4%).

According to JBC, the demand for petroleum products in Europe will decrease further (in 2020 it will be lower 1%
relative to 2014), largely as a result of a significant drop in consumption of gasolines and fuel oils, which is expected
to be partially offset by an increase in consumption of LPG, aviation fuel and naphtha (with a slight upturn in diesel
oil consumption). The Company believes that trends on the Polish market should mirror those prevailing in Europe.
An anticipated economic recovery in Poland and across the region (growing GDP rates, falling unemployment and
stabilising inflation) should stimulate demand for petroleum products, especially diesel oil and aviation fuel. At the
same time, efforts to counteract the grey market in Poland, undertaken both by the government and legitimate fuel
suppliers, should reduce the market& size, additionally contributing to an increase in registered demand for diesel
oil. The Company expects the market of gasolines and substitute LPG to stabilise over the coming years, while the
market of heating oils (light fuel oil and heavy fuel oil), which must compete with cheaper substitutes, will continue

on the downward trend of the past few years.

Although many European refineries have been shut down, the lower supply of petroleum products in Europe was
compensated by higher exports from the US, where refining capacity expansion was accompanied by a drop in
demand for petroleum products on the US market and low petroleum prices (mainly on the back of growing
production of indigenous shale oil and a ban on oil exports) coupled with an increase in supplies from Russia
(following an upgrade of the Russian refining system) and the Middle East (largely in connection with the

construction of new export-oriented refineries).

In order to mitigate the impact of these factors on its performance, the LOTOS Group sells products through
diversified channels, both in Poland and abroad.

Crack spreads and Brent-Urals differential

Most of the LOTOS Group& revenue is derived from sale of petroleum products. Refining margins and,

consequently, operating performance are chiefly driven by:

| crack spreads on petroleum products (i.e. the difference between the price of petroleum products and the
price of Brent crude) as the price formulae in the petroleum product sale contracts are, as a rule, based on
petroleum product prices quoted on international markets, and the price of oil purchased and processed into

petroleum products is based on the price of Brent crude;

il the Brent-Urals differential (spread) (i.e. the difference between the price of Brent crude and the price of
Urals crude) 1T Urals crude (rawlmsterial ksedinwefinirgsper®tBrB,olE i s t he
petroleum product cracks are based on the price of Brent crude. A positive Brent-Urals differential (i.e. when
the price of Urals crude is lower than the price of Brent crude) has a positive effect on financial performance,
while a negative Brent-Urals differential (i.e. when the price of Urals crude is higher than the price of Brent

crude) adversely affects financial performance; and

| exchange rates1 whi l e PLN is the reporti ncyofthe Campamcapdtlend f unct
majority of its consolidated subsidiaries, trading prices of crude oil and petroleum products are generally
denominated in, or tied to, the US dollar.
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In 2015, crack spreads were highly volatile. They are materially affected by factors beyond the Company& control,
such as macroeconomic and geopolitical environment in general, changes in European and global demand for and

supply of petroleum products and crude oil, or general conditions on European and global financial markets.

In 2015, the Brent-Urals differential ranged between -0.7 USD/bbl and -3.7 USD/bbl, which resulted, on the one
hand, from geopolitical factors stifling demand for crude oil similar to Urals (such as the embargo on the Iranian

crude, decline in oil production in Libya).

To offset the adverse changes in refining margins caused by the above factors, which are beyond the Company&
control, a delayed coking unit with auxiliary infrastructu
refinery. The Company expects that the completion of the EFRA Project, scheduled for mid 2018, will improve the
refining margin by ca. USD 2/bbl, primarily as a result of a decrease in the share of heavy petroleum products with

a negative crack spread in the total output in favour of more profitable petroleum products, such as diesel oil.

Regulatory environment

A significant part of the Group® business is subject to extensive regulations imposed by the jurisdictions in which it
operates, including Poland and Lithuania in particular, and the European Union and Norway in general.

The LOTOS Group®& operations are largely influenced by numerous regulations, including in particular the Polish
Geology and Mining Law, EU regulations and international conventions, such as those relating to environmental
protection and climate change. Through the introduction of new requirements and more stringent standards, those
regulations often require the Group to incur additional capital expenditure and/or result in higher operating
expenses. In addition, the Company expects that, similarly to previous years, in the future the Group& performance
will continue to be affected by tax regulations and the interpretations and recommendations issued by public
administration authorities, as well as by individual administrative decisions which have been or will be issued by
such authorities with respect to the Group& business.

The Group® results of operations in 2015 were, among other factors, influenced by the following regulatory matters:
(i) changes in the technical requirements with respect to service stations, which required the Group to modernise

some of its service stations; and (ii) the obligation to achieve more stringent NIT levels for bio-components.

The Company expects that in the near future the Group& performance will be affected by regulatory factors such
as: (i) planned regulatory changes in the taxation of the extraction of hydrocarbons; (i) further tightening of
environmental protection regulations; (iii) increase in mandatory collateral relating to the risk of environmental
damage, and (iv) amendments to regulations imposing obligation to maintain a stock of crude oil and certain

petroleum products.

Crude oil and gas prices

The prices charged for oil and gas sold to external customers are largely a function of oil and gas prices on
international markets. As a result, oil and gas price fluctuations may have a material bearing on the performance of

the upstream segment.

The profitability of upstream operations is chiefly determined by the difference between revenue from sale of
produced oil and gas and the operating costs, tax expense related to hydrocarbon production, as well as cost of oil

and gas transport and sale. Accordingly, a drop in oil and gas prices may reduce volumes which can be produced
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profitably, or may adversely affect the profitability of production from specific wells, or the profitability of ongoing or
planned investment projects, making production unviable.

Crude oil and gas prices are volatile and depend on a number of various factors, which makes predicting their future
price changes a very difficult task. The drivers include: (i) global and regional changes in supply and demand,
expected level of future supply of and demand for oil and gas, as well as OPEC membersdand other oil-producing
states6capacity to achieve and maintain a given level of production and prices, (ii) uncertain geopolitical situation,
actual or threatened terrorist activities or war potentially affecting supply and transport of, or demand for,
hydrocarbons and petroleum products, (iii) availability and cost of construction or use of pipelines, tankers and other
handling and processing infrastructure, (iv) new, existing and decommissioned refinery processing capacities and
the rate of their utilisation, (v) price and availability of, and government subsidies for, alternative energy sources
and new technologies, (vi) political, economic and military developments in oil-producing regions, in particular in
the Middle East, Russia, Africa, Central and South America, as well as national and foreign regulations and activities
of public authorities, including restrictions on imports and exports, taxes, repatriation and nationalisation processes,
(vii) global and regional economic conditions, (viii) trading activities of market participants and other entities seeking
to secure access to oil and gas or hedge against trade risks, or engaging in such activities as part of their investment
portfolio management, and (ix) weather conditions and natural disasters.

Given that crude oil is the key feedstock used in the LOTOS Group& refining operations, fluctuations in its prices
have a significant direct impact on the costs incurred by the Group in the downstream segment (as the decrease in
the Group inventories is measured by the Company with the weighted average method, oil price movements result
in a difference between the current market price of oil and the cost of its processing recognised in the consolidated
financial statements) (the LIFO effect).

Determinants of price per barrel of crude oil in 2016

1 Major crude oil price changes over the last eighteen months add to uncertainty of expectations concerning
commodity prices in the upstream industry in 2016. Among factors most often perceived as the main
drivers of price per barrel, the most significant include: lifting the crude oil export ban by the United States

1 the potential agreement within OPEC to limit production of crude oil (with Russia potentially joining this
agreement)
the future of shale oil production given the considerable drop in commercial viability
the end of sanctions imposed on Iran and the impact of future Iranian crude oil exports on global supply
the growth rate of demand for fuels, particularly in the context of maintaining the growth of gasoline
consumption in the US.

1 the oversupply of crude oil and finished products, filling global storages and tankers floating at sea to

capacity (if the surplus persists, it may effectively block any potential price rebound).
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3.2. UPSTREAM SEGMENT

3.2.1. LEGAL ENVIRONMENT FOR EXPLORATION AND PRODUCTION ACTIVITIES IN
POLAND

Exploration and production activities in the territory of Poland are conducted under a licence granted by the Minister
of Environment under the Geological and Mining Law of June 9th 2011, as amended. The solutions contained in
the Law are consistent with Directive 94/22/EC of the European Parliament and of the Council on the conditions for

granting and using authorizations for the prospection, exploration and production of hydrocarbons.
As at December 31st 2015, the following licences were valid:”

1 117 licences for exploration for and/or appraisal of conventional and unconventional hydrocarbon deposits
(2014: 146 licences),

1 234 licences for production of hydrocarbons from conventional sources (2014: 236 licences).

Table 6. Entities holding the largest number of licences for exploration for and/or appraisal of conventional

and unconventional sources of hydrocarbons

Shareholder Number of licences
PGNIG S.A. 62
Orlen Upstream Sp. z 0.0.* 14

ShaleTech Energy Sp. z 0.0.

LOTOS Petrobaltic S.A.

* Together with the licences granted to FX Energy

Table 7. Entities holding the largest number of licences for production of hydrocarbons from conventional

sources
Shareholder Number of licences
PGNIG S.A. 225
LOTOS Petrobaltic S.A. 4

ZOK Sp. z o.0. 2

7 Source: The Ministry of Environment, the list of licences for the exploration for, appraisal and production of hydrocadsits de Poland.
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3.2.2. MARKET ENVIRONMENT AND TRENDS IN THE EXPLORATION AND PRODUCTION
INDUSTRY

According to the 8P statistical review 20159 at the end of 2015 47.7% of crude oil reserves were in the Middle
East: mainly Saudi Arabia (15.7% of global reserves), Iran (9.3%) and Kuwait (6.0%).

Figure 5. Global recoverable reserves of crude oil

= Middle East
= South and Central America
= North America
= Europe and Eurasia
Africa

= Asia and Pacific

Source: BP statistical review, 2015.

In terms of crude oil reserves, the second largest region is the South and Central America (19.4% of global
reserves), with the dominant position of Venezuela (17.5% of global reserves). The highest reserves to production
ratio (R/P) is recorded for Venezuela (almost 120), followed by Kuwait (89), the United Arab Emirates (72) and
Saudi Arabia (63). Norway®& reserves stand at 6.5bn barrels (0.4% of global reserves), with the R/P ratio at 9.5.

Global reserves of natural gas amount to 187 trillion cubic metres. In terms of the quantity of reserves, the Middle
East ranks first among world regions, with 42.7% of global reserves, including primarily Iran (18.2%) and Qatar
(13.1%). Next are Russia (17.4% of global reserves), Turkmenistan (9.3%) and the United States (5.2%). The
highest reserves to production ratios (R/P) are recorded for Azerbaijan (68.8), Russia (56.4) and Algeria (54.1).
However, this ranking may change after the economic sanctions imposed on gas production in Iran in response to
its nuclear programme are lifted. Norway@& natural gas reserves total 1.9 trillion cubic metres (1% of global reserves)
and its R/P ratio is 17.7.
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Figure 6. Global recoverable reserves of natural gas

Source: BP statistical review, 2015.
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According to OPEC, global crude oil reserves increased by 0.2% as at the end of 2014, to 1,492,880m barrels.

Figure 7. Proven global crude oil reserves
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Throughout 2015, Saudi Arabia fought to maintain its shares in the oil market. The position of the largest crude oll

producer among OPEC countries was threatened by US producers, which increased daily production to over 10

million barrels. On the other hand, in July 2015 Iran concluded an agreement with the six world powers (UK, US,

France, China, Russia and Germany). Under the agreement, Iran agreed to abandon its nuclear programme in

exchange for the gradual lift of international economic and financial sanctions, which will in particular enable Iran to

increase its production and exports of hydrocarbons.

Based on the changes in Brent prices, 2015 can be divided into two periods. Between January and May 2015, the
prices rebounded from below USD 50/bbl to the maximum of USD 66.3/bbl on May 13th 2015. In June 2015, the

oil price hit a downturn and fell to as low as USD 35.26/bbl on December 22nd 2015.
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Figure 8. Brent crude price in 2015 (USD/bbl)

max USD66.3/bbl

min USDB5.26/bbl
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Source: EIA.gov, Europe Brent Spot Price FOB, 2015.

Oil producers were forced to adapt to the persistently low prices of oil. The adaptation measures focused chiefly on
scaling down any planned investment projects and reducing operating expenses. It is estimated that capital
expenditure was cut by approximat el 'y 20130% in 2015. Scaling down

translate into lower crude oil supply in the coming years.

3.2.3. COMPETITION IN THE EXPLORATION AND PRODUCTION BUSINESS

As upstream margins plunged relative to those generated downstream, companies significantly reduced their
exploration and production activity, which is demanding both financially (high capital expenditure) and in terms of
access to the market (licence requirements). Over a short span of time, business activity by competitive companies
faltered, particularly with respect to deposit development. Given the persistently low oil prices, there is no risk of
crude oil and natural gas being substituted by other energy sources in a short or medium term. The bargaining
power of suppliers of drilling materials and services as well as underwater and advisory services dwindled in the

wake of lower capital expenditure. Consequently, the prices of such services and materials went down.

The analysis of competition covers companies operating in the areas of the LOTOS Group® strategic interests, that
is in the Polish Economic Zone of the Baltic Sea, in the inland territory of Poland and on foreign markets (Norway

and Lithuania).

Baltic Sea, Polish Economic Zone

All exploration, exploration and appraisal, and production licences in the Polish zone of the Baltic Sea are held by
LOTOS Petrobaltic S.A. (or companies in which it holds equity interests). The upstream segment operates in six

exploration and appraisal licence areas and four hydrocarbon production licence areas.
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Onshore operations in Poland

The onshore licence market in Poland is dominated by PGNIG, which holds the largest number of production
licences (225 as at December 31st 2015) and licences for exploration and appraisal of conventional hydrocarbons
(62 as at December 31st 2015). PGNIG& production amounted to 4.63 billion cubic metres of natural gas and

approximately 1.43 million tonnes of crude oil and condensate in 2015.

Onshore operations in Lithuania

AB LOTOS Geonafta, a company operating in Lithuania as part of the Group& upstream segment, is the leader of

crude oil production from onshore deposits in the country.

Norwegian Continental Shelf

Given the high hydrocarbon reserves and production volumes, the Norwegian Continental Shelf is a promising area
for the upstream industry, represented here by about 60 international companies, including Statoil, Petoro, Total,
Shell, Conoco, Exxon, Eni and BP, which jointly account for over 80% of the NCS& producing reserves. Besides
those oil majors, about 20 small and mid caps, such as OMV, Lundin, BG Group, Wintershall, Det Norske, Noreco,
Lukoil, Engie, Centrica, PGNIG, BayernGas and the LOTOS Group conduct production activities on the NCS. An
important role is also played by small, independent exploration companies which are not engaged in hydrocarbon
production on the NCS but which actively participate in discovering new reserves that are suitable for development.
Given the structure and number of players, this market is highly competitive, but thanks to the Norwegian
government® policy regarding the rules of participation in licensing rounds and the principle of cooperation as part
of joint ventures created by multiple licence partners, it offers opportunities for gaining access to attractive projects
and taking advantage of the experienced industry partnerséknowledge.

LOTOS Group 1T opportunities and threats in the upst

Strengths and opportunities:

1 High production growth rate in the industry,

1 Leader in the Baltic region,

1 Constant development of experience and operator competence,

1 Execution of investment projects in geographical regions characterised by relatively low political and

financial risks,

=

Cooperation with strong, experienced partners

Withdrawal of certain players from the hydrocarbon exploration and production market as an opportunity

to acquire attractive assets,

1  Possibility of acquiring new production assets with lower risk and lower capital employed after a drop in
assets value brought about by decreasing crude oil prices,

1 Drop in project execution costs (due to lower prices of drilling services), higher availability of drilling

platforms (due to a lower utilisation ratio).
Threats:

1  Tough macroeconomic environment at the time of making key decisions concerning strategic projects,
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1  Growing exploration costs caused by having to explore and develop more difficult deposits,

1  Lower availability of funding sources.

Crude oil pricing factors

1

1

Global and regional changes in supply and demand, expected level of future oil and gas supply and
demand, as well as OPEC memberséand other oil-producing statesfability to achieve and maintain a
given level of production and prices,

Uncertain geopolitical situation, terrorist activities or war potentially affecting supply and transport of,
or demand for, hydrocarbons and petroleum products, or a threat of such activities,

Availability and cost of construction or use of pipelines, tankers and other handling and processing
infrastructure,

New, existing and decommissioned refinery processing capacities and the degree of their utilisation,
Price and availability of, and government subsidies for, alternative energy sources and new
technologies,

Political, economic and military developments in oil-producing regions, in particular in the Middle East,
Russia, Africa, Central and South America, as well as national and foreign regulations and activities
of public authorities, including restrictions on imports and exports, taxes, repatriation and
nationalisation processes, (vii) global and regional economic conditions,

Trading activities of market participants and other entities seeking to secure access to oil and gas or
hedge against trade risks, or engaging in such activities as part of their investment portfolio
management, and

Weather conditions and natural disasters.

Figure 9. Crude oil pricing factors
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3.2.4. EXPLORATION AND PRODUCTION ACTIVITIES BY GEOGRAPHICAL REGION

Figure 10. Structure of the LOTOS Petrobaltic Group
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